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EXECUTIVES  TO  WATCH 

THE  HOHEST  ENTREPRENEURS 


THE  HIGHER 
THE  TECHNOLOGY, 
THE  MORE  IMPORTANT 
THE  SUPPORT. 


Today, 

business  uses  technology 
to  gain  a  strategic  advantage 
^    And  the  higher  the  technology,  the 
greater  the  advantage.  So  long  as  the 
technology  does  what  it's  supposed  to  dc 
that  is.  At  Fujitsu,  ours  does.  cP  We  crea 
from  the  connponents  up,  connputer,  conn  mi 
cations  and  microelectronic  products  of  not 
the  highest  technology,  but  the  highest  quality 
suability  as  well.  cO  And  we  support  them  in  ways 
|:w  other  companies  do.  With  extended  warranties 
j  beral  replacement  policies.  And  superior  technica 
.upport.  cO  Moreover,  as  part  of  a  company  at  the 
forefront  of  today's  emerging  and  cor 
computer  and  communications  technc 
our  systems  support  teams  offer  ur 
expertise.  cP  Fujitsu.  Our  technoh 
helps  keep  you  moving  upward 
And  our  people  won't 
let  you  down. 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


•Base  MSRP  after  $1,000  cash  allowance  includes  destination,  excludes  tax  "Chrysler  Cirrus  was  the  higliest-ranked  entry  midsize  car  in  J  D  Power  and  Associates  1998  Initial  C 


The  sizzle. 


$18,995.*  Loaded.  We  challenged  our 
engineers  to  see  how  many  luxuries  they 
could  make  standard  in  the  new  Chrysler 
Cirrus  LXi— and  they  succeeded  beyond 
our  accounting  department's  wildest 
nightmares.  A  powerful  24-valve  \/6,  anti- 
lock  brakes,  speed-sensitive  steering  for 
added  precision  and  air  conditioning  were 
just  the  beginning.  Next  we  added  a 
powerful  six-speaker  premium  sound  sys- 
tem and  Remote  Keyless  Entry  for  extra 
convenience  and  pampering.  Yet  even 
making  all  those  features  standard  didn  t 
satisfy  our  notoriously  obsessive  engi- 
neers. So  they  tossed  in  leather-trimmed 
seats  and  an  eight-way  power  driver's  seat 
at  no  extra  charge.  All  in  all,  we  re  willing 
to  wager  you've  rarely  experienced  a 
steak  that  comes  with  as  many  garnishes 
as  the  new  Chrysler  Cirrus  LXi.  For  more 
information,  call  1.800.CHRYSLER  or  visit 
our  Web  site  at  www.chryslercars.com. 
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rl  on  total  of  58.1 1 7  consumer  responses  indicating  owner-reported  problems  during  the  first  90  days  of  owneiship 
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Up  Front 


EDITED  BY  ROBERT  McNATT 


G  DONNELL 


TINSELTOWN 

A  MILLENNIUM 
BUG'S  LIFE 

WITH    SOME  FOLKS 

already  preparing  for 
global  disaster  as  the 
millennium  nears, 
Hollywood  wants  to 
cash  in  on  those 
fears.  So  get  ready 
for  yjk:  The  Movie,  a 
fall  Warner  Bi-others 
Studios  production 
whose  plot  center^  on  the 
Year  2000  computer  bug.  It 
will  star  Chris  O'Donnell 
(Robin  in  Batmav  Forever) 
as  a  hunky  Manhattan  hack- 
er who  finds  a  potentially 
lethal  version  of  bug-infested 
Y2K  code  on  the  hard  drive  of 
a  "master  computer"  con- 
trolled by  evil  forces  out  to 
destroy  the  world. 

International  viiK  crisis 
managers,  however,  are  less 
than  tluilled  with  tliis  thiiller. 


Meeting  at  the  U.N.  last 
month  to  devise  ways  to 
soothe  public  panic,  they  be- 
gan drafting  a  foiTnal 
resolution  lu'ging  Hol- 
lywood studios  to 
cool  it  on  bug-disas- 
ter films  next  year. 
Explains  Carlos  Jar- 
que,  Mexico  s  official 
Y2K  manager:  "The 
liigh  rate  of  computer 
illiteracy  around  the 
world  is  fertile 
ground  for  people 
with  apocalyptic  scenarios." 

But  Stu  Zicherman,  who 
wi'ote  the  v^K  screenplay, 
says  "Y2K  is  the  gi'eatest 
ticking  clock  ever,  one  of 
the  few  deadlines  in  the 
history  of  the  world  that 
you  cannot  push  back."  Or, 
apparently,  resist:  1999  also 
brings  20th  Century  Fox 
Film's  E)drapment,  starring 
Sean  Conneiy — and  a  global 
computer  blackout  on  Jan.  1, 
2000.  Marcia  Stepauek 


TALK  SHOW  UThe  millennium  bug  will  not  delay  the 
payment  of  Social  Security  checks  by  a  single  day." 

— President  Clinton,  commenting  on  the  government's 
computer  readiness  for  the  year  2000 


WILD  BLUE  YONDER 

FLYING  UNITED  WITH 
PAPERLESS  TICKETS 

IN    JUST    FOUR  YEARS, 

electronic  airline  tickets  have 
come  to  account  for  about 
one-third  of  all  air  trips. 
Now,  in  a  plan  to  please 
their  customers  and  set  a 
new  industry  standard,  the 
nation's  two  biggest  carriers 
are  trying  to  overcome  the 


SCRAMBLED  EGGHEADS 

A  NOBEL  IS  A  NOBEL 
IS  A  NOBEL. .. 

IT  wasn't  all  that  long 
after  Myron  Scholes  and 
Robert  Merton  picked  up 
their  1997  Nobel  prizes  for 
economics  that  Long-Term 
Capital  Management,  the 
hedge  fund  they  helped 
found — using  their  prize-win- 
ning options-pi'icing  theo- 
ries— slid  toward  insolvency. 

So  in  the  wake  of  that 
disaster,  which  resulted  in  a 
$3.6  billion  takeover  of  ltcm, 
have   other  econo- 
mists drummed 
the    two    out    ^  ^ 
of  the  tribe? 
Au  contraire. 
On  Jan.  4  in 
New  York,  the  ■ 
American  Eco- 
nomic Assn.  will 
hoior  them  at  a  lun- 
cheon with  at  least 
400  of  then*  peers.  Al- 


though the  aea  usually  fetes 
Nobel  laiu'eates,  it  says  some- 
thing about  academic  eco- 
nomics that  failure  in  busi- 
ness is  hardly  regarded  as  a 
negative.  Still,  though  prac- 
titioners of  the  dismal  science 
hold  the  pair's  theories  in 
high  regard,  they  do  have  a 
sense  of  irony.  Said  Merton 
Miller  of  the  University  of 
Chicago,  prior  to  the  lunch: 
"It's  not  a  roast.  But  I'm  go- 
ing to  be  watching  Myron 
over  there  to  see  if  he's  winc- 
ing." Wincing  is  one  thing 
Scholes  and  Merton  should 
be  good  at  by  now.  Peier  Coij 


single  biggest  drawback  of 
E-tickets. 

Currently,  airline  comput- 
ers can't  recognize  E-tickets 
issued  by  other  caniers,  mak- 


 1 

mg  it  tough  for  a  cu  oij 
to  svntch  to  a  different  ill 
from  a  canceled  flighi  li 
sengers  must  convert  -tl 
ets  to  paper  fii'st.  Thal^' 
time  they  don't  always'^ 
So  in  the  first  half  OiU 
United  Airlines  and 
can  Airlines  will  begi;  ' 
terlining,"  making  thir 
tickets  interchangeable  ill 
few  keystrokes.  Both  at 
ers  have  enough  busing 
Chicago's  O'Hare  In1| 
tional  Airport,  wherelj 
have  hubs,  to  make  coci 
tion  worthwhile.  Ar) 
ward  the  end  of 
United  plans  to  dn 
same  with  its  ovel 
partners,  like  Lufth 
Says    James  Goo 
president  of  UAL,  Un 
parent:  'We're  doing  t' 
part  of  an  overall  strate 
take  hassle  out  of  tht 
port."  Now  if  those 
computers   could  onlj 
something   about  aii 
I  parking.     David  Leoni 


SERIOUS  GAMES 

MIDEAST  TENSIONS-RIGHT  IN  YOUR  DEN 


It-- 
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WHEN  IT  COMES  TO  COMPUTER 

simulation  games,  realism 
and  timing  lead  to  success. 
So,  thanks  to  a  strong  holi- 
day shopping  season  and 
Desert  Fox,  Pixel  Multi- 
media's  new  PC  war  game, 
hmeli  Air  Force,  had  brisk 
U.  S.  sales  in  December. 

But  the  game's  realism 
was  a  little  too  real.  Israeli 
militaiy  authorities  who  pre- 
viewed the  game  noticed  that 
maps  used  in  it  were  so  pre- 
cise that  foes  could  use  them 
to  jjlan  real  attacks.  So  Pixel, 
based  in  Tel  Aviv,  made 
changes  in  exchange 
for  info  about  past  aii* 
combat  campaigns  it 
could  put  into  later 
versions.  The  traly  re- 
vealing game  never  hit 
the  market. 
The  pinjjoint  acciu'acy  was 
no  fluke.  Pixel's  chief  execu- 
tive— a  reser\ist  fighter  pilot 


r 


TOO  REAL?  Ismvli  An  Fi 

who  for  security  reason 
identified  only  as  Lieutei 
Colonel  R.W. — earned 
combat  wings  battling  Sy 
MiGs  over  Lebanon's  Be 
Valley  in  1982.  "It's  real 
at  the  most  extrem.e,"  he 
of  the  game,  where  virl 
aii'craft  recreate  such  miss 
as  198rs  bombing  of  an  Ii 
reactor  In  fact,  the  links 
tween  Pixel  and  the  Isr 
Ail-  Force  are  so  tight  t 
Electronic  Arts,  the  U 
publisher,  will  postpone  si 
ping  new  products  if  Isr 
goes  to  war.      Steve  Har, 


Celeron 


PROCESSOR 


TM 


Look  who's  in  business  now. 


Celeron 


Great  performance  at  an  exceptional  value. 

Looking  lor  a  .smart  buv  '  Here's  today's  lop  pick:  the  liilel'  Celeron''  processor.  It  gives  yoii  quick  and 
responsive  performance  lor  today's  bLisincss  applications.  At  a  great  value.  And  because  it's  Irom  Intel, 
you  get  all  the  compatibility  aiul  reliability  you've  come  to  expect.  To  learn  more,  contact 
vour  r*C  maiuil'actiiren  see  your  local  reseller,  or  v  isit  iis  on  the  Web. 


www,  intel.com/Celeron 


The  Cunipiiler  Inside 


Intel  Cnipoi.ihun  IiiIl-I  .iiid  liiicI  Inside  are  rc>;isieicil  [[;ideiii.iiks,  and  Celeron  ,iiid  "The  (.'nnipulei  Inside"  .iie  liadeniaiks  ut  Intel  C\)ip(»iain>n 


Up  Front 


GOING  TO  THE  CHAPEL... 


UXFA2ED  BY  VOLATILE  FIKAXCLA.L  >LARKETS  OR  IMPEACHMENT 

politics,  dealmakei-s  made  1998  a  record  year,  with  S1.6  trillion 
in  mergei-s  and  acquisitions  thi"ough  Dec.  26.  Buoyant  stock 
markets  duiing  most  of  1998 


▼  AUG.  17:  Russia  devalues 
the  ruble  by  34%.  Not  long 
afterward,  Russia's  central 
bank  stops  supporting  the 
battered  currency,  sending  It 
Into  a  free  fall  that  reverber- 
ates in  markets  worldwide. 


meant  companies  paid 
stock,  not  cash.  And  yes, 
there  was  a  bandwagon 
mentality  as  some  coi-po- 
rations    avidly — though 
unwisely — sought  match- 
es that  didn't  work  out. 


WHAT  THE  AQUIRER  PAID 

VLLlCNSOf  DQLLiPi 


m  St 
88.761 


FEB. '98 

61.416 


MAR. '38 

115,173 


T  NOV.  23:  "Merger  Monday."  Among  | 
day's  nine  big  deals,  Deutsche  Bank, 
by  Rolf  Breuer,  buys  Bankers  Trust.  Unl 
the  '80s,  when  Japan  Inc.  was  on  a  spl 
Americans  now  yawn  at  foreign  inroadi 


<  APR.  6: 

Citicorp  an 
Travelers  Group 
merge  to  become 

Citigroup,  the  world's  largest  financial- 
services  concern.  John  Reed  and  Sandy 
Weil  are  co-chairmen  with  adjoining  offici 
in  Citicorp's  New  York  headquarters — but 
V^eil  gets  a  fireplace. 


1998   THE  YEAR'S  BIGGEST  DEALS 


1 

> 

SEPT.'M 

42357^ 


TARGET 

ACQUIRER 

DATE 
ANNOUNCED 

VALUE  OF 
DEAL  (SMIL) 

MOBIL 

EXXON 

12/1 

86,355 

CITICORP 

TRAVELERS  GROUP 

4/6 

72,558 

AMERITECH 

SBC  COMMUNICATIONS 

5/11 

72,357 

GTE 

BELL  ATLANTIC 

7/28 

71,324 

TCI 

AT&T 

6/24 

69,897 

BANKAMERICA 

NATIONSBANK 

4/13 

61,633 

AMOCO 

BRITISH  PETROLEUM 

8/11 

55,040 

CHRYSLER 

DAIMLER  BENZ 

5/7 

40,467 

WELLS  FARGO 

NORWEST 

6/8 

34,353 

FIRST  CHICAGO 

BANC  ONE 

4/13 

29,616 

DATA:  SECURITIES  DATA  CO 

1998  FIVEALMOST-RAHS 


TARGET 


ACQUIRER 


DATE  ANNOUNCED 
(DATE  WITHDRAWN) 


VALUE 

(SMILL) 


MONSANTO 


AMERICAN  HOME 
PRODUCTS 


6/1 -(10/13) 


39,7 


MELLON  BANK      BANK  OF  N.Y. 

NORTHROP  LOCKHEED 
GRUMMAN  MARTIN 


4/22  -  (5/20)  24,2 
7/3797  -"(7/'l7/98)' '  "l  1 ,7 


COMPUTER 
SCIENCES 

MEDPARTNERS  PHYCOR 

DATA  SECURmES  DATA  CO 


COMPUTER  2/10 -(3/9)  9,54 

ASSOCIATES  INTL. 


10/29/97  -(1/7/98)  7,98 


TRiVIA  QUIZ 

UP  ON  YOUR 
READING.  READER? 

The  big  got  bigger  in  1998, 
thanks  to  those  mega  mergers. 
But  business  news  ceiiainJy 
wasn't  limited  to  ./?'.s' 
M&A.  Remember  the 
other  things  tliat  hap- 
pened last  year? 

1.  Did  somebody 
say:  "Let's  kill  all  the 
lawyers?"  A  gi-oup  of 
attomeys  was  awai'd- 
ed  S8.1  billion  in  1998. 
Who  was  this  enviable 
group,  and  what  was  that 
sum  for'? 

2.  At  the  behest  of  the 
Fed,  14  private  financial  in- 


GATES: 

got  ma  I 


stitutions  bailed  out  hedge 
fund  Long-TeiTn  Capital  Man- 
agement. How  much  did  that 
rescue  cost? 

3.  What  part-time  song- 
wiiter  joked  that  "not  a  sin- 
gle PolyGram  star  has  called 
me  to  ask  for  one  of  my  elec- 
trif\ing  IjTics?" 

4.  Stock  mai'kets  in 
East  Asia  were  in 
turmoil  last  summer. 
What  partial  answer 
did  the  Hong  Kong 
govemment  come  up 
with  in  August? 

.5.  In  1998,  many 
commodities  saw 
record    low  prices. 
How  low  did  a  barrel  of  oil 
go?  And  how  many  gallons 
are  in  a  bairel  of  oil? 

6.  After  then-  much-herald- 


ed merger, 
companies 


these  two 
also  an- 
noimced  that  some  10,400 
people  will  be  laid  off. 
WTio  are  the  companies? 

7.  With  about  .S900 
million  in  debt,  what 
company  got  its  wings 
clipped  when  it  declared 
Chapter  11  bankruptcy 
this  fall?  Its  address  is 
Golden  (Colorado,  that 
is),  but  its  finances 
w'eren't. 

8.  WTiat  company  did 
crosoft  CEO  Bill  Gates  as 


PLUCKED  and  broke 


Mi- 
k  to 


help  him  underi 
Sun  Microsyst 
and  its  Java 
gramming  langut 
9.  Last  yeai;  was  th( 
flation  rate  in  the  I 
about  one-half  the  un 
,  plojTTient  rate,  one-thir  . 
I  it,  or  about  the  same? 
V      10.  To  which  pla 
%^  did  the  Los  Angi 

'    Dodgers  pay  $100 
lion  in  a  record-sett 
contract? 


uMOjg  uiAax  j8L|3)id  01  ■%S  t'  'SA  %9'I 
-3uo  jnoqe  jaqmaAON  M2nojm  g  jajncluJOQ  aiddy  sbm  ii — J9quJ3UJ9J  )ou  pinoo  ay 
S3\e^  jem — iiBUJ-3  psoj3i^\j  e  o\  guipjooov  g  ua^ioiqo  uo}sog  /  ■%l^\3^ell  pue 
-i}!3  9  suoiibS  2f  sp|oy  jaJJeq  v  TS-ueq  b  n$        o\  II3)  |io  aijsamoa  q 
2  apeui  seq  mou  pue — }a>|jeuj  aqj  yoddns  oi  >|30}s  }q3noq  n  f  ■uo|||iq  0T$  JOJ 
-A|Od  }q3noq  oqM  -jf  ueujjuojg  jeSp]  £  uoiniq  9  £$  z  luaLuamas  oooeqoi  sqi  uo 
joj  ujns  jeqi  papjBMe  3J9m  eiueqeiv  pue  'iddississii/^  sexai  ui  sjaAMei  j  :sa3/l 


8  BUSINESS  WEEK  /  JANUARY  11.  1999 


-  m 


am  an  investor. 


I  am  a  card-carrying  member  of  a  once-exclusive  club. 

I  will  not  just  get  by. 

^       I  will  go  forward.  1 


★  ★★★★ 

Morningstar  Rating 

3  years  ending  9/30/98 

among  2,678 
domestic  equity  fuiiHs 


(ansamerica 

;r  balanced  fund 

3.96% 

eturn  since  inception 

0/2/9S)  -9/30/98 

3.21% 

■  year  as  of  9/30/98 

1.86% 

.lized  from  inception 
2/95  Us  of  9/30/98 


>X<>> 


For  as  little  as  $50  a  month,  you  too  can  be  an  investor. 

By  automatically  investing  in  any  one  of  the  Transamerica  Premier  Funds, 
whether  it's  the  Transamerica  Premier  Balanced  Fund,  recently  given  a  five- 
star  rating  by  Morningstar,*  or  any  of  our  other  successful  funds,  the  world 
of  investing  is  open  to  everyone.  Just  call  1 -800-89- ASK- US,  ext.  1607,  for 
more  information,  or  visit  us  online  at  www.transamericafunds.com.  Past 
performance  is  no  guarantee  of  future  results.  Be  an  investor.'"  Call  today. 


Transamerica 
premier  funds 


INGSTAR  PROPRIETARY  RATINGS  REFLECT  HISTORICAL  RISK-ADJUSTED  PERFORMANCE  AND  ARE  SUBJECT  TO  CHANGE  EACH  MONTH.  FiVE  STARS  IS  THE  HIGHEST  RANKING,  REPRESENT- 
lE  TOP  10%  OF  FUNDS  IN  AN  INVESTMENT  CATEGORY.  MORNINGSTAR  RATINGS  ARE  CALCULATED  FROM  A  FUNd's  3-YEAR  AVERAGE  ANNUAL  RETURNS  IN  EXCESS  OF  gO-DAY  TREASURY 
ETURNS  WITH  APPROPRIATE  FEE  ADJUSTMENTS,  AND  A  RISK  FACTOR  THAT  REFLECTS  FUND  PERFORMANCE  BELOW  gO-DAY  TREASURY  BILL  RETURNS.  PaST  PERFORMANCE  IS  NO 
NTEE  OF  FUTURE  RESULTS.  INVESTMENT  RETURNS  AND  PRINCIPAL  VALUES  VARY,  AND  YOU  MAY  HAVE  A  GAIN  OR  LOSS  WHEN  YOU  SELL  SHARES.  FOR  MORE  COMPLETE  INFORMATION, 
DING  RISKS  AND  EXPENSES,  CALL  FOR  A  PROSPECTUS.  ReaD  IT  CAREFULLY  BEFORE  YOU  INVEST.  TrANSAMERICA  SECURITIES  SaLES  CORPORATION,  DISTRIBUTOR. 
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THE  Y2K  ISSUE,  FOR  BETTER 

OR  FOR  WORSE  

Much  is  being  said  about  the  cost  of 
the  Y2K  problem,  estimated  at  Si  ti-illion 
("Y2K  is  worse  than  anyone  thought," 
News:  Analysis  &  Commentaiy,  Dec.  14). 
It  would  be  interesting  to  compai'e  this 
figtu-e  with  other  technologj'-induced 
costs  we  live  with  eveiy  day:  loss  of 
work  houi's  dri\ing  to  work  and/or  in 
ti-affic  jams:  medical  costs  caused  by  pol- 
lution, use  of  pesticides;  the  recent  "nat- 
m-al  disastei-s"  that  appeal*  to  have  been 
caused  by  man's  acti\ities.  I  wouldn't  be 
siupiised  if  these  costs  were  bigger  than 
the  Y2K  cost.  Also,  the  Y2K  problem  is  a 
one-time  problem;  the  other  ones  are 
pennanent  or  reciuiing. 

•Jacques  -JangoiLx 
Belem.  Brazil 

WTien  the  author  estimates  the  price 
tag  for  upgrading  the  nation's  computer 
systems  to  deal  with  this  issue,  the  as- 
sumption is  that  this  expendittu'e  will 
be  a  drain  on  the  economy,  with  no  pay- 
out. In  fact,  rather  than  patching  theii* 
existing  antiquated  systems,  many  com- 
panies ai-e  belatedly  replacing  them  with 
entirely  new  systems  that  not  only  solve 
the  Y2K  problem  but  have  pow-eiful  new 
cost-reducing  featui'es.  There  will  be  a 
significant  return  on  this  investment  that 
could  go  a  long  way  towai'd  offsetting 
the  capital  outlay  and  may  leave  the 
economy  better  off  in  the  long  itm. 

An  analogous  situation  existed  in  Ger- 
many and  Japan  after  World  War  II. 
Factories  iixined  by  bombai'dment  had 
to  be  rebuilt  fi"om  scratch,  with  newer 
equipment  replacing  antiquated  and  in- 
efficient eaiiier  investments  that  prior 
management  had  been  reluctant  to  scrap. 
Tliis  contributed  to  the  "economic  mii'a- 
cle"  in  both  cotmtries. 

Chaiies  J.  Bodenstab 
Friday  Hai-bor.  Wash. 

Youi"  articles  on  the  Yeai"  2000  com- 
puter bug  show  that  doom  and  gloom- 
stei-s  ai"e  mo\ing  into  high  geai*.  We've 
heard  from  this  crowd  before — ^just 
weeks  ago  we  were  told  that  the  stock 


mai'ket  crash  was  only  days  aw; 
the  collapse  of  the  global  econLU.' 
cai-eful  analysis  can  only  lead  on  ^ 
unequivocally  jubilant:  Y2k's  net  t)' 
ic  consequences  wiU  be  decidedh  ■( 
cial,  not  detiimental. 

First,  most  organizations  will  bii 
for  Y2K.  For  the  relatively  few  oi  v 
tions  that  are  not  properly  pre;: 
the  IVinienniimi  Bug  will  lead  h\ 
disappeai-ance  tlirough  failiu'e  or: 
el's.  Such  an  "economic  cleansing" 
is  needed  to  sptu*  innovation  ant- 
out  inefficient  operations.  Secoi  . 
Millennitim  Bug  is  forcing  organi ' 
to  become  more  creative  in  ma. 
infoitnation  technology'.  This  is  h 
to  unexpected  'oenefits — for  examp, 
ter  information-secmity  and  cost 
agement  systems. 

Third,  the  Millennium  Bug  is  11 
biing  about  closer  economic  ties  .i 
world  economies.  E\idence  of  ho 
Y2K  issue  is  fosteiing  intemation; 
mony  can  be  seen  in  a  recent  U.  ? 
olution  that  deals  with  issues  of  cv 
tion  in  solving  the  Millennium  F 
Although  the  costs  of  prepaiing  f 
are  significant,  and  some  glitches  ai 
ly  to  occiu",  we  predict  that  by  the  ' 
of  2000,  the  massive  benefits  of  Y: 
become  apparent  to  investoi"s.  coii 
leaders,  consumei's,  and  politicians 
LawTence  A.  Ci 
Martin  P.^ 
College  Pari 

The  Y2K  problem  is  worse  thai 
have  reported.  Many  people  ai*e  s^ 
ing  to  yeai-  2000-compliant  sofiwai 
ai'e  not  converting  old  data.  This  is 
ly  to  lead  to  problems  beyond  200 
pait  of  a  Y2K  check,  if  softwai-e  is  \ 
changed,  and  data  ai"e  not  convert 
is  necessaiy  to  make  sm-e  that  th 
data  will  be  accessible  after  De( 
1999. 

Some  of  the  problems  that  ma 
encountered:  The  media  on  whicl 
data  ai'e  stored  cannot  be  read  by 
yeai'  2000-compliant  softwai'e;  the 
puter  and/or  ope^'ating  system  ca 
longer  itm  the  "old"  softwai'e  need 
access  the  data:  the  softwai'e  pac 
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RREGTIONS&  CLARIFICATIONS 

the  tables  of  ttie  investment  Outlook 
ireboard  (Dec.  28),  the  1998  and  1999 
nings  estimates  represented  basic 
nings  per  share.  Actual  1998  earnings 
share  (those  with  a  *)  were  diluted. 

liz  Kids"  (Management,  Dec.  7)  should 
e  stated  that  of  startups  m  Silicon  Val- 
by  immigrants,  40%  involved  Indians, 
I  of  those,  half  are  by  graduates  of  the 
lan  Institutes  of  Technology. 

u've  come  a  short  way,  baby"  (Social 
les,  Nov.  23)  misreported  the  number  of 
len  officers  at  Texaco  Inc.  There  are  three. 


,s  but  treats  dates  as  being  in  the 
mt  centuiy  (so  a  report  intended  to 
at  data  fi-om  1/1/1998  thi-ough  12/31/ 
finds  no  records,  as  the  dates  are 
ed  as  1/1/2998  thi-ough  12/31/2998). 
3  discovered  this  'TDeyond  Y2k"  prob- 
n  the  course  of  launcliing  a  seivice 
ovide  access  to  old  financial  data.  We 
ilted  with  many  financial  operations 
asked  10  large  companies  that  had 
■ced  their  software  whether  they 
lealt  with  the  above.  The  universal 
ion  was  unprintable! 

Jon  Casher 
Chau-man,  recap  Inc. 
Oak  Ridge,  N.J. 

WAGE  GAP:  SCHOOLS 
I  T  THE  ONLY  PROBLEM 

^y  the  wage  gap  just  keeps  getting 
!r"  (Economic  Vievi^oint,  Dec.  14) 
insightful  observation  on  important 
force  issues.  Another  matter  must 
rown  into  the  mix  of  distm-bing  fac- 
■egarding  education.  While  it  is  tnie 
3ur  schools  are  not  doing  a  univer- 

good  job  of  preparing  pupils  for 
secondary  education  and  ti'aining, 

of  these  individuals  are  still  being 
ted  into  college — in  schools  that  ai"e 

concerned  with  "em-ollment  man- 
ent"  than  with  maintaining  appro- 
}  standai'ds  for  admissions, 
r  the  sake  of  institutional  sm-vival, 

colleges  are  accepting  students  in 
urrent  generation  who  would  have 

to  meet  standards  20  or  30  years 
Aji  involved  alumnus  recently  told 
lat  his  undergraduate  college  was 
ting  over  70%  of  its  applicant  pool 
■et  the  goal  for  the  incoming  fi-esh- 
dass! 

Thomas  M.  Hines 
Loudonville,  N.  Y. 

trying  to  explain  why  the  wage 
s  getting  bigger,  Lam-a  D'Andrea 
I  mainly  blames  bad  schools  in  poor 

.  Ti-ue  enough,  but  surely  the 


eclipse  of  good  manufactming  jobs  plays 
a  lai'ge  role,  too.  These  once  bindged  the 
gap  between  the  high-  and  low-paying 
jobs,  but  as  military  preemption  of  skills 
eroded  the  technical  superiority  of  their 
products  and  the  cost-effectiveness  of 
their  manufacture,  what  was  left  was 
exported;  hence  the  virtual  eclipse  of 
such  high-skill  industries  as  machine 
tools,  rail  equipment,  etc.  There  was  no 
attempt  to  revive  them  when  some  mili- 
tary industries  were  cut  back.  In  the 
absence  of  job  opportunities  and  role 


models,  no  wonder  many  young  people 
feel  that  not  even  "education"  can  free 
them.  Globalization  is  no  excuse;  labor 
costs  are  now  higher-  than  oui's  in  close 
to  a  dozen  countries. 

John  E.  Ullmann 
Hempstead,  N.  Y. 

WHAT'S  QUICKER 

THAN  AMAZON.COM  

I  enjoyed  "Amazon.com:  The  wild 
world  of  E-commei'ce"  (Cover  Stoiy,  Dec. 


Not  content  to  let  sleeping  dogs  lie,  Ed  announced  his 
intention  to  seek  reliability  and  innovation  with  Williams. 


Make  some  noise.  Demand  reliability.  Insist  on  innovation. 
Expect  energy  or  communications  solutions  that  reduce  risk  and 
advance  your  business  plan.  Or  simply  call  the  only  leader  in 
both:  Williams.  Smashing. 


Williams 


Energy  •  Communications  *  Leadership 

1-800-WIUJAMS  •  m'SE:  WMB 
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Look  on  the  bright  side.  There'll  also  be  lots  more  cherries  and  watermelons  in  the  future.  Because  u 
agribusiness,  Hoechst  Schering  AgrEvo,  we  aim  to  utilize  biotechnology  in  improving  crop  productic 
protection  for  harvests  that  are  more  bountiful  than  ever.  After  all,  the  cultivated  areas  of  the  world  v 
get  any  bigger  But  our  children  will.  And  it's  their  future  that's  at  stake. 


AgrEvo  is  the  agnbusmess  of  Hoechst,  an  international  group  of  companies  spearheading  innova 
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Readers  Report 


14),  but  it  missed  two  relevant  points. 
First,  when  I  go  to  the  bookstore  I  do 
not  have  to  pay  shipping.  I  surfed  to 
Amazon.com  and  founcl  a  book  I  wanted 
costing  $18.95  plus  $4.00  for  shipping. 
The  local  Borders  had  it — no  shipping 
charge.  If  I  wanted  more  than  one  item 
and  some  are  not  in  stock,  Amazon  will 
either  ship  them  all  together  or  charge 
for  multiple  shipments.  Either  I  wait,  or 
pay  much  more.  Second,  when  I  want  a 
book  quickly,  I've  learned  to  order  di- 
rectly from  the  publisher  so  I  don't  have 
to  wait  for  Amazon  to  fowai'd  the  order. 

Douglas  Wlioley 
St.  Paul,  Minn. 

"Internet  middleman"  is  redundant. 
The  competitors  that  will  drive  Amazon 
out  of  business  are  not  Barnes  &  Noble 
and  the  like.  Rather  they  are  the  Web 
sites  of  the  publishers  whose  books  Ama- 
zon sells,  and  the  Internet  itself.  Using 
extensible  mai'kup  lang:uage  and  other 
improved  search  technologies,  would-be 
book  buyei"s  and  publishere  wall  find  each 
other  without  Amazon's  help.  Publishers 
can  easily  beat  Amazon  on  speed  and 
price  and  will  increase  theii-  profit  mar- 
gins gi'eatly  in  the  process.  It  is  not  tra- 
ditional stores  that  are  in  danger  fi"om 
the  Internet;  it  is  all  middlemen.  Online 
middlemen  like  Amazon  vrill  enjoy  a  brief 
window  of  success  only  until  search  tech- 
nology catches  up. 

John  T.  Reed 
Alamo,  CaHf. 

SPORT-UTES  AND 
AMERICA'S  GREED  PROBLEM 

I  was  appalled  to  read  about  the  Ford 
Excui'sion  and  the  advent  of  the  super- 
jumbo  sport-utility  van  ("Ford's  green 
dilemma,"  The  Coiporation,  Dec.  21).  I 
recently  met  a  British  couple  visiting 
the  U.  S.  and  asked  them  to  share  their- 
observations  of  American  society.  Their 
first  comment  referred  to  the  unre- 
strained excess  of  American  society — 
gai'gantuan  vehicles  on  the  road  (as  com- 
pared with  Eiu'ope),  napkins  by  the  stack 
on  youi'  tray  at  fast  food  restaurants, 
and  the  general  prevalence  of  the  tlii'ow- 
away  mentality.  I  encoimter  this  percep- 
tion of  unbridled  excess  in  America  often 
on  business  trips  to  Em'ope. 

America,  the  self-appointed  inorality 
policeman  of  the  world,  would  do  well  to 
recognize  that  it  produces  a  gi'ossly  dis- 
proportionate amount  of  the  world's 
gi'eenhouse  gases,  which  have  increas- 
ingly destabilized  the  global  climate.  The 
Ford  Excursion  is  symbolic  of  a  selfish 
society  with  limitless  gi'eed  and  an  insa- 
tiable need  for  instant  gi'atification. 


America  must  recognize  that  it  sh; 
the  world  with  other  peoples,  and 
with  responsibility. 

Oliver  Somi 
Sedona,  A 

TEMPING  CAN  BE 
THE  RATIONAL  CHOICE 


The  issue  of  contract  work  is  ci 
plex.  and  we  appreciate  yom-  willingi 
to  dive  head-first  into  a  subject  fi 
with  gTay  areas  ("Progi-ammers  of 
world . . . ,"  The  Workplace,  Dec.  7).  I 
any  career,  contracting  has  both  posi 
and  negative  aspects.  Many  find  th; 
higher  hom'ly  salary,  overtime  pay, 
flexibility  compensate  for  benefits  th; 
while  comparable  to  those  enjoyed 
the  full-time  employees  of  most  fiiTns- 
not  rival  Microsoft  benefits.  In  tod 
labor  market,  experienced  technical 
fessionals  have  choices,  and  many 
brace  contract  work  as  the  posi 
choice  it  can  be.  After  all,  contrac 
have  mastered  a  truth  about  work 
many  of  us  prefer  to  avoid — in  the 
run,  we  are  all  temporaiy. 

Donna  Sal 
President,  s&T  On 
Se; 

CONSECO:  ITS  OPTION  PLAN 
COULD  HELP  SHAREHOLDERS 


I  am  wiiting  to  express  my  diss 
faction  with  the  cursoiy  nature  in  w 
Conseco  Inc.'s  1998  stock-option  prog 
was  discussed  in  "The  mother  of  all  s 
option  plans"  (Finance,  Nov.  23).  Au 
Debi'a  Sparks  quotes  Graef  Ciystal 
Alan  Johnson  to  lend  support  to 
premise  that  Conseco's  option  plan  w 
disproportionately  benefit  the  option-1 
ers  in  the  event  of  a  change  of  contn 
Conseco  because  the  company  wouli 
requii'ed  to  redeem  the  options  at 
takeover  price.  Certain  executives  w 
benefit  even  fuithei;  states  Spai-ks, 
a  change-of-control  provision  requi 
the  company  to  pay  the  executives 
tiples    of    their    respective  an 
salaries/bonuses.  The  end  result  of 
"exceptionally  lavish"  incentives:  i 
seco  executives  are  encouraged  tit 
the  company  (thus  sacrificing  long-i; 
shareholder  value). 

These  points  are  all  debatable.  T 
gin,  an  option-redemption  provision) 
the  one  outlined  could  sei^ve  as  ai ' 
fective  "jDoison  pill"  (if  it  were  to  bine 
acquiring  company),  helping  to  raise 
potential  takeover  price,  as  could 
provision     requiring  payment 
salaiy/bonus  multiples.  Moreover,  1  >y 
ing  the  option  strike  price  to 
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From  American  Century: 

Over-Achieving 
International  Funds 


INTERNATIONAL  DISCOVERY  FUND 


INTERNATIONAL  GROWTH  FUND 


*  ★  ★  ★ 

Ovenill  Moniiiigstnr  Rating 


Momingstar  perfoniiaiicc  mti}tgs  as  of  Septeviber  30,  1998. 
Funds  rated  for  the  overall  period  auioug  SI  9  inteniatioital  stock  fiiiuls. 


Please  ask  for  a  piospechts  with  more  complete  iiiforituitioii,  iiicliuling  charges  and  expenses.  Be  sure  to  read  it  carefulhj  before 
you  invest.  Please  constdt  a  prospectus  for  information  about  other  share  classes.  Naturally,  past  performance  can't  guarantee 
future  results.  You  sliould  keep  in  mmd  that  viternatioiiai  nr.vsluicnts  arc  subject  to  special  risks,  such  as  currency  fluctuation  or  political 
instability.  The  International  Discovery  fund  invests  primarily  in  stocks  of  smaller  coinpa)iics  which  are  subject  to  greater  short-term 
price  volatility  than  the  stocks  of  larger,  more  well-established  companies. 

Morrungstar  proprietary  ratings  reflect  risk-adjusted  performance  for  Investor  Class  as  of  9/30/98.  These  ratings  may  change  monthly, 
and  are'' calculated  from  the  fluid's  three-  and  five-year  (when  available)  average  annual  total  returns  in  excess  of  90- day  Treasury  bill 
returns,  ivith  the  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  beloiv  90-day  Treasury  bill  returns. 
International  Discoven/  has  a  five  star  rating  for  three-years  and  overall  out  of  819  international  stock  funds.  International  Growth  has 
a  four  star  rating  overall  out  of  819  international  stock  funds  and  five-years  out  of  359  international  stock  funds  and  a  five  star  rating  for 
three-years  out  of  819  international  stock  funds.  Tlie  top  ten  percent'of  the  fimds  in  an  investment  category  receive  five  stars,  the  next 
22.5%  receive  four  stars.  Funds  Distributor  hic.  &1998  American  Centiin/  Services  Corpioration  bwk368-i  ic 
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takeover  pnce,  managerial  interesi 
theory)  ai"e  aligned  with  shareholdt 
terests,  since  the  manager  will  oj  1 
sale  over  entrenchment. 

Finally — and  most  important — ^ 
holders  have  a  voice  in  all  of  i 
matters.  While  state  law  gem 
vests  boards  of  directors  with 
latitude  over  stock-option  grants, 
eral  factors  (such  as  stock-exch 
rules  and  federal  income-tax  law> 
courage — or,  in  some  cases,  requ 
boards  to  seek  shareholder  ratific; 
Presumably,  such  is  the  case  with 
seco,  since  the  article  points  out  tl 
is  seeking  proxies. 

I  encourage  you  to  devote  moiv 
to  this  issue  so  investors  can  b 
gauge  the  effects  executive-corn]  i 
tion  decisions  have  on  the  market 
Charles  Zai 
Plainsboro, 
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IN  SAM  WE  TRUST 

The  Untold  Story  of  Sam  Walton  and  How  Wal-Mart  is  Devouring  America 

E>  See  Onega 

Times  Business  •  -+1300  •  S25.95 


WAL-MART  \MTHOUT 
THE  WLXDOW  DRESSING 


From  the  title  of  Bob  Orte- 
ga's book,  you  might  guess 
that  he  doesn't  like  Wal- 
Mart  much.  And  you  would  be 
right.  But  stu'prisingly — and  perhaps 
disappointingly,  if  you're  looking  for  a 
liigh-octane  expose — the  better  pait  of 
In  Sail?  We  Ti-usi:  The  Untold  Story  of 
Sam  Walton  and  How  Wa}-.\la}i  is  De- 
vouring America  is  an  evenhanded 
recitation  of  how  ^^'al-Mait  Stores  Inc. 
i^eached  the  pinnacle  of  retailing,  ^\'hen 
Onega  does  tm-n  to  tMs  juggernaut's 
dai-k  side — its  efifects  on  small  towiis, 
its  battles  with  labor  imions  and  con- 
trovei-sies  over  coimections  to  sweat- 
shops— he  sheds  Utile  new  light. 

Indeed,  much  of  Onega's  book  is  a 
i-ehash  of  pi-e\iously  pubhshed  matea-ial 
on  Wal-Man.  Tlie  author,  a  reponer  at 
The  Wall  Street  Journal,  bomiws  liber- 
ally fix>m  Sam  '^"alton's  own  autobiog- 
raphy. S(7»;  TVcT/fo/i.  Made  in  Am:crica. 
and  \'ance  TiTiuble's  Sam  Walton:  Tlie 
Inside  Story  of  America's  Richest  Man. 
mostly  because  the  'N^'alton  family  and 
most  Wal-Mart  executives  declined  to 
cooperate.  And  despite  the  wealth  of 
detail  tliat  Onega  lias  gathemi.  the  sto- 
melling  stifi'ers  n-om  its  lack  of  inside 
perspective.  Still,  if  you're  tuvfamiliar 
with  tiie  liistoiy  and  controvei-sies  sm-- 
roimding  the  world's  lai-gest  i-etailer,  it's 
a  good  place  to  stait. 

\Miy  should  we  cai-e  about  one  piu-- 
veyor  of  socks  imA  soap?  Onega  cor- 
rectly sees  that  Wal-Mart's  size  and 
scx^pe — ^more  tluvn  billion  in  sales  in 
its  last  fiscal  yeai-.  ended  -Jan.  31.  199S, 
or  S440  a  year  from  eveiy  person  in 
the  U.  S. — gives  it  vast  iniiuence  over 
wliat  we  buy  md  how  we  buy  ii.  "Wsd- 
M;ut's  way  of  doing  business  is  the  new 
p;vi-adigm.  and  the  company  embodies 
both  tJie  sitining  success  and  the  dai-k 
underbelly  of  modern  .American  busi- 
ness." he  wiites. 

But  much  as  he  would  like  to  b'.,-.me 


\\'al-Man  for  not  enforcing  better  work- 
ing conditions  in  ovei'sea^  factories  or 
for  failing  to  pi-o\ide  higher  wages  and 
benefits  at  home.  Onega  weakly  con- 
cludes that  fingei"s  shotild  ultimately  be 
pointed  at  consimiei"s.  •■"\\'al-Man  . . .  will 
respond  to  what  the  ptibhc  demands 
from  it.  That  is  to  say.  to  what  you  de- 
mand fi*om  it.  It's  up  to  you."  he  wiites. 

The  problem  is  that  consimiei-s  have 
been  demanding  low  prices,  broad  se- 
lections, and  big  stores,  with  Uttle  i-e- 
gai"d  for  what  Onega  sees  as  tlie  liidden 
social  costs.  And  that  didn't 
Stan  with  Wal-Man.  as  he 
recoimts  in  his  liistoiy  of 
American  retailing.  The 
hisioiy  is  worth  remem- 
beiing  when  Onega  in  lat-  ^^^^ 
er  cliaptei-s  retraces  tJie  ef- 
fons  of  some  conmiunities 
to  keep  Wal-Mait  out.  He 
notes  that  in  the  192l)s  and 
oOs.  small  merchajits  were 
fiitilely  banding  togetJlier  to 
battle  "soulless"  chair, 
stores,  such  as  aa:P  an^: 
Sears.  Roebtick  &:  Co..  by 
pusliing  special  taxes  and 


WE 
TRUST 


even  outright  bans  on  chain  expajisioi;. 

Desp^ite  Ms  questions  about  Walton's 
values.  Oitega,  who  never  met  tlie  man, 
is  cleaiiy  awed  by  liis  enei-g>".  intensity, 
and  adaptability.  A  keen  student  of  otli- 
er  i-etailei-s.  \\'alton  liberally  boiTowed 
rivals'  ideas  in  an  effon  to  improve  his 
owni  operations.  And  when  discount 
merchandising  tlu-eaiened  to  ovenake 
liis  Ben  Franklin  vaiiet>"  stoivs.  he  nim- 
bly jumped  on  tliis  trend  by  op>ening 
Ms  ni-st  \\'al-Man  DLicoimt  Citj-.  in  19G2 
in  Rogei'^.  Ai-k.  He  was  one  of  the  ni"st 
to  see  that  the  small  towiis  he  sei-ved 
would  nt  discoiuitiiig's  low-mai-gin.  Mgh- 
volume  lomiula. 

But  as  Onega  seems  app^aIled  to  dis- 
cover, the  penny-piiicliiiig  '\\alton  was 
lii-st  of  ;ill  a  businessniiin  focused  on  the 


bottom  line.  And  from  that  me: 
spi-ang  a  c-oiporate  cultui"e  wheiv  ■ 
shaiing  and  employee  enipowc 
seiwe  the  management's  ends  a.- 
as  the  workei-s'.  Despite  the  low  ^, 
and  benefits,  the  bonuses  tied  to 
results  prempted  employees  to 
they  had  a  stake  in  the  busines: 
the  perks  helped  keep  out  tlie  ■ 
that  ^^'alton  so  \igorously  baitli 
describing  those  fights,  Oitega 
away  the  folksy  mjthologA-  tha 
stUTOunds  the  late  foimder. 

One  of  the  fi-eshest  paixs  of  Oi 
tale  isn't  about  Wal-MaiT  at  all 
detailed  chapters  on  the  decli 
Rmait  Coi*p.  and  the  management 
dei-s  that  imdeix-ut  that  company's 
headstan  on  its  Ai-kansas  rival.  1 
end  of  1963,  when  Walton  was  jus 
deling  a  second  ^^■a]-Man  store,  j 
pai-ent  S.  S.  Ki-esge  Co.  was  ai 
operating  53  of  its  giant  discoimt 
and  pi-oducing  SS3  million  in  sale 
the  executives  who  succeeded 
\isionaiy  Hany  Cu 
ham  soon  led  Kmai 
decline  with  disasu-o 
visions  on  store  d 
,  r.:erchandising.  and 

mation  systems.  Oite 
saibes  a  Kmait  cor 
culture  where — unl 
^^"al-iIart — outside 
weren't  welcome. 

VTiih  insights  fi*o: 
mer  Kman  executiv( 
tega   describes  Ki 
onetime  savior.  Josej 
tonini.  But  the  feis 
chaiismatic  leader.  ■ 
ni-s:  seemed  like  a  breath  of  fre 
soon  overextended  the  compan 
forays  into  office  supplies,  sp 
goods,  and  other  venrui-es  sapp< 
effon  and  money  needed  for  coi 
systems  and  store  lenovation 
Mai-ch,  1995,  Antonini  had  been 
out.  and  the  company  was  sti'-.r 
to  stave  off  banki*upicy.  Today.  K 
slowly  rebuilding  with  a  new  CE 
If  the  managei"^;  at  ^^"al-Mal•" 
learned  anvtMng  n-om  Sam.  they 
angiily  ignore  Oitega's  critical  bo 
stead.  theyH  be  px>iing  over  tlie 
chaptei's  for  an  inside  look  a:  ho- 
ganc-e  can  kill  a  giant. 

BY  .',£•-;•:; 
Dallas  bureau  chief  Zellner 
Wai-Mart  r'or  Br>i\ES<  \rEEK. 


ORTEGA'S  TALE  ISN'T  "UNTOLD."  BUT  IT  SHOWSl 


\\TL\T  W.\LTON  DID  RIGHT  TIL\T  RR:\LS  DID  WRO: 


Nice 

RETURN! 

John  McEnroe's  hair  is  back! 

Look  at  the  pichares.  John  attacked  his  bald  spot  with  Rogaine  Extra 
Strength  for  Men.  And  he  beat  it.* 

Is  John  the  first  man  to  snatch  victory  from  the  follicles  of  defeat  using 
Rogaine  Extra  Strength?  Far  from  it. 

Fact  is,  for  4  out  of  5  men  with  moderate  hair  loss,  Rogaine  Extra  Strength 
for  Men  is  proven  to  regrow  hair  or  at  least  stop  hair  loss.** 

4  out  of  5:  those  are  nice  odds.  And  when  you  factor  in  our  Money  Back 
Guarantee,  you  really  can't  lose! 

It  works  for  you  or  your  money  back. 

Give  Rogaine  Extra  Strength  a  chance  to  work  for  you.  Use  as  directed  for  4  months.  Then 
you  be  the  judge.  If  you  haven't  begun  to  regrow  hair  by  then,  or  at  least  stopped  your  hair 
loss,  we'll  give  you  your  money  back.  Terms:  Register  with  us  and  save  original  receipts  and 
cartons.  If  not  satisfied,  submit  your  claim  within  30  days  after  4-month  trial.  One  refund  per 
j  household,  up  to  $135.  For  details  see  store  or  www.rogaine.com. 

*Wliile  most  men  will  respond  to  Rogaine,  most  will  not  respond  as  well  as  John. 

**About  half  of  the  men  who  respond  to  Rogaine  have  moderate  to  dense  regrowth.  The  other 

half  at  least  stop  their  hair  loss. 

Use  only  as  directed.  Individual  results  vary.  Not  everyone  responds  to  Rogaine. 

©  1999  Pharmaciti  &  Upjohn  Consumer  Healthcare 


Who's  im 


Brenda  Van  Keuren 
Northern  Arizona  University 

"I'm  not  sure  what  was  more  exhilarating  —  pres 
years  worth  of  hard  work  and  effort  in  20  short  minutes, 
ing  the  likes  of  Donald  Soderquist  in  the  audience.  After 
talked  to  us  about  our  presentation  and  our  mentoring  of 
students,  h's  not  every  day  a  college  student  in  Flagstaff  g 
chat  with  a  leader  of  one  of  America's  most  successful  con 
The  experience  was  inspiring. " 


ng  who'. 


'  I  G.  Soderquist 

hainnan  and  Chief  Operating  Officer, 
art  Stores,  Inc. 


"SIFE  students  like  Brenda  inspire  me.  The  way  they 
breathe  the  entrepreneurial  spirit.  SIFE  students  are 
because  they  have  a  passion  for  free  enterprise  and  a  desire 
:  a  difference  in  their  communities.  Their  dedication  and 
irk  make  them  better  business  leaders  and  better  people, 
/er  1  get  a  chance  to  speak  with  a  SIFE  student  like 
I  feel  inspired.  I  return  to  work  with  renewed  passion." 


I  people  achieve  their  dreams 
'free  enterprise  education." 
-800-677-SIFE. 

STUDENTS  IN  FREE  ENTERPRISE 


tomers  ' 

1 

Assess  marketing  ROI 
analyze  churn,  and  mc( 


That's  why  you  need  the  SAS  Solution 

who  are  your  most  profitable  customers. .  and  why?  How  many  customers  are  you 
losing. . .  and  why?  What  value  do  your  customers  see  in  your  products  and  services. .  .or 
those  of  your  competitors?  histead  of  just  storing  your  customer  data,  explore  all  the 
possibilities  with  the  SAS  Solution  for  Customer  Relationship  Management. 

Its  the  only  software  that  integrates  the  full  scope  of  managing  customer  relationships. 
Collect  information  at  all  customer  contact  points. .  .then  analyze  data  to  better  understand 
customer  needs.  Refine  business  strategies  around  your  most  profitable  customers. 
Determine  lifetime  customer  value.  All  by  just  pointing  and  clicking. 

To  find  out  more  and  request  a  free  Guide  to  Customer  Relationship  Management  with 
the  SAS  Solution,  visit  us  at  www.sas.com/crm 


Award-winning  data 
warehousing  capabiliti( 

Fully  Web  enabled 

Year  2000  compliant 


/M 


! 


SAS  Institute 

The  Business  of  Better  Decision  M 


www.sas.com/crm   E-mail:  bw@sas.com   Phone  919.677.8200 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc    Copyright  ©  1998  by  SAS  Institute  Inc. 
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THE  BUSINESS  WEEK  BEST-SELLER  LIST 


1            HARDCOVER  BUSINESS  BOOKS  | 

1                    PAPERBACK  BUSINESS  BOOKS 

HE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
noney. 

HE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Simon  &  Schus- 
ar  •  $25)  Why  the  good  times  won't  go  away. 

'HE  JOY  OF  WORK  by  Scott  Adams  (HarperBusiness  •  $22) 
Office  pranks  and  ploys  to  fend  off  the  cubicle  blues. 

HE  ELECTRONIC  DAY  TRADER  by  Marc  Friedfertig  and 
leorge  West  (McGraw-Hill  •  $34.95)  Hopping  in  and  out  of 
he  market  electronically 

HE  48  LAWS  OF  POWER  by  Robert  Greene  and  Joost  Elffers 
diking  •  $24.95)  Thoughts  of  Machiavelli,  Talleyrand,  and 
ther  power  brokers  distilled. 

ELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $16) 
1  collection  of  bite-size  lessons  on  marketing. 

low  TO  BECOME  CEO  by  Jeffrey  J.  Fox  (Hypenon  •  $15.95) 
'uccinct  rules  for  getting  ahead. 

OSING  MY  VIRGINITY  by  Richard  Branson  (Times  Busmess 
$27.50)  Sex,  business,  and  rock  'n'  roll,  from  the  airline 
nd  music  company  executive. 

HE  22  IMMUTABLE  LAWS  OF  BRANDING  by  Al  Ries  and 
aura  Ries  (HarperBusiness  •  $23)  Building  public 
onsciousness  of  your  products. 

lEW  RULES  FOR  THE  NEW  ECONOMY  by  Kevm  Kelly 
/iking  •  $19.95)  Lessons  of  the  wired  world  applied  to  the 
lobal  economy. 

/INNING  EVERY  DAY  by  Lou  Holtz  (HarperBusiness  •  $25) 
allow  your  dream,  says  the  University  of  South  Carolina's 
ew  coach. 

/ORKING  WITH  EMOTIONAL  INTELLIGENCE  by  Daniel 
^oleman  (Bantam  •  $29.95)  You,  too,  can  become  a  star 
erformer. 

UST0MERS.COM  by  Patricia  B.  Seybold  with  Ronni  T. 
larshak  (Times  Busmess  •  $27.50)  A  consultant's  analysis 
f  successful  E-business  practices. 

-UTS  by  Robert  A.  Lutz  (Wiley  •  $24.95)  Chrysler's 
x-president  on  the  company's  second  renaissance. 

ACK  WELCH  AND  THE  GE  WAY  by  Robert  Slater  (McGraw- 
lill  •  $24.95)  Managing  General  Electric's  "boundaryless 
rganization. " 


1  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The  simple 
ways  of  the  wealthy  among  us. 

2  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  popular. 

3  AGAINST  THE  GODS  by  Peter  L.  Bernstein  (Wiley  •  $14.95) 
Risk  management  in  the  making  of  the  modern  world. 

4  DIE  BROKE  by  Stephen  M.  Pollan  and  Mark  Levine 
(HarperBusiness  •  $14)  Forget  about  the  will — and  the 
conventional  wisdom,  says  a  financial  adviser. 

5  THE  1999  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $15.95)  The 
enduring  job-search  bible. 

6  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  paper. 

7  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENT 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $11.95)  What  is  an  oligopsony  anyway? 

8  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M. 
Siegel  (Fireside  •  $14.95)  Concise  explanations  enriched 
with  graphics. 

9  THE  E  MYTH  REVISITED  by  Michael  E.  Gerber  (HarperBusi- 
ness •  $15)  Starting  and  maintaining  a  small  business. 

10  DON'T  SWEAT  THE  SMALL  STUFF  AT  WORK  by  Richard 
Carlson,  PhD  (Hyperion  •  $11.95)  Methods  for  minimizing 
stress  and  conflict. 

11  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $12.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

12  THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  David  and 
Tom  Gardner  (Fireside  •  $12)  "So  where  do  I  find  stocks?" 
and  other  queries,  asked  and  answered. 

13  THE  GOAL  by  Eliyahu  M.  Goldratt  (North  River  Press  • 
$19.95)  Bringing  company  strategies  in  line  with  your  No.  1 
purpose:  making  money. 

14  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $15)  How  3M.  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

15  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Books  • 
$19.99)  From  stocks  to  small  business — with  cartoons,  too. 


ESS  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
gement,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre- 
d.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  November. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!) 


\ffSS!BSS^^M   WHEN  ROBERT  A.  LUTZ  WAS  PASSED  OVER  AS 

4iUHlUi!l  Lee  A.  lacocca's  successor  at  Chrysler 
in  1992,  few  observers  expected  him  to  stick  around.  It 

be  impossible,  they  reasoned,  for  the  maverick  ex- 
2  to  find  satisfaction  as  second-in-command  to  Robert  J. 
,  the  former  General  Motors  Corp.  executive  who  did  get 
b.  But  Lutz  surprised  everyone.  Not  only  did  he  stay  for 
Dre  years,  but  he  also  helped  steer  the  company  through 
arkable  turnaround.  Lutz  has  retired  from  Chrysler  after 

as  president  and  vice-chairman. 
N,  Lutz  has  written  a  book  on  that  time.  Guts,  the 
1  hardback  on  this  month's  best-seller  list.  Lively,  witty, 
sfreshingly  candid,  it  meshes  the  story  of  how  Chrysler 


survived  its  second  brush  with  bankruptcy,  in  the  early  1990s, 
with  Lutz's  advice  on  how  to  foster  creative  chaos  without 
plunging  a  company  into  anarchy. 

But  don't  look  for  a  long  personal  account  of  Chrysler's 
comeback.  That's  quickly  covered  in  the  first  couple  of  chap- 
ters. Lutz  spends  the  rest  of  the  book  advising  organizations 
on  how  to  foster  cultural  change.  And  much  of  the  account  is 
tongue-in-cheek,  including  some  of  "Lutz's  Immutable  Laws  of 
Business." 

Lutz,  by  the  way,  is  still  unpredictable.  In  November,  after 
just  a  few  months  in  retirement,  the  66-year-oid  took  a  job  as 
chief  executive  of  car-battery  maker  Exide  Corp.  Go  figure. 

BY  JOANN  MULLER 
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Today,  50,000  people 
will  sign  up  for 
cell  phone  service 
(can  your  mother 
be  far  behind?). 


148  nnillion  people 
nnight  hop  on 

the  Internet. 


900  million 

voicennail 

messages  will  be  Id 
(not  necessarily 


There  s  a  connnnunications 
revolution  going  on. 

And  one  company 

is  right  m  the  center  of  it. 


Lucent  Technologies 

Bel/  Labs  Innovations 

600  Mountain  Avenue 
Murray  Hill  NJ  07974-0636 
www.iucent.com 
l-SS.S-  (-Lucent 


We  make  the  things  that  make  communications 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

e 

FREEWARE?  WHAT'S 
NOT  TO  LIKE? 


Not  much.  Open- 
source  programs  may 
spur  more  choice 
and  competition 

Ask  a  software  compa- 
ny what  it  regards  as 
its  most  valuable  as- 
set and  the  answer  will  prob- 
ably be  "our  source  code." 
The  reason  is  simple:  With 
these  instinctions,  WTitten  in  a 
progi'amming  language  such 
as  C++,  a  softwai'e  engineer 
can  clone  the  progi'am, 
and  copyright  laws  offer 
minimal  protection. 

So  why  are  some 
leading  companies,  in- 
cluding Sun,  Netscape, 
IBM,  and  8Com  creating 
"freeware"  by  giving 
away   critical  source 
code?  And  what  does 
the  open-source  move- 
ment mean  for  us  non 
progi'ammers? 

To  answer  the  last 
question  first:  A  quiet 
revolution  sweeping  the 
soft  ware  industry  could 
in  time  give  us  better 
programs,  largely 
through  more  competi- 
tion and  choice.  The 
force  driving  the  change, 
as  it  is  in  so  many  areas  of 
technology,  is  the  Internet. 
From  the  beginning,  the  Net 
has  been  based  on  standards 
and  software  that  were  open 
and  freely  available  to  all 
comers.  Even  now  that  Net 
traffic  is  overwhelmingly 
commercial,  such  programs 
are  responsible  for  moving 
nearly  all  E-mail  and  for  the 
directory  system  that  lets 
computers  find  each  other. 

Software  companies  are 
getting  interested  in  open 
source  for  varying  reasons. 


For  some,  it's  an  experiment 
or  a  way  to  be  in  position  if 
the  open-source  movement 
takes  off.  For  3Com  Palm 
Computing,  it's  a  way  to  get 
others  to  wiite  software  for 
its  Palm  handheld.  Sun  Mi- 
crosystems Inc.  is  respond- 
ing to  pressure  to  loosen  its 
control  over  its  Java  lan- 
guage, which  is  supposed  to 
allow  progi'ams  to  ran  on  dif- 
ferent types  of  computers. 
The   open-source  move- 


and  maintains  it  can  produce 
better  software  than  Mi- 
crosoft's well-paid  minions.  On 
the  down  side,  Linux  has  a 
mind-numbing  installation 
procedure — it  took  me  hours 
of  work  to  get  a  system  run- 
ning— and  few  off-the-shelf 
applications.  But  companies 
that  have  tried  it  in  a  vaiiety 
of  server  chores,  such  as 
limning  Web  sites  or  acting 
as  an  E-mail  post  office,  have 
found  it  far  less  crash-prone 
than  Microsoft's  $l,000-a-copy 
Windows  NT.  When  bugs  do 
turn  up,  fixes  are  quickly 
posted  to  the  Internet,  some- 
times vnthin  hours,  and  soft- 
ware support  for  new  hard- 
ware often  appears  within 
days,  vs.  months  for  NT. 

Recently,  a  number  of  ma- 
jor companies  have  made  sig- 
nificant commitments  to  Lin- 


ment  was  given  a  huge  boost 
by  the  success  of  the  Linux 
operating  system,  a  variant 
of  Unix  that  runs  on  the 
same  inexpensive  PCs  as 
Windows.  Linux  was  wiitten 
in  the  early  1990s  by  Linus 
Torvalds,  then  an  undergTad- 
uate  at  the  University  of 
Helsinki,  and  is  maintained 
and  updated  by  a  loose  army 
of  programmers. 

Linux  makes  the  strongest 
case  for  the  somewhat  im- 
probable claim  that  the  army 
of  volunteers  that  updates 


ux.  Intel  Corp.  has  taken  an 
equity  stake  in  Red  Hat  Soft- 
ware, which  distributes  and 
supports  Linux.  Corel  offers 
Word  Perfect  Office  for  Lin- 
ux, and  IBM  and  Oracle  say 
they  will  make  database  soft- 
ware available  for  Linux. 

The  enthusiasm  is  definite- 
ly not  shared  by  Microsoft. 
In  an  internal  document  that 
leaked  out  at  the  end  of  Oc- 
tober, Microsoft  engineer  Vin- 
od  Valloppillil  argued  that 
Linux  and  other  open-soui'ce 
programs  are  a  threat  to 


Windows.  The  compan; 
said,  should  "deny  [c 
source]  projects  entry  ti 
market"  by  altering  Int( 
standards  to  favor  Wind 
Valloppillil's  memo,  v 
has  become  known  as 
Halloween  Document  (; 
able  at  ww^.opensourct 
halloween.html),  argues 
because  open-source 
grams  are  wiitten  by 
neers  for  engineers, 
"will  never  provide  the 
of-use  requirements  o: 
average  desktop  user." 
may  be  about  to  change 
FREE  MONEY?  In  early 
Netscape  Communica 
Corp.  tiUTied  the  soui'ce 
of  its  Navigator  browser 
to  an  organization  c 
Mozilla.org  and  invited  c 
opers  to  improve  it.  Th 
suits  will  be  incoiporatec 
Communicator  5.0,  s 
uled  for  release  in 
1999.  Mozilla.orj 
already  develop 
version  of  Navi, 
that  can  run  on 
about  any  platfon 
eluding  set-top  1: 
and  handhelds 
For  open  sour 
become  a  major 
in  consumer  soft' 
companies  will  ha 
find  a  way  to  m; 
business  out  of  g 
jjroducts  away, 
way  is  to  charg 
service  and  su] 
for  free  soft^ 
Another  is  by 
aging  and  s( 
open-source  pro< 
under  a  trusted  1: 
name.  A  third  is  by  s 
enhanced  versions  of 
source  products. 

These  models  may  nc 
peal  to  companies  used  t 
crosoft's  gross  margins; 
they  could  be  veiy  attr; 
for  consumers.  Open  s 
has  quickly  gone  from 
pus  curiosity  to  the  obj 
intense  corporate  interf 
remains  to  be  seen  how 
this  will  change  the  sof 
industiy  But  if  it  puts  1 
software  on  our  desktop 
all  for  it. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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p\      It  is  our  mission  to  help  create  a  democratic  computer  society  where  the  currency  is  brams,  not  money.  Where  those 
'[€•••*  .    who  were  denied  access  are  now  free  to  use  the  Internet  and  run  the  hitest  multimedia  applictii}ns.  (]yrix  has  made  this 
possible  with  powerful  processors  that  make  the  mind-expanding  capabilities  of  the  PC"  available  tor  well  under  1 1,00(1. 
ut  compromise.  We  are  the  only  chip  maker  totally  dedicated  to  this  pro[X)sition.  Visit  www.cynx.com.  <^ 
o  check  out  the  new  C'yrix  processor-based  Compac]  Presario,  NEC  and  Packard  Bell  systems.  m uNaimiismum^uamzomnan 

rful  PCs  to  the  people.  THE  LIBERATION  OF  information: 

Cyrix     a  wholly  (iwntd  subsidiary  of  National  Semiconductor  Corporation.  C'yrix  is  a  registered  trademark  and  M  II  and  The  Libet,ition  ul  Information  arc  irailcinarks  i>(  Cyrix  (  orporaiion 
All  other  brand  or  product  names  are  [rademarks  ttr  registered  trademarks  of  their  respective  holders-  ©I  9<)8  C'yrix  ('orpnratmn.  All  riyhts  reserved. 


WHEN  YOU  FIND  YOURSELF  IN  A  PREDICAMENT 
LIKE  THIS,  THERE  ARE  CERTAIN  THINGS  YOU  NEED, 


Ingenuity. 


sometimes  the  r,ght  answer  isieceptlvely  simple.  No  matter  Inow  baste  "'"""f^J^^^^ 
technology  problems,  we  ca&  resolve  them,  Just  as  we  do  for  four  out  of  five  of  the  world  s  larfce 
ompan,es  we  never  stop  asLg  what  do  you  need  mos.MV,ople  and  software  for  busmess  ..pphc, 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


AN  IMPEACHMENT  TRIAL 
WOULD  PUNISH  THE  ECONOMY 


NO  DEALS: 

The  sort  of 
centrist 
compromises 
that  have 
served  the 
expansion  well 
would  be 
history,  as 
would  investor 
confidence 


Laura  D'Andrea  Tyson  is  dean  of 
the  Haas  School  of  Business  at  the 
University  of  California  at  Berkeley 
and  was  President  Clinton's  chief 
economic  adviser. 


Could  a  protracted  Senate  hearing  on 
the  impeachment  of  President  Clinton 
and  an  eviscerated  Clinton  Presiden- 
cy, whatever  the  hearing's  outcome,  have  ad- 
verse economic  consequences?  Absolutely  not, 
say  some  commentatoi's.  But  they  are  wi'ong. 
The  impeachment  process  carries  two  risks 
for  the  American  economy:  the  loss  of  effec- 
tive centrist  leadership  in  forging  both  do- 
mestic and  international  economy  policy  and 
the  loss  of  market  confidence  in  the  pre- 
dictability of  the  American  political  system. 

Admittedly,  many  factors  other  than  Pres- 
idential leadership  have  contributed  to  the 
outstanding  performance  of  the  American 
economy  during  the  last  six  years.  Dramatic 
changes  in  technology  have  fostered  a  boom 
in  business  and  consumer  spending.  And  with 
Alan  Greenspan  at  its  helm,  the  Federal  Re- 
serve has  charted  a  judicious  policy  for  bal- 
anced growth.  But  surely  history  will  also 
give  some  of  the  credit  for  the  economy's 
success  to  Clinton. 

His  1993  economic  package — passed  with- 
out a  single  Republican  vote — reversed  years 
of  escalating  budget  deficits  and  gradually 
restored  the  credibility  of  the  federal  gov- 
ernment in  domestic  and  global  capital  mar- 
kets. Repeatedly,  Clinton  used  his  political 
skills  to  forge  centrist  compromises  that  cut 
the  deficit  while  protecting  the  basic  com- 
mitments of  safety  nets  like  Medicare  and 
Medicaid  and  increasing  spending  on  educa- 
tion. He  blocked  large  tax  cuts  on  the 
gi'ounds  that  the  fragility  of  America's  long- 
term  budget  health  and  its  low  savings  rate 
made  such  cuts  reckless.  But  he  also  restored 
a  greater  degree  of  progi'essivity  to  the  tax 
code  to  offset  gi'owing  income  inequality.  It 
was  the  climate  of  fiscal  responsibility  fos- 
tered by  Clinton  that  allowed  the  Fed  to  fol- 
low an  easier  monetary  policy. 
LOST  OPPORTUNITY?  Now,  impeachment  is  un- 
demnining  Clinton's  ability  to  lead  Congi-ess 
toward  bipartisan  compromises  on  Social  Se- 
curity and  Medicare.  The  budgetary  surplus- 
i's  of  the  next  decade  provide  a  vrindow  of  op- 
;^-)rtunity  for  "saving  Social  Security  first," 
as  the  President  has  urged  to  wide  popular 
suppiiii  .  But  the  impeachment  debate  has 
drowned  i.iit  promising  hints  of  a  possible  bi- 
paitisan  ti  il  involving  paitial  diversification  of 
Social  Security's  assets  into  equities  and  the 
creation  of  supplementary  private  retii-ement 
accounts  funded  by  projected  surpluses. 


I 


And  it  is  hard  to  imagine  that  Cong 
will  pay  much  attention  to  the  recomme 
tions  of  the  National  Bipartisan  Commis 
on  the  Future  of  Medicare  scheduled  for 
spring  of  1999  as  long  as  the  Senate's  en 
is  sapped  by  impeachment  hearings.  U 
tunately,  there  are  no  painless  solution 
the  long-term  financing  problems  of  Med 
and  Social  Security.  But  the  sooner  we 
action,  the  smaller  the  sacrifices  require 
TRICKIER  SAILING.  On  the  international  fi 
too,  Clinton's  weakened  position  will 
his  ability  to  help  devise  solutions  to  g 
problems.  It's  true  that  members  of 
gi-ess  from  both  sides  of  the  aisle  have 
challenged  his  efforts  to  liberalize  trade 
that  fast-track  authority  to  approve 
agreements  has  been  dead  in  the  wate 
some  time.  Still,  Chnton  has  shown  hii 
able  to  muster  support  in  the  past — wi 
the  record-breaking  number  of  trade  aj 
ments  liis  Administration  has  negotiated, 
ness,  too,  the  hard-won  battle  to  inci 
U.  S.  funding  to  the  International  Mon< 
Fund  by  $18  biUion.  Now,  the  Presid 
initiative  to  establish  a  contingency  flna 
progi'am  to  help  sound  economies  v/ar 
market  tiu'bulence  might  stall.  And  if  ^ 
tions  destabilize  in  1999,  financial  mal 
will  yearn  for  global  leadership. 

Indeed,  a  Senate  impeachment  trial 
move  a  popular  President  will  add  unce  i. 
ty  to  already  jittery  financial  markets, 
far,  it's  trae,  they  seem  to  have  been  al 
shiTig  off  events  in  Washington.  But  that 
be  because  there's  been  so  much  other 
news  around. 

The  coming  year,  though,  may  be  diff< 
Already,  a  slowdown  in  sales,  a  weak 
look  for  coiporate  profits,  and  downwai-d 
sure  on  the  dollar  are  risk  factors.  In  su 
environment,  a  sudden  decHne  in  inv 
confidence  in  U.  S.  assets  or  a  sudden 
fi-om  the  dollar  could  trigger  a  sizable  n 
correction  that  if  sustained,  could  triji!! 
U.  S.  economy  into  recession.  That  ir 
would  dim  prospects  for  growth  in  emeB" 
markets  stmggling  to  recover  from  dei 
cessions  of  their  own. 

Historians  worry  about  the  implicatii 
the  Senate  impeachment  trial  for  the  ir 
tion  of  the  Presidency  and  for  the  inti 
tation  of  the  Constitution  itself  But  the 
implications  for  the  health  of  the  Am 
economy  should  also  be  a  source  of  cor 
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Louis  F.  Storz, 
senior  vice  president/ 
Nuclear  Operations 
•PSE&G, 
talks  about 

Dale  Carnegie  Il|||ing® 


)ale  Carnegie  « 

k^INING 


cognized  by  the  American  Council  on  Education  and  accredited  in  the  U.S. 
i  Canada  by  the  Accrediting  Council  for  Continuing  Education  &  Training. 
pyright^1998  Dale  Carnegie  &  Associates.  Inc.  All  rights  reserved. 


Culture  change:  "Dale  Carnegie^ 
Training  had  a  lot  to  do  with  the 
transformation  of  this  organizatior>«| 
from  a  negative,  low-productivity 
workforce  to  one  that  finds  ways 


[Q  get  the  job  done." 


Empowerment:  "People  achi 
I  goals  previously  viewed  as  I 
limDjQSSible.''  


Teamwork:  "Dal^Hlfegie 

Training  '  created  an  atmosphere 
in  which  people  could  talk  openly  to 
each  other.  This  enhanced  teamwork 
and  gave  people  more  confidence 
in  their  role  as  leaders." 


Self-confidence:  "I  saw  Dale 
Carnegie  Training-  reinforcing 
people's  belief  in  themselves; 
It  allowed  for  a  renewal  of  self." 


To  read  more  of  PSE&G's  story— 

and  to  see  how  you  can  give  your  { 

employees  this  kind  of  edge—  5 

visit  our  web  site  at:  | 

www.dalecarnegie.com  ^ 

You'll  learn  about  all  of  our  training  | 
options,  including  team-building,  | 
leadership,  and  relationship  selling.  > 
Or,  to  find  the  licensed  representative^ 
nearest  you,  contact  us: 
1-800-231-5800  Ext.  707 
www.dalecarnegie.com 


''Youve  got  mail! 


How  Karl  Schab  came  to  buy  a  new  Saturn. 

After  nearly  two  years  of  working  in  Russia,  Karl  Schab  was 
eady  to  come  home. 

But  first  he  was  going  to  need  a  car. 

So  Karl  did  ivhat  any  intelligent  engineer  assigned  to  the 
nternational  space  station  project  in  Moscow  would  do — he  went 
nto  cyberspace  and  contacted  the  Saturn  Web  site. 

As  a  former  Saturn  owner,  Karl  kneiv  pretty  much  what  he 
vas  looking  for.  What  he  didnt  know  was  how  to  ni  '^^^^  everything 
happen  from  5,536  miles  aivay  so  that  his  /  wouid  be  waiting 

or  him  when  he  returned  home  to  Colorado  : 

Enter  Saturn  sales  consultant  Larry  Mam  After  seix^.n 
■mails  back  and  forth,  Larry  had  answered  all  of  Karls  concerns, 
"ven  explaining  many  of  the  finance 
)ptions  available.  And  on 
'ebruary  6,  1998,  at 
.12:51:46  (Moscow 
ime)  Karl  Schab 
ordered  a  brand-new  Sat  .uune. 

The  best  part  is  this  special-c 
I  computer  can  browse,  ^  ^  : ,    ...  ,  iig 

■enter,  even  apply  for  financiiv  '  ^  •  ^  --'ugontov         '  Kcom. 

And  as  always,  m  help,         we  can 

mswer  any  questions. 


I   Different  Kind     /  Company.  A   Different    Kind  ,<  f  Car. 

vlWSatumSC2amicswnhanMSMT.uf$l$A4'ijuduJmg  AC. retailer  pri'lKmdlumslHmjtHm  J  >f  We'd  he  happy  Ic  [mH>deiwire  mfdmutum     r  ^QjjP 

1-S00-S22-SOOO,  ori'isitiis  ui:  the  Internet  at  wtvii:s  jtuni.com.  €)!9<i9  Saturn  Corporatuni.  "Ameriea  Onbne"  "AOL"  and  "You've  Got  Mail"  are  all  trademarks  of  America  Online,  hic-  SATLRN. 


Economic  Trends 


BY  MIKE  McNAMEE 

A  BIG  BREAK 
FOR  BIG  CAPS? 

Institutions  find  them  less  hassle 

The  companies  that  make  up  the  Stan- 
dard &  Poor's  500-stock  index  have 
dominated  the  long  bull  iim  of  the  1990s: 
The  S&P  500  has  risen  about  247%  since 
the  stall  of  19^)0,  vs.  160%  for  s&p's  index 
of  600  small-cap  stocks.  The  conventional 
view  is  that  the  rise  of  global  opj)oituni- 
ties  and  massive  restnictuiing  have  made 
big  companies  far  more  attractive  to  in- 
vestors than  small  ones. 

Two  Harvard  University  economists 
have  a  simpler  explanation:  Institution- 
al investors  increasingly  dominate  the 
market,  and  big  institutions  like  big- 
company  stocte.  In  a  National  Biu'eau  of 
Economic  Research  paper,  Andrew  P. 
Metrick  of  Harvard  and  Paul  A.  Gom- 
pers  of  the  Harvard  business  school 
point  out  that  fu-ms  that  manage  $100 
million  or  more  in  securities  controlled 
51%'  of  the  capitalization  of  U.  S.  stock 
markets  at  the  end  of  1996,  nearly  dou- 
ble their  27.6%-  share  in  1980  (chart). 

THE  RISE  OF  INSTITUTIONS 


-1  I  L. 


_1  l_J  L_l 


'80     '82     '84     '86     '88     '90     '92     '94  '96 
▲  PERCENT 
♦INSTITUTIONS  MANAGING  $100  MILLION  OR  MORE 

DATA.  NATIONAL  BUREAU  OF  ECONOMIC  RESEARCH 

The  rise  has  been  powered  by  the 
growing  popularity  of  mutual  funds, 
whose  holdings  tripled,  from  8.2%-  to 
25.3%;  and  investment  advisers,  includ- 
ing those  that  manage  most  pension 
funds,  up  from  21.2%.  to  87.2%. 

Institutions  need  to  move  lots  of  mon- 
ey, preferably  without  holding  more  than 
5%  of  any  comj^any's  stock — the  level  at 
which  a  shareholder  is  treated  as  an  in- 
sider. It's  easier  to  focus  on  big  stocks. 
But  the  researchers  predict  that  institu- 
tions' share  of  the  mai'ket  wiU  stop  gTOw- 
uig  eventually,  so  small  stocks  could  OLit- 
perform  large  caps — as  they  did  fron. 
1927  to  1980. 


HOW  CHILE  ICED 
HOT  MONEY 

Investors  no  longer  park  overnight 

Chile's  controls  on  short-term  invest- 
ments fi'om  abroad  are  hailed  as  a 
model  for  small  coimtries  that  want  to 
avoid  getting  caught  up  in  the  next  glob- 
al financial  crisis.  A  new  study  by  Se- 
bastian Edwards  of  the  University  of 
California  at  Los  Angeles  says  that  con- 
trols— coupled  with  Chile's  flexible  ex- 
change i-ate — did  help  Santiago  avoid  fi- 
nancial "contagion"  in  the  wake  of 
Mexico's  1995  financial  crisis. 

Under  the  controls,  foreign  investors 
were  recjuu-ed  to  put  30%  of  their  ftmds 
in  a  non-interest-paying  account  with  the 
Chilean  central  bank  for  one  year.  The 
goal:  to  keep  out  the  foreign  capital  that 
might  be  attracted  by  Cliile's  liigh  intei-- 
est  rates  while  the  central  bank  fought 
inflation.  In  fact,  Edwards  says,  Chile's 
rates  were  so  liigh — averaging  13%  from 
1992  thi-ough  June  1998— that  foreign- 
ers swallowed  the  penalty  and  invested 
anyway.  But  the  controls  sliifted  the  mix 
of  investment  towai-d  longer-tenn  ftmds, 
whose  retiuTis  were  less  affected  by  the 
one-yeai-  withliolding.  As  a  result,  unlike 
Argentina,  which  had  to  raise  rates  to 
25%'  to  retain  capital  after  Mexico's  neai- 
default,  Chile's  rates  were  unaffected. 
And  Chile  made  so  much  progress 
against  inflation — which  fell  ft-om  15%  in 
1992  to  3%  in  early  1998— that  it  lifted 
the  controls  in  1997. 


DEATH,  TAXES, 
AND  THE  RICH 

Why  don't  they  give  while  alive? 

Judging  fi'om  the  political  ftu'or  over 
estate  taxes — "death  taxes,"  in  the 
lingo  of  opponents — wealthy  Americans 
might  be  expected  to  go  well  out  of  their 
way  to  minimize  the  tax  bite  on  their 
heu-s.  But  a  new  study  shows  that  the 
rich  largely  overlook  the  simplest  way 
to  reduce  estate  taxes:  Giving  away  theii" 
property  while  they're  alive. 

Fewer  than  half  of  the  elderly  wealthy 
who  could  be  subject  to  the  estate  tax 
make  even  $10,000  a  yeai-  in  overall  gifts 
to  family  membere,  says  economist  James 
M.  Poterba  of  the  Massachusetts  Insti- 
tute of  Technology  (chart).  And  even 
many  of  those  givers  neglect  to  take  fiall 
advantage  of  tax-free  gifts,  which  can 
total  $10,000  a  year  to  each  child  or 
gi'aiidchild. 


Grants  of  more  than  $10,000  per  , 
cipient  per  year  ai'e  subject  to  a  gift  t 
But  even  at  the  55%  top  rate,  makii 
gift  is  cheaper  than  leaving  funds  in 
estate.  Take  a  benefactor  who  has  ?i 
hausted  the  $10,000  annual  exemj)! 
per  recipient  and  has  $100,000  mow 
give.  He  or  she  can  give  $64,500  oii 
and  use  the  rest  to  pay  the  gift  tl[ 
while  the  same  $100,000  in  an  est' 
would  net  the  heu-s  only  $45,000. 

Wliy  don't  the  wealthy  take  ad\ 
tage  of  these  breaks?  "The  low-wej| 
wealthy  are  afraid  h^bbmbm 


GIFTS  BY  THE  R 

PERCENTAGE  OF  WEALTI 
PEOPLE  WHO  GIVE  TO  J 


they'll  need  theii 
resources  for 
health  care,"  says 
Poterba.  Rules 
that  let  heirs  es- 
cape capital-gains 
taxes  on  inherited 
assets  also  create 
an  incentive  to 
hang  on  to  appre- 
ciated property. 
But  even  among 
the  superrich,  be 
says,  "there's  just 
a  reluctance  to 
give  up  control  of 
assets — even  if  the  transfer  would  lea 
substantial  tax  savings." 


I     ;     ;     :  : 
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GIVING  OF  $10,000  OR  Ml 
IN  FAMILIES  WITH  NET  WOl  jlii 
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THE  BRAINS 
COMING  ASHORf 

Legal  immigrants  are  high-skil 


Most  studies  of  foreign-bom  wor 
mix  legal  and  illegal  entrants 
find  that  immigi-ants'  job  skills  are 
and  declining.  But  in  a  National  Bu 
of  Economic  Research  paper,  a  tean 
by  New  York  University  sociok 
GuiUennina  Jasso  sepai-ated  out  lega 
migrants,  examining  federal  record: 
all  legal  entrants  fi-om  1972  thi-ough 
Their  finding:  For  most  of  the  las 
years,  the  job  skills  of  male  legal  ii 
grants  have  exceeded  those  of  na 
bom  male  workei-s — and  since  1986, 
legal  immigi-ants'  skills  have  been  ri 
(Jasso  did  not  look  at  females.) 

Changes  in  immigration  laws  ex' 
much  of  the  trend.  A  1976  law  to 
visas  to  foi-eign  physicians  pushed  c 
immigrants'  average  skill  levels.  But 
have  since  risen  because  of  laws  pt 
in  the  1980s  to  boost  the  number  of 
available  to  liiglily  skilled  worker's  ai 
crack  do^Aoi  on  ft-audulent  mamage  Jiaii 
immigrants  tiying  to  get  around  qu 
Better  education  in  countries  of  o 
has  also  contributed.  „ 
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siness  Outlook 


AMES  C.  COOPER  &  KATHLEEN  MADIGAN 


JIS  NEW  YEAR'S  HANGOVER 
OESN'T  HURT 

[isumers'  holiday  splurging  should  help  keep  growth  on  track 


us.  ECONOMY 


MORE  CAUTIOUS. 
lUT  STILL  UPBEAT 


The  widely  anticipated  slow- 
down in  the  U.  S.  is  still  more 
:ast  than  fact.  Indeed,  yearend  reports  portray  an 
Dmy  headed  into  the  new  year  under  a  i\ill  head  of 
n.  Although  the  data  are  far  from  complete,  foui-th- 
ter  economic  growth  appears  to  have  been  quite 
— on  the  order  of  3%  or  more.  That  would  follow 
;hird  quarter's  revised  3.7%  pace,  which  matched 
P'owth  rate  in  the  first  half, 
me  of  that  momentum  is  carrying  over  into  early 
Shoppers  gave  retailers  a  good  holiday  season,  al- 
gh  it  did  not  meet  high  expectations.  Based  on 
ow  yearend  level  of  initial  unemployment  claims, 
abor  markets  still  look  tight.  And  factory  orders 
'  that  capital  spending  on  equipment  is  holding 
»Ianufacturing  continues  to  suffer  from  weak  for- 
demand,  but  that  was  true  all  year.  The  trade 
it  has  nonetheless  narrowed  in  recent  months,  but 
may  be  a  blip  instead  of  a  new  trend. 

However,  maintaining  1998's 
powerful  impetus  throughout 
1999  will  not  be  easy.  Last 
year,  the  obstacles  to  gi-owth 
were  all  foreign-based,  and  po- 
tent domestic  demand  easily 
overrode  them.  But  the  com- 
ing year  promises  more  home- 
grown challenges.  As  profit- 
starved  companies  seek  to  cut 
costs — and  as  recently  an- 
nounced layoffs  become  reali- 
^owth  in  household  income  will  slow  and  capital 
ets  will  get  squeezed.  Also,  foreign  demand  will  re- 
in the  doldrums,  although  the  drag  will  be  less  in- 
!.  This  scenario  is  not  a  recipe  for  recession,  but  it 
present  significant  constraints  on  growth  in  1999. 

IT  NOW,  CONSUMERS  ARE  STILL  the  economy  s 

ng  force.  The  two  factors  that  drove  spending 
ighout  1998  continue  to  fuel  outlays:  Strong  labor 
ets  are  supplying  wage  growth,  and  accommodative 
cial  conditions  are  offering  low  interest  rates  and  a 
.g  stock  market.  Until  some  cracks  appear  in  these 
imentals,  household  spending  will  stay  finn. 
;|  rtainly,  households  remain  optimistic  about  the 
I  amy,  although  not  as  ebullient  as  they  were  in 
1  summer  (chart).  The  Conference  Board's  index  of 
I  imer  confidence  slipped  to  126.1  in  December,  from 
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126.4  in  November.  Consumers'  assessments  about  the 
current  economic  situation  improved,  but  expectations 
fell.  That's  because  households  are  getting  worried 
about  job  prospects  over  the  next  six  months. 

However,  the  job  markets 
still  looked  healthy  at  yearend. 
In  mid-December,  weekly  ini- 
tial claims  for  unemployment 
benefits  dropped  to  287,000, 
the  lowest  in  almost  a  year 
and  a  half — and  the  second- 
lowest  in  an  expansion  now 
nearly  eight  years  old.  The 
four-week  average  of  claims  is 
actually  falling  (chart).  New 
claims  do  tend  to  be  low 
around  the  holidays,  but  these  readings  are  below 
those  at  similar  times  in  recent  years. 

In  addition,  income  was  still  flowing  fr'eely  to  house- 
holds in  November.  Personal  income  increased  by  0.5% 
in  the  month,  and  after  adjusting  for  inflation  and  tax- 
es, consumer  buying  power  still  rose  0.4%.  For  the 
fourth  quarter,  real  income  is  set  to  grow  at  a  solid  an- 
nual rate  of  about  3.5%. 

BUT  THAT  INCOME  FIGURE  doesn  t  tell  the  whole 
stoiy.  Real  "paycheck"  income  from  wages  and  salaries, 
which  comprises  about  three-fifths  of  total  income,  is  on 
track  to  grow  about  5.5%  in  the  fourth  quarter,  about 
the  same  pace  as  for  all  of  1998.  This  measure  of  in- 
come reflects  the  year's  excellent  job  gi'owth,  the  ac- 
celeration in  hourly  pay,  and  very  low  inflation,  and  it 
has  been  a  better  indicator  of  spending.  For  1998,  con- 
sumer outlays  will  grow  in  excess  of  5%,  the  strongest 
performance  in  any  year  since  1984. 

Consumer  spending  appeared  to  have  cooled  off  in 
November,  as  real  outlays  for  goods  and  services  post- 
ed no  gain,  but  that's  deceptive.  Cai-  and  tiiick  sales  re- 
treated from  October's  high  level  to  a  merely  good 
showing  in  November.  And  warm  weather  caused  a 
sharp  drop  in  energy  demand.  Excluding  those  two 
factors,  real  spending  rose  a  healthy  0.3%,  led  by  pur- 
chases of  furniture,  appliances,  and  clothing. 

Continued  mild  weather  in  December  did  huil  holi- 
day sales  of  apparel.  That  was  a  key  difference  between 
good  and  great  holiday  receipts.  Consumers  flocked  to 
stores  just  before  and  after  Chiistmas  looking  for  deep 
discounts,  and  they  were  not  disappointed.  Based  on  the 
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trends  of  recent  years,  that  bargain  hunting  is  likely  to 
continue  into  January,  spurred  on  by  the  drop  in  oil 
prices,  which  means  that  households  will  be  spending 
less  of  their  income  on  heating  bills  this  winter — and 
more  on  other  items. 

CONSUMER  SPENDING  ISN'T  THE  ONLY  economic 

sector  to  end  1998  on  a  high  note,  though.  Capital 
spending  and  foreign  trade  also  look  as  if  they  con- 
tributed to  real  gross  domestic  product  growth  in  the 
fourth  quarter. 

Orders  for  durable  goods  increased  1%  in  November, 
and  1.2%  when  the  volatile  transportation  sector  is 
excluded.  Bookings  for  nondefense  capital  goods  rose 
2.2%  in  November,  while  shipments  were  up  1.2%,  the 
third  consecutive  gain.  These  rising  trends  in  capital 
goods  come  at  an  unusual  time.  Typically,  expectations 
of  slower  demand  prompt  businesses  to  trim,  not  ex- 
pand, their  capital  budgets. 

What  gives?  Part  of  the  explanation  may  be  that 
companies  are  still  investing  in  new  computers  and 
software  to  correct  possible  y2k  problems.  Electrical 
machinery  shipments  have  risen  at  an  annual  rate  of 
11.7%  so  far  in  the  fourth  quarter,  and  new  orders 
are  still  rising. 

Recently  strong  export  gains  suggest  that  foreign  de- 
mand is  also  boosting  the  capital  goods  sector,  but 
those  gains  are  misleading.  Shipments  of  aircraft,  which 


AUSTRALIA 


tend  to  be  volatile  from  month  to  month,  helped  to 
exports  by  about  3%  in  both  September  and  Octob 
As  a  result,  the  total  foreign  trade  deficit  for  goods  sf 
services  narrowed  to  $14.2  billion  in  October,  fr( 
$14.4  billion  in  September  and  a  record  $16.7  billion 
August.  Exports  are  likely  to  fall  off  in  coming  moni! 
as  aircraft  shipments  swing  the  other  way. 

One  hopeful  sign  for  the 
trade  sector  is  that  the  deficit 
with  Asia — which  once  was  in 
a  free  fall — may  have  bot- 
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tomed  out.  Data  seasonally  ad- 
justed by  BUSINESS  WEEK 
show  that  the  U.  S.  trade 
deficit  with  Pacific  Rim  coun- 
tries in  October  was  the 
smallest  so  far  in  1998  (chart). 
And  the  overall  trade  deficit 
began  the  fourth  quarter  well 
below  its  third-quarter  average 

Still,  it  may  be  too  early  to  declare  a  turnaround|{ 
trade — especially  with  consumer  demand  in  the  U 
still  so  robust.  A  hefty  portion  of  those  marked-do 
sweaters,  electronics,  and  toys  were  made  by  fore; 
producers.  And  imports  will  continue  to  grow  fas 
than  exports  as  long  as  U.  S.  households  continue  thj* 
spirited  buying  trends.  For  now  at  least,  the  urgei 
shop  shows  no  signs  of  waning. 


A  BRIGHT  SPOT  ON  THE  PACIFIC  RIM 


has  allowed  exporters  to  find  ma 
kets  outside  of  Asia,  more  than 
making  up  for  revenue  losses  re- 
sulting from  the  slide  in  commod 
ty  prices. 

The  1999  outlook  does  have  its 
negatives:  Inflation,  which  has 
been  below  2%  since  mid- 1997, 
will  edge  up,  although  it  should 
remain  in  the  2%-  to  3%  target 
range  set  by  the  rba.  And  amid 
slower  growth,  unemployment  w| 
remain  near  8%.  Moreover,  the  ij 
current  account  deficit  is  expecteif 
to  lise  to  5.5%  of  gross  domestic 
product,  from  just  under  5%  in 
1998,  as  exports  soften. 

However,  investors  remain  con 
fortable  with  Australia's  prospect 
especially  since  the  conservative 
government  has  returned  the  bu< 
get  to  sui"plus  for  the  first  time  i; 
seven  years,  giving  the  rba  roon 
for  further  rate  cuts. 


The  1998  award  for  resihence 
goes  to  Australia.  Buoyed  by 
low  interest  rates,  a  cheaper  cur- 
rency, and  past  economic  reform, 
the  country  has  not  only  survived 
the  Asian  cnsis — it  has  thrived. 

Before  the  crisis, 
60%  of  Australian  ex- 
ports went  to  Asia,  and 
most  of  those  were 
commodities,  whose 
prices  have  plummeted. 
But  through  the  thii'd 
quarter,  the  economy 
grew  by  5%  from  the 
year-earlier  period.  A 
slowdown  in  1999  is 
Likely  as  world  gi-owth 
slips,  but  prospects  remain  gener- 
ally upbeat.  The  Reserve  Bank  of 
Australia  (rba)  and  the  Tr-easury 
Dept.  recently  released  their  1999 
economic  outlook,  projecting 
growth  of  3M%  through  the  year 
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ending  June  30,  half  a  point  higher 
than  the  previous  forecast.  For  the 
full  year,  most  private  forecasters 
expect  growth  of  2%  to  2^%. 

Australia  has  prospered  amid 
the  region's  hard  times  because 
low  inflation  has  al- 
lowed the  RBA  to  cut 
interest  rates  by  2% 
points  since  July, 
1996.  The  latest  cut, 
on  Dec.  2,  took  the 
benchmark  rate  to 
4/4%,  the  lowest  in 
more  than  four  years 
(chart).  The  moves 
have  fueled  consumer 
demand,  homebuild- 
ing,  and  business  investment. 
Also,  the  Australian  dollar  fell  to 
a  record  low  of  55.3<^  U.  S.  in  Au- 
gust, continuing  a  IJ^-year  drop 
that  has  cut  some  30%  off  its  val- 
ue. The  surge  in  competitiveness 
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BAD  FOR 
BUSINESS^ 


Impeachment 
gridlock  would 
stall  Corporate 
America's  agenda 

Washington's  nasty,  bioitish  and 
oh-so-long  impeachment  saga 
is  starting  to  gi-ate  on  Jon  A. 
Boscia.  Tlie  CEo  of  Lincoln  Na- 
tional Corp.,  a  Fort  Wayne  (Ind.)  mon- 
ey-management firm,  isn't  saying 
whether  he  wants  Bill  Clinton  to  be  re- 
moved from  office  over  the  Monica 
Lewinsky  affair,  but  he's  "offended  by 
the  partisan  nature  of  [impeachment] 
in  the  House."  Whatever  the  Pi-esident's 
fate,  says  Boscia,  "it  needs  to  be  re- 
solved in  a  bipartisan  fashion  . . .  [and] 
sooner  rather  than  later,"  lest  legislative 
priorities  such  as  financial-industiy  mod- 
ernization get  snarled  in  feuding. 

Boscia  isn't  the  only  exec  suffering 
from  impeachment  fatigue.  While  he's 
no  Clinton  fan,  Homer  Knost,  chairman 
of  Arkel  International  Inc.,  a  Baton 
Rouge  (La.)  engineering  outfit,  also 
wants  closure.  Arkel  has  many  foreign 
contracts,  and  Knost  says  U.  S.  allies 
"ai'e  stalling  to  see  this  as  a  bad  tiling." 

Business  lobbyists  are  worried,  too. 
The  longer  the  President's  agonies  wind 
on,  they  say,  the  gi'eater  the  risk  that 
Congress  will  giind  to  a  halt.  "I'm  afraid 
it  is  going  to 


be  a  lost  year,"  sighs  Barry  Rogstad, 
president  of  the  American  Business 
Conference,  which  represents  midsize 
companies. 

Despite  talk  of  a  swift  censure  deal, 
business   leaders   fear  the  im- 
peachment won't  go  away.  And 
Washington  insiders  who  would 
like  to  see  an  end  to  partisan 
holy  wars  are  concluding  that 
such  a  tiTice  is  not  likely  yet 
(page  40). 

PULL  THE  PLUG.  Why?  Even 
though  Republicans  don't  have 
the  67  votes  needed  to  convict 
the  President,  many  conserva- 
tives say  they  aren't  vdlling  to 
consider  a  censure  before  a 
trial  is  conducted.  "The  accusa- 
tions against  the  President  are 
very  serious,"  says  Senator 
Charies  T.  Hagel^R-Neb.). 
"We're  talking  about  break- 
ing the  law.  To  short-cir- 
cuit the  trial  would  set  a 
terrible  precedent." 

That  flies  in  the  face 
of  polls  showing  that  the 
public  wants  to  pull  the 
plug  on  impeachment.  But 
hard-liners  aren't  budging. 
Even  though  Senate  Re- 
publicans are  generally  less 
ideological  than  the  fii-ebi-ands 
in  the  House,  there  are  20  or 
so  GOP  members  of  the  uppei" 
chamber  who  ai'e  de- 
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led  to  pursue  the  trial.  And  all  gop 
nators  are  under  pressure  from 
conservative  activists  who  have 
outsize  influence  in  party  mat- 
ters— and  who  want  Clinton 
out.  A  lengthy  airing  of  the 
evidence  could,  the  conserva- 
tives reason,  erode  Clinton's 
support,  even  though  the 
House  hearings  and  Inde- 
pendent Counsel  Kenneth 
W.  Starr's  steamy  revela- 
tions didn't. 

More  likely,  a  long  Sen- 
ate trial  might  threaten  to 
divide  the  country  and 
Congress  further  An  open- 
ended  proceeding  poses  un- 
known dangers,  wam  con- 
stitutional experts:  Such 
efforts  take  on  a  life  of  their 
ovm,  as  Starr's  investiga- 
tions did.  "The  longer 
the  trial  lasts,  the  more 


acrimonious  it  vrill  become,"  says  Senate 
Minority  Leader  Tliomas  A.  Dasclile  (D- 
S.  D.).  "We  are  not  immune  from  the 
same  vindictive  partisanship  there  was 
in  the  House." 

All  this  should  give  President  Clinton 
a  huge  incentive  to  cut  a  deal.  But, 
there's  a  hitch:  Clinton,  according  to  as- 
sociates, isn't  ready  to  concede  that  he 
lied  under  oath — a  crucial  demand  of 
many  moderate  Republicans  and  Dem- 
ocrats. A  grant  of  immunity  from  prose- 
cution after  he  leaves  office  would  prob- 
ably make  a  deal  possible,  but  there's 
no  guarantee  Starr  would  go  along. 

So  how  might  the  mess  be  resolved? 
Soon  after  the  Senate  retiu-ns  to  Wash- 
ington on  Jan.  6,  Senate  Majority 
Leader  Ti-ent  Lott  (R-Miss.)  will  overeee 
the  opening  of  a  trial.  Representative 
Hemy  Hyde  (R-Ill.)  and  12  other  House 
"managers"  will  formally  present  the 
two  impeachment  charges.  The  White 
House  could  get  up  to  a  month  to  re- 


Seeking  Consensus  in  the  Senate 

enate  Minority  Leader  Thomas  A.  Daschle  of  South  Dakota  (top  left)  will 
3  the  Democrats'  lead  negotiator  with  Majority  Leader  Trent  Lott  of  Mis- 
ssippi  (bottom  left)  in  trying  to  craft  a  compromise  censure  resolution, 
mong  those  likely  to  assist:  Democrats  Daniel  Patrick  Moynihan  of  New 
Drk,  Robert  C.  Byrd  of  West  Virginia,  Joseph  I.  Lieberman  of  Connecticut 
op  row),  and  Republican  Orrin  G.  Hatch  of  Utah  (bottom  row).  Usually 
jtspoken,  but  as  yet  uncommitted  on  censure,  are  Republicans  John  S. 
IcCain  III  of  Arizona  and  Don  Nickles  of  Oklahoma. 
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spond,  and  both  sides  will  be  able  to 
call  witnesses  and  present  evidence.  The 
drama  is  supposed  to  end  with  a  vote 
on  each  article.  But  some  political  pros 
doubt  it  will  ever  get  that  far  "Lott 
won't  invest  much  time  in  an  effort 
where  the  results  are  preordained,"  says 
Daniel  Meyer,  former  chief  of  staff  to 
House  Speaker  Newt  Gingi-ich. 

The  real  action  will  be  behind  closed 
doors,  where  Lott,  Daschle,  and  White 
House  lawyers  tiy  to  work  out  the  lan- 
guage of  yet  another  Presidential  mea 
culpa.  "There's  significant  support  for 
censure,  but  it  depends  on  the  word- 
ing and  timing  of  the  resolution,"  says 
Daschle. 

BUSINESS  AS  USUAL  In  pushing  for  cen- 
sure, Daschle  will  count  on  respected 
Democrats  who  can  work  both  sides  of 
the  aisle.  Among  them:  Senators  Daniel 
R  Moynihan  of  New  York  and  Joseph  L 
Liebemian  of  Connecticut.  He  can  prob- 
ably count  on  support  fi-om  Utah  Sena- 
tor On-in  G.  Hatch,  a  gop 
conseivative,  and  centrist 
Republican  Senators 
.John  H.  Chafee  of  Rhode 
Island,  James  M.  Jeffords 
of  Vemiont,  and  Olympia 
J.  Snowe  of  Maine.  All 
three  face  reelection  in 
2000. 

For  now,  the  Presi- 
dent is  adopting  a  busi- 
ness-as-usual postiu'e.  He 
is  already  prepping  for 
his  Jan.  19  State  of  the 
Union  message — to  be 
delivered  in  the  House 
chamber,  where  he  was 
impeached.  "It's  crucial 
to  show  we're  doing  the 
nation's  work  while  Re- 
publicans are  engaging  in 
partisanship,"  says  an 
outside  adviser. 

As  the  centei*piece  of 
his  address,  the  Presi- 
dent is  expected  to  call 
for  bipartisan  action  on 
refomiing  Social  Secmity. 
In  addition,  the  Admin- 
istration will  unveil  a  raft 
of  new  tax  credits,  in- 
cluding one  to  boost  sales 
of  fuel-efficient  cars. 
Along  with  liikes  in  ftmd- 
ing  for  his  cherished  ed- 
ucation initiatives,  Clin- 
ton is  expected  to  ask  for 
a  .$200  million  annual  in- 
crease in  research  fund- 
ing and  a  15%  boost  in 
spenduig  on  programs  for 
the  homeless.  Clinton's 
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only  ambitious  undertaking  is  fixing  So- 
cial Secuiity.  But  even  though  he  is  tilt- 
ing toward  some  form  of  private  in- 
vestments, wliich  Republicans  favor,  the 
chances  of  a  sweeping  overhaul  ar-e  slim. 

Meanwhile,  many  items  on  the  busi- 
ness agenda  could  become  casualties  of 
impeachment.  "We're  concerned  about 
the  time  available  for  business  issues," 
fi"ets  Thomas  J.  Donohue,  president  of 
the  U.  S.  Chamber  of  Commerce.  And 


tnast  wall  be  scai'ce,  too.  "There's  cyanide 
in  the  water  here,"  says  Representative 
JeiTold  Nadler  (D-N.  Y.).  Items  in  jeop- 
aixly:  financial  modernization,  bankiaiptcy 
refonn,  and  renewal  of  fast-track  trade 
negotiating  authority.  Congress  may 
make  a  nin  at  reviewing  the  Telecom- 
munications Act  of  1996.  But  with  law- 
makers in  a  paitisan  sulk,  it  will  be  harxl 
to  enact  changes  that  boost  competition. 
Of  course,  business  fears — not  to 


mention  voter  anger — could  be 
suaged  if  the  Senate  cuts  a  quick  pi 
bargain  with  Clinton.  But  as  matt 
stand,  no  one — not  CEOs,  not  Hill  le 
ers,  not  White  House  lawyers — see 
willing  to  bet  on  that  happening  i) 
capital  where  combat,  not  comity,  \ 
become  the  norm. 

Bij  Lee  Walczak  mid  Amy  Bomm 
Washiiigtott,  with  Amy  Barrett .. 
Philadelphia  and  bureau  repoHs  (■ 
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COMIVIENTARY 


By  Richard  S.  Dunham 

MAKING  PEACE  ON  THE  POTOMAC 


Days  after  the  historic  party-line 
vote  to  impeach  Clinton,  Ralph 
Reed,  a  (;op  consultant  and  for- 
mer executive  director  of  the  Chris- 
tian Coalition,  was  despairing.  "This 
time,  things  have  gone  too  far,"  he 
said  in  an  interview. 

When  the  onetime  putative  head  of 
the  party's  light  wing  tut-tuts  about 
partisan  bloodletting,  you 
know  something  significant 
has  happened.  Like  othei' 
plugged-in  Beltway  veter- 
ans, he  fears  rising  voter 
disgust  with  the  enmity 
that  has  paralyzed  Wash- 
ington for  months.  "There 
has  to  be  heahng — or  the 
countiy  pulls  the  plug  on 
all  of  them,"  warns 
Bernadette  A.  Budde,  se- 
nior vice-president  of  Busi- 
ness-Industry Pohtical  Ac- 
tion Committee. 

But  how  can  the  healint; 
begin?  "Start  small,"  ad- 
vises BaiTy  K.  Rogstad, 
president  of  American 
Business  Conference.  Mega-jobs  that 
point  up  differences  between  the  par- 
ties, such  as  rewriting  the  tax  code 
or  Social  Security  reform,  should  not 
be  tried  fii'st.  Education  funding, 
modest  managed-care  protection,  and 
some  small  bills — legislation  dealing 
vrith  the  Y2K  computer  glitch,  foi-  in- 
stance— might  make  a  jumping-off 
point  for  the  106th  CongTess. 
GOOD  TIMING.  The  nation  can  wait  a 
bit  for  the  bigger  items.  For  now, 
the  economy  remains  strong,  and 
much  of  the  Clinton  agenda  has  been 
accomplished:  the  balanced  budget, 
two  major  trade-liberalization  acts, 
and  welfare  reform. 

What  is  most  important  now  is  for 


pohtical  leaders  to  show  voters  that 
they  are  vrilling  to  act  the  part.  The 
probable  next  House  Speaker,  J. 
Dennis  Hastert  (R-Ill.),  could  help 
build  trust  by  gi'anting  the  minoi'ity 
party  some  token  seats  on  House 
committees.  Although  Democrats 
picked  up  five  seats  this  fall,  GOP 
leaders  are  refusing  to  improve  their 


ratios  on  key  panels,  which  would  be 
a  no-cost  proposition.  The  GOP  would 
still  control  major  committees,  as 
Democrats  did  for  decades.  But  by 
giving  Dems  another  slot  on  panels 
such  as  Ways  &  Means  and  Com- 
merce, Hastert  could  buy  goodwill  at 
a  bargain  price. 

Democrats  must  show  good  faith, 
too.  For-  starters,  they  could  tone 
down  theii'  rhetoric  on  Social  Security 
refonn.  Without  that,  it  is  unlikely 
that  any  constractive  discussion  of 
controversial  options,  such  as  partial 
privatization  or-  raising  the  retir-ement 
age,  could  take  place.  Moderates 
seem  willing  to  dr'op  their-  scare-the- 
seniors  tactics.  The  trick  will  be  per- 


suading liber-als  to  go  along  with  it 

Negotiating  a  ceasefii-e  in  the  neo' 
Puritan  sex  war-s  will  be  tougher.  It 
may  requii'e  worid-class  peacemak- 
ers, such  as  former  Senate  Majority 
Leader  Geor-ge  J.  Mitchell  (D-Me.), 
who  helped  bring  the  sides  together 
in  Northern  Ir-eland.  To  secur-e  a 
tr-uce  on  Capitol  Hill,  "it  will  take 
gr-aybear-ds,"  says  Her- 
itage Foundation  scholar 
Mar-shall  Wittmann — the 
likes  of  ex-Senate  Majori- 
ty Leader's  Bob  Dole  (R 
Kan.)  and  Howard  Baker 
(R-Tenn.),  and  ex-Clinton 
Chief  of  Staff  Leon  E. 
Panetta. 

OPPORTUNITY.  Faced  wit} 
an  incr-easingly  repulsed 
elector-ate.  Republicans 
and  the  President  have 
common  need:  They  musi 
prove  they  can  actually 
accomplish  things.  Clinto: 
wants  to  r-epair  his  tat 
tered  legacy,  and  the  go? 
needs  to  mollify  angry  vo  P'* 
ers.  Says  Panetta:  "That  could  creat 
an  envir'onment  where  both  the 
Pr-esident  and  Congr-ess  rush  to  sho 
that  they  can  do  something — any- 
thing." Under  this  sunny  scenario, 
this  Congr-ess  might  even  tackle  So 
cial  Security,  further  trade  liberaliz; 
tion,  and  maybe  a  limited  tax  cut. 

"We've  got  to  move  beyond  the 
pohtics  of  scandal,"  says  Reed.  "Dis  1 
agr-eements  should  be  over  issues 
that  affect  the  lives  of  average  citi 
zens."  If  Reed  has  tired  of  the  part  ^ 
warfare,  isn't  it  time  Trent  Lott  an 
Denny  Hastert  gave  peace  a  chanc( 


Durdiam,  cavers  politics  for  BUSINI 
WEEK  in  Washington. 
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AGING 


EAN.  MEAN 
IHTING  MACHINE  IT  AIN'T 

ckheed,  the  world's  biggest  defense  contractor,  too  big? 


Operating  Officer  Peter  B.  Teets  ac- 
knowledges that  he  and  ChaiiTnan  and 
CEO  Vance  D.  Coffman  face  a  challenge 
in  managing  a  company  with  Lockheed 
Martin's  girth.  "Is  it  easy  to  manage?" 
Teets  asks.  "I'd  have  to  say  no."  But  he 
insists  that  size  can  be  a  plus — when, 
for  instance,  divisions  within  the  com- 
pany team  up  to  bid  for  contracts. 
"There  is  huge  strength  in  this  diversi- 
ty," Teets  says.  "My  biggest  challenge  is 


snafus  keep  on  coming  at  Lock- 
ed Maitin  Coi-p.,  and  Wall  Street 
eps  on  selling.  A  missile-defense 
,m  flops  in  trials.  Delays  plague 
;e  launches.  A  new  cargo  plane 
de-icing  tests.  Then,  a  bombshell 
or  the  second  time  in  five  weeks, 
Tipany  downgi-ades  earnings  fore- 
or  both  1998  and  1999  because  it 
3t  the  goods  to  customere  on  time, 
it  does  Lockheed  Martin  think  it 
eing  Co.?  The  same 
f  surprises  that  have 
epressing  the  aircraft 
's  share  price — pro- 
1  glitches,  shpping  de- 
schedules,  and  expen- 
charges  against 
fs — are  showing  up  on 

ed  Martin's  radar,     standards— wNl  cutJn^^^    wonied"  when  a  supplier  as 


WHY  LOCKHEED  MARTIN  IS  IN  AN  EARNINGS  DIVE 

F-22  RAPTOR  The  company  is  trying  to  raise  the  price  just 
as  the  fighter  is  going  into  production. 

C-130J  Late  deliveries  of  the  cargo  plane — which  had 
difficulty  meeting  Federal  Aviation  Administration 


TROUBLE  BELOW: 

The  F-22  is 
behitid  schedule 

is  "an  interested  obsei-ver"  of 
transatlantic  deals. 
Further  dealmaking  doesn't  neces- 
sarily sit  well  with  analysts  who  are 
now  pressing  Lockheed  Martin  man- 
agement to  cope  better  with  what  they 
already  own.  Admittedly,  a  gec  deal 
would  give  the  company  entree  to 
Fortress  Europe,  Cai  Von  Rumohr  of 
SG  Cowen  says.  But  it  also  gives  man- 
agement "one  moi'e  body  to  regulate." 

According  to  Fii-st  Call  Coip.,  the  con- 
sensus of  analysts'  1998  projections  for 
the  defense  titan  has  shinank  to  $6.22  a 
shai"e  fi"om  $6.65.  For  1999,  analysts  have 
pared  their  estimates  fi-om  $7.82  to  $6.81, 
and  sevei'al  are  downgTading  the  stock. 
LOSING  ALLIES.  Another  strike  against 
the  company  is  the  loss  of  its  congi'es- 
sional  champion,  outgoing  House  Speak- 
er Newt  Gingi-ich  (R-Ga.).  He  helped 
keep  the  C-130  cargo  plane  in  produc- 
tion— it's  built  in  Marietta,  Ga.,  near  his 
district.  Without  liim,  the  Pentagon  won't 
speed  up  orders  for  the  new  c-iaiJ.  That 
would  cause  the  cost  to  Lockheed  per 
plane  to  rise.  As  an  offset,  the  company 
is  tlu-eatening  to  tack  some  of  the  c-r.m 
overhead  onto  the  price  tag  for  the  new 
F-22.  Needless  to  say,  the  Pentagon  is 
balking.  "We  don't  intend ...  to  just  eat 
it,"  says  Jaccjues  S.  Gansler,  the  Penta- 
gon's acquisitions  chief. 

The  company's  defense  side  has  other 
{problems  as  well.  A  missile-defense  pi'o- 
gTam  to  protect  troops  in  the 
field — a  Pentagon  jirioiity — 
has  failed  five  times  to  inter- 
cept a  tai-get.  And  even  Boe- 
ing bestecl  Lockheed  Martin 
on  several  defense  contracts, 
including  a  national  missile- 
defense  program.  "We  are 


;e  Boeing's,  Lockheed's 
price  has  been  pum- 
in  recent  months,  and 


SATELLITES  Delays  in  both  launches  and  satellite 
deliveries  will  also  crimp  the  company's  profits  and 
revenues  this  year. 


important  as  Locklieed  Mar- 
tin loses  a  string  of  competi- 
tions, says  Deputy  Defense 


hovering  near  its  52-   -'-^-1   Secretary  John  J.  Hamre. 


ow  of  $82,  well  below 
B  high  of  last  spring, 
asn't  always  this  way. 
27  billion  Bethesda 
ased  company  became 
■rld's  No.  1  defense  contractor  by 
;  the  post-cold-war  consolidation, 
ng  a  favorite  among  analysts  and 
Pentagon.  Recent  setbacks  have 
cheerleaders  asking  some  tough 
ns.  "Has  this  company  just  gotten 
;  and  too  complex?"  asks  Menill 
&  Co.  aerospace  analyst  Byi'on 
an.  Says  a  top  Defense  Dept.  of- 
You  can't  have  50  priorities — the 
t  suffers." 

dieed  Martin  President  and  Chief 


THAAD  Quality-control  problems  led  to  five  straight  test 
failures  for  the  high-profile  Theater  High-Altitude  Area 
Defense  system. 


DATA  BUSINESS  WEEK 

to  learn  how  to  harness  that  strength." 

He'd  better  learn  fast,  because  the  be- 
hemoth may  still  be  gi'owing.  After  Lock- 
heed Martin  was  forced  to  drop  an  $11.6 
billion  bid  for  Nortlu'op  Gnunman  last 
July  in  the  face  of  government  objec- 
tions, in  September-  it  tiu'ned  around  to 
offer  $2.7  billion  for  Comsat  Con:).  And 
British  defense  company  General  Electiic 
PLC  says  it  is  talking  to  Locldieed  Maitin, 
among  othei-s,  about  a  combination.  Teets 
won't  comment,  but  says  the  company 


On  the  commercial  side, 
satellite-related  delays  led  to 
a  3%  dechne  in  nine-month 
sales  and  a  13%  drop  in  prof- 
its for  the  $7.5  billion  Space 
&  Strategic  Missiles  Sectoi'.  And  some 
customers  may  walk. 

For  all  its  problems,  Locklieed  Maitin 
has  its  strengths.  It's  a  major  player  in 
new  technology  the  Pentagon  is  eyeing. 
And  it  could  show  its  muscle  as  it  com- 
petes for  the  Joint  Strike  Fighter  and 
other  new  weapons.  But  Wall  Street  is 
skeptical.  "Maybe  hope  spiings  eternal," 
says  Merrill  Lynch's  Callan.  "In  this 
case  it's  hope  with  a  small  h." 

By  Stan  Crock  in  WasJiington 
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THE  ECONOMY 


WHY  THE  FOURTH  QUARTER 
LOOKS  LIKE  A  STINKER 


Profits  are  still  historically 
high,  but  weak  overseas 
sales,  price  deflation,  and 
high  wages  are  taking  a  toll 

As  1998  drew  to  a  close,  holiday 
spiiit  bubbled  over  on  Wall  Street. 
A  "Santa  Claus"  rally  took  the 
Standai-d  &  Poor's  500-stock  index 
and  the  nasdaq  to  new  highs  and  lifted 
the  Dow  Jones  industrial  average  back 
over  9000.  But  in  Corporate  America, 
Ebenezei"  Scrooge  set  the  tone.  Blue-cliip 
giants  fi'om  Coca-Cola  to  Cateipillai-  and 
Case  somberly  warned  investors  that 
fouith-quaiter  earnings  would  fall  below 
expectations.  By  Dec.  28,  some  400  such 
warnings  had  been  issued.  And  by  late 
Januaiy,  "we  vdll  certainly  suipass  the 
previous  record"  of  526  warnings  for  a 
quaiter,  predicts  Chai-les  L.  Hill,  reseai'ch 
director  at  First  Call  Coip. 

These  warnings  set  the  stage  for  what 
is  sui-e  to  be  a  dismal  earnings  season. 
Back  on  July  1,  analysts  tracked  by  First 
Call  expected  fouith-quaiter  operating 
earnings  for  the  s&p  500  to  soar  16%. 
But  after  the  recent  warnings,  they  now 
expect  a  rise  of  just  3%,  and  even  that 
may  prove  overly  optimistic,  warns  Hill. 
In  any  event,  it  will  be  the  fourth 
straight  quaiter  in  which  operating  earn- 
ings have  risen  less  than  4%.  Given  that 
trend,  says  Hill,  operating  earnings  for 
1998  will  likely  climb  just  "a  little  over 
2%,"  dowTi  fi-om  11%  in  1997,  and  18.5%. 
as  recently  as  1995. 

OVERSEAS  PAIN.  A  flood  of  restnictm-ing 
charges  will  make  net  earnings  even 
bleaker.  Through  November,  corpora- 
tions had  unveiled  plans  to  cut  574,629 
jobs,  just  7%,  shy  of  the  decade's  record 
high,  set  in  1998,  according  to  outplace- 
ment specialists  Challenger,  Gray  & 
Christmas.  With  Citigroup,  Case,  and 
others  vdelding  the  axe  in  December, 
1998  may  be  "the  worst  year  for  coi-po- 
rate  layoffs  in  the  '90s,"  predicts  Rick 
Cobb  of  I'hallenger.  With  many  compa- 
nies figui-irig  "they  might  as  well  get  all 
the  bad  news  out  at  once"  with  huge 


WTite-offs,  net 
earnings  will  fall 
5.5%'  in  the  fourth  quar- 
ter,   figures    David  A. 
Wyss,  chief  economist  at  Stan- 
dard &  Poor's  DRI. 

So  why  is  the  mai'ket  setting  records? 
It  may  be  in  pait  because  1998  profits  as 
a  percentage  of  gi'oss  domestic  product, 
wliile  lower,  vriU  still  be  strong.  At  rough- 
ly 8.5%'  of  GDP  in  1998,  they'll  be  below 
1997's  9.1%'  but  well  above  anything 
reached  in  the  1980s  or  eai'ly  1990s,  says 
Wyss.  Also,  the  mai'ket  tends  to  look  be- 


yuiul  current  prob 
Analysts  tracke 
First  Call  still 
earnings  to  sui'ge  ar 
popping  18.7%  in  1999.  While 
forecasts  often  prove  optimistic, 
strategists  do  expect  accelerating  gi 
in  the  second  half  of  1999  (page  88 
Still,  many  companies  will  face 
sledding  in  the  first  half.  Multinati 
buffeted  by  the  Asian  crisis  f( 
months,  will  continue  to  feel  the 
Coca-Cola,  which  gets  80%'  of  opei 
earnings  overseas,  recently  wame( 
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h-quarter  net  will  come  in  some  25% 
N  the  $817  million  earned  a  year 
jr.  And  weak  markets  fi-om  Asia  to 
ia  will  continue  to  hammer  Coke, 
1  analysts  say  may  not  hit  its  goal  of 
asing  unit  volume  7%  to  8%  in  1999. 
tec.  17,  Nike  Inc.  said  second-quaiter 
ngs  fell  51%,  and  warned  that  futm'e 
•s  are  down  37%)  in  Asia,  versus  just 
1  the  U.  S. 

ings  won't  get  any  easier-  for  multi- 
lals  in  1999.  Asia  'Is  still  showing  no 


where  you  can  raise  prices,"  says  Jerry 
Jasinowskd,  National  Association  of  Man- 
ufacturers' president.  Makers  of  dynamic 
random  access  memory  (dram)  chips 
have  seen  prices  plunge  up  to  97%  over 
the  past  two  years.  As  a  result,  chip- 
makers  lost  $8  billion  to  $9  billion  in 
1998,  says  Dataquest  analyst  Jim  Handy. 
"They  need  to  make  some  money  to  rein- 
vest for  theu'  futui-e,"  wonies  Intel  CEO 
Craig  R.  BaiTett. 

For  all  sorts  of  commodities,  prices 


THE  MARKET 
IS  STRONG... 
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...BUT  QUARTERLY 
EARNINGS  LOOK  WEAK 


FORECAST  OF  FOURTH- 
QUARTER  EARNINGS  GROWTH 
RATE  FOR  S&P  500 


recovery,"  says  James  E.  Good- 
iivsident  of  ual  Coi-p.,  wliich  lost 
nillion  of  business  there  in  the  12 
IS  ended  Sept.  30.  And  with  the 

tlu  spreading  to  Brazil  and 
uela,  "we  think  25%  of  the  world 
e  in  recession  in  1999,"  up  from 
1  1998,  says  Jeffrey  M.  Applegate, 
investment  strategist  at  Lehman 
cTs  Inc. 

■n  there's  pricing  pressiu'e,  which 
^  companies  at  home  and  abroad. 
■  he  world  awash  in  capacity,  "there 
most  no  manufacturing  industries 


FEB.  6,  '98 
▲  PERCENT 
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are  plimging — and  eaiTiings,  too.  Texaco 
Inc.  has  joined  the  i-anl«  of  those  making 
biggei'  cutbacks  to  cope  with  $10  to  $12  a 
baiTel  oO  (page  44).  Steebnaker-s  ai'e  also 
being  clobbered  by  plummeting  prices, 
which  they  blame  partly  on  dumping. 

In  Detroit,  sales  are  strong,  but  pric- 
ing power  is  weak.  The  average  price  of 
a  new  cai"  or  tinck  will  ch'op  by  1%,  to 
$22,750  in  1999,  predicts  Paul  Ballew, 
cMef  economist  at  J.  D.  Power  &  Associ- 
ates Inc.  Even  airlines  feel  pricing  pres- 
sui'e:  The  average  one-way  business  fai-e 
has  fallen  shghtly,  after  three  years  in 


which  they  rose  25%.  That  could  help 
push  dowji  industiy  eaiTiings  8%  from 
this  year's  record  highs,  says  Paine  Web- 
ber analyst  Samuel  Buttrick. 
"CAUTIOUS."  Aside  from  some  hot  high- 
tech businesses,  the  prospects  for  big 
I'evenue  gains  look  dim.  Peter  J.  Canelo, 
U.  S.  investment  strategist  at  Morgan 
Stanley  Dean  Witter,  predicts  U.  S.  com- 
panies will  manage  top-line  growth  of 
just  1%  to  2%,  in  1999. 

At  the  same  time,  labor  costs  are  ris- 
ing. In  1999,  compensation  will 
rise  3.8%',  up  from  3.6%-  this  yeai', 
predicts  dri's  Wyss.  For  many 
companies,  "the  only  option  is  to 
pursue  a  resti-uctm-ing  strategy," 
says  Ned  Riley,  BankBoston 
chief  investment  officer.  And 
many  are  doing  so  with  a 
vengeance.  On  Dec.  21,  Case  said 
it  would  close  two  plants  and  lay 
off  3,400  workers,  or  19%-  of  its 
total  workforce,  by  the  end  of 
1999,  to  counter  what  CEO  Jean- 
Pierre  Rosso  calls  a  "pi-ecipitous 
dechne  in  the  agi-icultui"al  equip- 
ment market  worldwide."  Nearly 
a  dozen  big  banks  have  an- 
I  I  I  nounced  they  will  take  restruc- 
DEC.  29, '98  turing  charges  in  the  fourth 
quarter.  Among  them:  Citigroup, 
which  plans  to  cut  10,400  jobs 
and  take  a  $900  million  charge. 

Many  companies  ai-e  also  slash- 
ing capital  spending,  dri  expects 
overall  capital  spending  to  rise 
just  3.2%.  in  1999,  vs.  an  8.8%.  in- 
crease in  1998.  That's  hutting  cap- 
ital-goods suppliers  such  as  Pai-k- 
er-Hannifin  Corp.,  a 

Cleveland-based  maker-  of  motion- 
control  products  and  aircraft 
parts.  In  early  December,  Parker 
said  fomth-quarter  results  would 
fall  10%.  to  15%  below  yeai-eai'lier 
levels,  "and  we've  been  telhng 
everyone  our  outlook  [for  1999] 
is  cautious,"  says  Parker  ceo 
Duane  E.  Collins. 

At  the  same  time,  some  com- 
panies are  tlunving.  Analysts  ex- 
pect General  Motors  Corp.  to  earn  a 
record  $1.9  billion  in  the  fomlh  quarter 
as  it  builds  150,000  more  vehicles  than 
usual  to  make  up  for  last  summer's 
strike.  On  Dec.  17,  General  Electr-ic  Co. 
hiked  its  dividend  by  17%,  after  an- 
nouncing it  sees  another  record  year  in 
1999.  Wal-Mart  Stores  Inc.'s  profits  are 
exi^ected  to  jirmp  14%.  in  the  foiuth  quar- 
ter, and  same-stor-e  sales  increases  in  the 
mid-single  digits  ar-e  possible  in  1999, 
says  ceo  David  D.  Glass. 

Tech  companies,  especially  those  riding 
the  Inter-net  boom,  are  also  bucking  the 
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earnings  trend.  Cisco  Systems  Inc.  is  ex- 
pected to  boost  profits  31%  on  a  36% 
revenue  gain  to  $2.7  billion  in  the  quarter 
ending  Jan.  31. 

For  all  the  bad  news,  Corporate 
America  as  a  whole  remains  remark- 
ably profitable.  And  earnings  should  be- 
gin to  rise  faster  in  the  second  half, 


once  restructurings  take  hold  and  the 
global  economy  recovers.  Even  so,  the 
rate  of  gi'owth  may  look  poor  compared 
vdth  the  double-digit  gains  investors 
have  seen  in  the  past  few  yeai's.  "We've 
been  spoiled,"  says  Kevin  Parke,  chief 
equity  officer  of  mfs  Investment  Man- 
agement. As  long  as  inflation  remains  at 


1%  to  2%  a  year,  Parke  figures  eaiTun] 
growth  of  6%  to  8%  a  year  will  quali 
as  a  "tremendous  peifonnance."  Cleaij 
the  market  expects  at  least  that  muc 
By  William  C.  Symonds  in  Bosta 
urith  De'Ann  Weimer  in  Chicago,  An\ 
Reinhardt  in  San  Mateo,  and  bur& 
reports 


FOR  TEXACO.  1999  GOULD  BE  A  BUCK  HOLE 


ali' 
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I any  U.  S.  companies  are  hoping 
for  a  strong  second  half  of  1999 
to  make  up  for  what  they  fear 
will  be  a  difficult  first  half.  For  oil 
companies,  the  whole  year  already 
looks  gloomy.  Take  Texaco  Inc.  As 
recently  as  Dec.  2,  Chairman  and 
CEO  Peter  I.  Bijur  told  securities 
analysts  that  Texaco  was  forecast- 
ing oil  prices  of  $15  a  barrel  in  1999 
and,  to  preserve  earnings,  it 
planned  modest  cuts  in  overhead 
and  capital  spending.  By  late 


timates  of  25(2  to  280  a  share — dovm 
roughly  70%  Irom  a  yeai*  earlier's  870. 

The  new  watchword  at  Texaco  is 
"manage  for  cash."  Lynch  says  the 
company  vdll  still  spend  to  develop 
proven  fields  in  such  areas  as  the 
Gulf  of  Mexico  that  it  regards  as  im- 
portant long-term  plays.  But  it's 
backing  off  new  exploration.  The  pro- 
jected cuts  in  capital  spending  have 
been  tripled  for  1999,  which  could 
take  the  budget  down  to  .$3.7  billion, 
vs.  the  .$4.r,  billion  budgeted  for  1998. 


nounced  massive  cuts,  and  on  Dec. 
29,  Conoco  said  it  would  slash  its 
workforce  by  6%.  The  day  before, 
oil-services  giant  Halliburton  said  it 
would  eliminate  2,750  jobs.  As  inter- 
nal cuts  become  harder  to  find,  oil 
companies  are  likely  to  look  for  sav- 
ings through  more  joint  ventures  or 
outright  mergers  (page  118).  By 
merging,  Exxon  Corp.  and  Mobil 
Corp.  figure  they  can  save  $2.8  bil- 
lion a  year.  At  the  Dec.  2  Texaco  an- 
alyst meeting,  Bijur  said  he  didn't 


DIM  AND  DIMMER 

How  Texaco  trimmed  its  predictions  as  oil  prices  fell 


DEC.  2  FORECAST    ■  DEC.  23  FORECAST 
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lOil  at  $15  a  barrel 
in  1999 


■  Oil  at  $10-$12  a 
barrel  in  1999 


iCut  1999  capital 
spending  $300 
million 

I  Cut  $650  million 
in  other  annual 
spending  by  2000 


iCut  capita!  spend- 
ing $900  million 


I  Increase  1999 
portion  of  cuts 
from  original  $450 
million 
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December,  however,  the  hoped-for 
rebound  in  oil  prices  looked  impossi- 
ble. Chief  Financial  Officer  Patrick 
J.  Lynch  told  business  week  on 
Dec.  23  that  Texaco  now  assumes 
prices  of  $10  to  $12  a  barrel  in  1999 
and  is  planning  deeper  cuts.  Says 
Lynch:  "It  became  evident  to  us 
that  this  low-oil-price  scenario  was 
going  to  be  with  us  for  a  while." 
"ANCIENT  HISTORY."  Texaco  has  al- 
ready felt  the  effects  of  cheap  oU. 
Last  January,  analysts  were  predict- 
ing that  the  company  would  eai'n 
about  800  a  share,  fully  diluted,  from 
continuing  operations  in  the  fouith 
quarter  of  1998.  By  Dec.  23,  the  mean 
estimate  compiled  by  i/b/e/s  Inc.  was 
360.  But  Lynch  says  even  that  num- 
ber is  "ancient  history"  and  points  in- 
stead toward  some  recent  analyst  es- 


(As  oil  prices  fell  in  1998,  Texaco's 
actual  capital  spending  for  the  year 
came  in  at  $4  billion.) 

In  addition,  Texaco  is  accelerating 
a  plan  to  cut  $650  million  from  other 
expenses.  The  original  intent  was  to 
achieve  perhaps  $450  million  of  those 
cuts  in  1999  and  the  rest  in  2000. 
But  now.  Lynch  says,  Texaco  is  look- 
ing for  ways  to  do  even  more  of  the 
cutting  in  1999.  The  company  has 
said  it  plans  to  eliminate  about  2,000 
of  its  29,000  jobs  worldwide  by  the 
end  of  1999,  mostly  through  layoffs. 
In  addition,  about  10,000  employees 
will  officially  be  transfeired  to  Texa- 
co's U.  S.  refining,  marketing,  and 
pipeline  joint  ventui'es,  which  began 
operating  in  1998. 

Texaco  is  not  alone  in  cutting. 
Royal  Dutch/Shell  Group  has  an- 
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have  "the  urge  to  merge."  But  Lync|ily 
says  "there  is  considerable  analysis 
and  work  going  on"  about  merger 
and  venture  opportunities  and  that 
"every  possibility  of  improving 
shareholder  value  is  on  the  table." 

A  rebound  in  oO  prices  would  be  afttai 
godsend,  of  coiu-se.  Lynch  says  Texac 
is  forecasting  $15to$17a  ban'el  in 
2000,  assuming  a  rebound  in  Asian  d 
mand  and  a  slowing  in  new  produc- 
tion. But  skeptics  figur'e  that's  an  as- 
sumption that  will  have  to  be 
abandoned — like  this  year's  $15-a-bar 
rel  ch'eam.  That  bodes  ill  for  for  prof 
its.  Says  Fahnestock  &  Co.  analyst 
Fadel  Gheit:  "Oil  companies  ar-e  not 
earning  their  cost  of  capital.  It's  an  i 
dustry  in  liquidation,  basically."  Not 
pretty  picture. 

By  Peter  Coy  in  New  Yo\ 
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By  Nanette  Byrnes  &  Amy  Barrett 

BUSTING  UP  A  BALANCE  SHEET  GAME 


■or  months  now,  Chair- 
I  man  Arthur  Levitt  Jr. 

and  others  at  the  Secu- 
ies  &  Exchange  Commis- 
n  have  been  warning  Cor- 
rate  America  in  speeches 
J  pubhc  appearances 
3ut  the  deteriorating 
ahty  of  corporate  earn- 
;'s.  The  message:  Too 
,ny  companies  are  resort- 
;  to  accounting  tricks  to 
iver  the  results  Wall 
•eet  demands.  In  particu- 
they  say,  reserves  have 
m  abused.  Reserves  are 
)posed  to  dedicate  part  of 
ay's  income  to  some 
)wn  future  cost.  But  the 
;  says  some  companies 
e  reserves  unrelated  to 
•cific  costs  and  end  up 
•eiving  investors  by  skim- 
ig  from  good  years  to 
ke  bad  ones  look  better, 
^ow,  Levitt  is  following 
his  talk  with  the  kind  of  action 
could  start  to  end  such  abuses. 
Dec.  22,  the  sec  sued  W.  R.  Grace 
3o.  for  fraud,  alleging  that  the 
mical  company  diverted  up  to  $20 
lion  of  1991  and  1992  earnings  into 
srves.  Then,  the  sec  says,  Grace 
led  the  money  back  into  income  in 
■r,  weaker  years.  Grace  plans  to 
test  the  suit.  But  for  other  compa- 

taking  1998  reserves,  the  action 
inst  Grace  should  be  taken  seri- 
ly.  "This  is  the  first,"  says  sec 
ef  Accountant  Lynn  Turner,  "but 
mainly  not  the  last  we'll  see."  One 
junting  pro  has  already  raised 
stions  about  resei"ves  previously 
m  by  Micron  Electronics  Inc.  and 
ut  disclosure  of  treatment  of  re- 
7es  at  H.J.  Heinz  Co. 
.GGERING.  The  commission's  tim- 
is  excellent.  Its  cinsade  is  start- 
at  the  time  of  year  when  finan- 
hijinks  are  most  likely.  According 
''irst  Call  Coi-p.,  which  tracks 
1  Street  earnings  estimates,  a 
)rd  641  companies  have  an- 
nced  new  reserves  this  year.  And 
,rles  Hill,  First  Call's  director  of 
;arch,  expects  that  number  to 
K  in  January  and  February.  At 
same  time,  the  size  of  resei-ves 
become  staggenng.  In  December, 
'al  Dutch/Shell  Group  announced 
1.5  billion  restructuring  charge. 


MEDIA  STUD 


SEC'S  LEVITT:  Reserves  can  deceive  investors 


The  frequency  and  scale  of  the  re- 
serves are  giving  regulators  lots  to 
eyeball.  Lawyers  are  paying  atten- 
tion, too.  Hai-vey  L.  Pitt  of  Fried, 
Frank,  Hams,  Shriver  &  Jacobson  is 
advising  clients  who  are  taking  re- 
serves to  be  careful:  "Companies 
have  to  say  to  themselves,  'The 
minute  we  take  a  restnicturing 
chai-ge,  we  will  be  a  target  of  sec  re- 
view. So  we  should  make  sure  eveiy 
T  is  crossed  and  every  I  dotted.' " 

He's  right.  Turner  says  the  com- 
mission will  send  letters  to  compa- 
nies that  take  reserves  for  1998.  The 
letters,  which  wiW  fii'st  go  to  compa- 
nies taking  the  largest  reserves,  will 
m'ge  them  to  make  sure  theii'  ac- 
counting is  correct  and  all  appropri- 
ate disclosui'es  have  been  made — and 
implicitly  notify  them  that  the  sec 
has  its  eye  on  them. 

Micron  Electronics, 
for  one,  has  used 
some  aggressive  ac- 
counting when  it 
comes  to  a  certain  re- 
serve, says  account- 
ing watchdog  Howard 
M.  Schilit  of  the  Cen- 
ter for  Financial  Re- 
search &  Analysis. 
The  Nampa  (Idaho)- 
based  PC  maker  had 
established  a  reserve 


CHARGING  IT  OFF 
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for  the  costs  of  cases  on  in- 
fringement of  other  compa- 
nies' intellectual  property 
rights.  Schilit,  who  says 
such  reserves  should  be 
taken  only  for  known  viola- 
tions where  the  liability  can 
be  precisely  estimated,  fig- 
ures the  reserve  was  made 
prematurely.  In  August, 
management  reversed  $11.8 
million  of  the  reserves,  a 
boost  to  pretax  income. 
"From  the  beginning  to  the 
end,  it  was  strange,"  says 
Schilit.  Micron  says  the  re- 
serve met  generally  accept- 
ed accounting  principles. 

Reversing  charges  is  fai' 
fi-om  unusual  now.  Scliilit 
points  out  that  Heinz  re- 
versed $25.7  million  of  re- 
structuiing  chai'ges  in  the 
October  quaiter,  boosting 
earnings  and  the  Pittsburgh- 
based  food  company's  gross 
margins.  He  says  the  company  should 
have  broken  that  revei'sal  out  m  its 
income  statement.  Heinz  says  the 
charge  and  the  reversal  were  cleai'ly 
disclosed.  And  on  Nov.  13,  SunTrust 
Banks  Inc.  announced,  after  discus- 
sions with  staff  at  the  sec,  that  they 
would  reverse  an  excess  $100  million 
that  the  Georgia  bank  had  set  aside 
to  cover  bad  loans  from  1994  to  1996. 

For  executives  at  these  companies 
and  others,  the  Grace  case  Is  meant  to 
send  an  unsettling  message.  In  addi- 
tion to  suing  the  company,  the  sec  is 
bringing  a  personal  administrative 
proceeding  against  seven  Grace  exec- 
utives, from  former  CEO  Jean-Paul 
Bolduc  down  to  Robert  W.  Armstrong 
III,  a  division  controller.  The  example 
is  meant  "to  generate  deteiTence," 
says  Columbia  University  law  profes- 
sor John  C.  Coffee.  If 
that  convinces  execu- 
tives that  they  can't 
get  away  with  manip- 
ulating earnings  by 
abusing  resei-ves,  the 
SEC  will  have  per- 
foiTned  a  gi-eat  ser- 
vice to  shai-eholders. 
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Byrnes  covers  cor- 
porate accounting. 
Barrett  is  the  Phila- 
delphia bureau  chief. 
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COMPUTERS 


HOW  DID  SANTA  CARRY 
ALL  THOSE  COMPUTERS? 

They  flew  out  of  stores — and  retailers  made  money 


For  many  retailers,  this  Christmas 
didn't  live  up  to  expectations.  Un- 
seasonably high  temperatures  put 
the  kibosh  on  holiday  sales  of  coats, 
sweaters,  and  gloves.  And  without  an 
unlimited  stock  of  Furbies,  toy  stores 
saw  below-average  traffic,  too. 

But  the  folks  selling  personal  com- 
puters had  no  such  complaints.  Busi- 
ness was  good — and  continues  to  be,  as 
consumers  seek  out  post-Chiistmas  bar- 
gains. After  all,  with  prices  starting  as 
low  as  $399  and  a  blizzard  of  mail-in 
rebate  coupons,  who  can  resist? 
LOTS  OF  TRAFFIC.  As  a  result,  market 
researchers  such  as  PC  Data  Inc.  are 
looking  for  a  strong  December  to  pro- 
duce a  record  volume  yeai-  for  computer 
retailers.  The  Reston  (Va.)  firm  says 
U.  S.  unit  sales  at  yearend  will  be  up 
more  than  20%,  to  7  million. 


The  question  is:  At 
these  prices,  did  retail- 
ers make  money?  Ana- 
lysts and  dealers  say 
yes.  Look  at  Best  Buy 
Co.  and  Circuit  City 
Stores  Inc.  The  two 
largest  national  electronics  chains  an- 
nounced record  sales  and  earnings  for 
the  quarter  ended  in  November,  and 
analysts  are  predicting  that  December 
revenues  will  be  up  7%  in  both  cate- 
gories. In  fact,  overall,  this  year's  retail 
PC  sales  are  expected  to  match  the  $8.2 
billion  set  last  year.  "There's  simply 
more  traffic  than  last  yeai*,"  says  Harold 
F.  Compton,  executive  vice-president  at 
CompUSA  Inc.,  the  Dallas-based  super- 
store chain. 

The  traffic  rose  as  the  prices  fell:  In 
November,  the  average  selling  price  of  a 


PC  without  monitor  dropped 
below  $1,000  for  the  fu-st  time,  dr 
by  low-end  computers  priced  at 
than  $599.  The  volume  is  "awesoi 
says  Stephen  A.   Dukker,  ceo  fri 
emachines,  a  Fremont  (Calif.)  sta]  ii 
that  makes  computers  selling  for  as  Ir 
tie  as  $399.  Since  the  company  sta 
shipping  in  mid-November,  it  has 
200,000  computers,  Dukker  says, 
could  have  sold  twice  that  number 
more  production. 

In  the  past,  falling  prices  I 
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ized  retailers:  They  somehow  had 
/ork  off  bloated  inventories  of 
■r-cost  machines.  But  this  yeai;  they 
d  in  stocks  and  say  they  got  rea- 
)le  terms  from  I'C  makers,  which 
a  big  interest  in  keeping  PC  stores 
3.  And  then  there  are 
hose  rebate 
)ns,  which  al- 
itores  to  ad- 
se  superlow 
; — but  still  sell 
tail.  It's  up  to 
jnsumer  to  col- 
the  difference 
the  manufactur- 
A  system  from 
ird  Bell  nec  Inc. 
a  monitor  and  a 
printer,  for  exam- 
isted  for  $1,399. 
t  could  be  adver- 
as  a  sub-$l,000  PC 
se  of  its  five  sepa- 
nail-in  rebates:  $100 
from  Circuit  City, 
ind  Internet  ser  dee 
ler  EarthLink  Net- 
plus  $50  each  on  a 
r  from  Lexmark  International  and 
t-in  disk  drive  from  Imation. 
at's  more,  stores  ai-e  willing  to  ac- 
•elatively  low  margins  on  comput- 
in  the  6%-to-8%  range — because 


they  can  make  up  profits  from  higher- 
margin  software,  monitor  upgi'ades,  and 
extended  warranties. 

The  bargain-PC  trend  is  gi-eat  for  ap- 
pliance merchants  such  as  Circuit  City 


for  the  likes  of  CompliSA,  which  is  al- 
ready stinggling  to  make  a  comeback 
from  the  65%  drop  in  eaiTiings  it  suf- 
fered in  its  quaiter  ended  Sept.  26.  That 
hit  was  caused  by  lower  prices,  a  slump 


Mail-in  rebate  coupons  offered  by  PC 
makers  let  stores  advertise  big 
bargains — ^yet  sell  at  full  retail  prices 


and  Best  Buy.  The 
cheapest  PCs  are  often 
bought  by  fii'st-timers, 
who  are  more  likely 
to  shop  where  they 
buy  other  appliances 
rather  than  at  a 
specialized  computer' 
store.  "They're  mak- 
ing a  family  type 
3f  purchase  rather 
than  a  home-office 
purchase,  and  Best 
Buy  and  Circuit 
City  are  their  kind  of 
store,"  says  Douglas  A.  Gordon,  an  an- 
alyst at  NationsBanc  Montgomery  Se- 
curities Inc.  in  San  Francisco.  "At  Cir- 
cuit City,  it's  the  strongest  piece  of  the 
store." 

The  ti'end,  however,  is  not  good  news 


in  sales  to  businesses,  and  the  purchase 
of  its  biggest  competitor,  the  Computer 
City  chain,  fi'om  Tandy  Corp.  In  trying 
to  consolidate  and  pare  overhead,  Com- 
pUSA shuttered  55  Computer  City 
stores.  All  told,  the  deal  slashed  earn- 
ings by  5(?  a  share,  or  $4.5  million,  and 
the  company  says  that  it  expects  profits 
to  be  off  by  1^  or  2^  in  each  of  the 
next  three  quarters  as  well. 

Still,  CompUSA  volumes  are  up, 
Compton  says.  As  for  dollars,  he  is 
waiting  for  the  end  of  the  year.  "Ti"a- 
ditionally,  Santa  always  comes,  but 
sometimes  I  hold  my  breath  right  up  to 
the  end,"  he  says.  Then  again,  there's 
always  January,  which  brings  in  the 
buyers  holding  out  for  even  lower 
prices.  And,  once  again,  they  are  find- 
ing them. 

By  Larry  Armstrong  in  Los  Angeles 


Beting.  Which  one  would  you  rather  be? 


MCI  WORLDCOM 


ive  your  needs,  we  can  handle  it.  And  if  there  s  ever  a  concern,  we  liave  pe()|)le  ready  to  as.sist  you.  24/7. 
changing  the  way  the  world  iiiccis.  So  voii  can  get  wliere  vou  have  to  go.  Witliout  ever  reallv  having  to...  go. 
oyage.  Introducing  M(;i  WorldCom  On-Net.  For-  details,  visit  niciworldconi.coui  or  call  1-800--+75-3555. 


COIVIIVIENTARY 

By  Marcia  Stepanek 


A  BEHER  VACCINE  AGAINST  Y2K  LAWSUIT  FEVER 


It's  stalling.  As  the  Year  2000 
looms,  lawsuits  over  the  bug  are 
piling  up.  Already,  some  38  suits 
over  Y2K  glitches  have  been  filed  in 
the  U.  S.  And  according  to  Gartner- 
Group  Inc.,  a  technology 
think  tank,  711  more  dis- 
putes are  at  the  pre-filing 
stage.  Says  Jim  Wooten, 
du-ector  of  the  U.  S. 
Chamber  of  Commerce's 
Institute  for  Legal  Re- 
fonn:  "Y2K  litigation 
could  vutually  shut  down 
companies  and  cost  jobs." 

That  may  be  hyper- 
bole. But  as  more  com- 
panies report  serious 
Y2K  testing  troubles, 
and  as  news  of  minor 
breakdowns  surface,  the  dockets  are 
likely  to  swell,  and  executives  are 
pressuring  Congi'ess  for  relief. 
SAME  TUNE.  CongTess  has  heard  the 
call.  Unfortunately,  it  sounds  like  the 
same  old  tune — a  replay  of  the  holy 
wai'  between  trial  lawyers  and  busi- 
ness over  tort  reform.  The  Chamber 
is  floating  di"aft  legislation  called  the 
Yeai'  2000  Readiness  &  Jobs  Protec- 
tion Act,  which  urges  Congi'ess  to  set 
up  special  tribunals  modeled  after 
banki-uptcy  courts.  Y2K  judges  would 
be  appointed  by  the  U.  S.  Couit  of 
Appeals,  and  defendants  would  not  be 
hable  for  punitive  damages  if  they 
could  prove  they  took  reasonable 


steps  to  fix  the  bug  before  problems 
surfaced.  The  measure  would  limit 
punitive  damages  and  requu"e  Y2K 
suits  to  be  filed  within  two  years  of 
bug-related  hami  or  injiuy.  Attorneys' 
fees  would  be  capped  at  $1,000 
an  houi'.  Says  Richard  Mid- 
dleton  Jr,  president-elect  of 
the  American  Trial 
Lawn/ers  Assn.  (atla): 
"This  is  simply  tort  refonn 
in  sheep's  clotliing." 

Technology-company 
lobbyists  want  to  keep  the 
disputes  out  of  court  alto- 
gether. Harris  Miller, 
president  of  the  InfoiTna- 
tion  Technology  Associa- 
tion of  America,  an  in- 
dustry trade  group,  says 
Congi'ess  should  create  a  foi-um  for 
pre-trial  discussions  overseen  by  ar- 
bitrators, where  most  settlements 
would  be  only  for  actual  damages. 
Jan  Amundson,  general  counsel  for 
the  National  Association  of  Manufac- 
turers, says  this  route  could  be  "less 
contentious  and  more  realistic  politi- 
cally." Of  course,  it's  also  a  good  way 
to  keep  settlements  private — and 
cheaper  for  defendants. 

Trial  lawyers  vow  to  defeat  either 
proposal.  Middleton  says  manda- 
tory arbitration  and  mediation  "ends 
up  favoring  companies  wlio  supply 
bad  pr-oducts."  And  the  pr'oposed 
Y2K  cour-t?  "We  don't  need  a  whole 


new  court  structure,"  he  says. 

Even  if  there  were  gener'al  agre 
ment  on  the  need  for  a  special  cou 
thei'e  might  not  be  enough  time  to 
create  one.  It  takes  months  to  ap- 
point new  feder-al  judges,  for  exan 
pie.  And  the  whole  matter  could  b 
come  hostage  to  President  Clinton 
looming  impeachment  hearings,  sii 
proposals  for  Y2K  litigation  relief 
would  have  to  go  through  the  Sen 
Judiciar-y  Committee.  "There's  no 
question  that  the  impeachment  iss 
will  slow  the  whole  legislation  trai 
says  David  Kari,  spokesman  for 
ator  Patrick  Leahy  (D-Vt.),  a  Judi 
ciary  Committee  member  who  is 
an  experl  in  technology  law.  "The 
fate  of  key  issues,  including  Y2K, 
could  be  poisoned  at  the  well." 

Lawmakers  should  consider  am 
er  approach.  Why  not  adjudicate 
cases  in  the  existing  system  but 
solidate  them  in  one  cour-t?  That's 
what  happens  in  Delawar-e's  chan< 
cour-t,  which  deals  with  corporate 
law.  Business  could  get  a  central 
rum  and  judges  with  expertise  o; 
the  issues.  And  trial  lawyers  coulj 
keep  Y2K  cases  in  the  civil-justicej 
system.  The  stakes  are  too  high 
leave  this  to  chance.  It's  time  for 
lawyers  and  tech  companies  to  st| 
bickering  and  start  dealing  with  1] 
pari  of  the  Y2K  thr-eat. 

Stepanek  covers  Yi>k  issues,  flk 


BUSINESS  WEEK /HARRIS  EXECUTIVE  POLL 


Slow  but  Steady  Progress 


SiniNG  PRETTY  OR  SIHING  DUCK? 

How  prepai'ed  do  you  think  your  company's 
computer  systems  will  be  to  accom- 
modate the  year  2000  when  it  arrives? 


1998 

1997 

Very  prepared 

89% 

86% 

Somewhat  prepared 

10% 

12% 

Somewhat  unprepared 

0% 

1% 

Ver;,  unprepared 

0% 

0% 

Don't  know 

1% 

1% 

WEAK  LINKS  IN  THE  SUPPLY  CHAIN 

How  prepared  do  you  think  the  computer 
systems  at  your  company's  suppliers  and 
customers  will  be  to  accommodate  the 
year  2000  when  it  airives? 

Very  prepared   31% 

Somewhat  prepared   61% 

Somewhat  unprepared   4% 

Very  unprepared  0% 

Don't  know  4% 


TRUST,  BUT  VERIFY 

Has  your  company  developed  | 
requirements  for  suppliers  and/or  j 
customers  to  demonstrate  their  comp* 
systems'  readiness  for  the  year  2000? 

Yes   84%  No  ]* 

Don't  know  .  .  .6% 

Survey  of  303  senior  executives  at  r 
public  corporations.  Interviews  w/ere  } 
ducted  Dec.  8-17,  1998  for  business  fi 
by  Louis  Harris  &  Associates  Inc.  | 
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HWAB'S  NEW  NET  MESSAGE: 
lU'VE  GOT  IPOs!' 

aline  investors  stand  to  get  a  bigger  slice  of  the  action 


arles  Schwab  &  Co.  has  emerged 
5  the  giant  of  online  trading,  con- 
•olling  some  30%  of  tlie  mai-ket  and 
le  assets  in  online  accounts.  Now, 
)ving  into  investment  banking  to 
5  legions  of  investore  a  crack  at  ini- 
iblic  offei-ings.  In  a  httle-noticed 
1  Dec.  4,  Schwab  for  the  fii-st  time 
1  as  a  co-managei-  for  the  initial 
offei-ing  of  Select  Comfbit  Coip.,  a 

.  apolis  air-mattress  maker  that 
I  sold  4  million  shares  at  $17  each, 
irst  blush,  the  move  hardly  seems 
g  news.  For  a  year,  Schwab  has 
elling  shares  of  ipos  to  retail  cus- 

"  !.  It  distributed  chunks  of  offer- 
lanaged  by  Credit  Suisse  First 

i(  1,  Hambrecht  &  Quist,  and  J.  P. 
■1.  Rivals  such  as  Fidelity,  E*trade, 

-  istart  Wit  Capital  also  use  the  In- 
to  sell  new  issues  to  mom-and- 
v'estors.  Wliat's  more,  powerhouse 
!  Lynch  &  Co.  vnW  offer  online- 
?  to  some  of  its  customers  in 
1999,  and  Morgan  Stanley  Dean 


Witter  is  working  on  a  similar  plan. 

So  what's  different  now?  For  starters, 
as  a  co-manager,  Schwab  gets  access  to 
more  shares  of  a  given  deal  to  sell  to 
its  iPOhungiy  customei-s.  "Tlie  interest  in 
IPOS  is  ovei-whelming,  and  we've  had  a 
difficult  time  getting  enough  product  to 
meet  the  demands,"  explains  Schwab  co- 
CEO  David  S.  Pottruck. 

Schwab  has  some  novel  ideas  for  the 
online  IPO  concept,  too.  One  is  to  use 
database-marketing  techniques  to  pitch 
issues  to  Ukely  investors.  Later  in  1999, 
Schwab  says,  it  will  have  the  technology 


to  sift  through  its  2.1  milhon  online  cus- 
tomer profiles  and  use  the  Web  to  aim 
IPOS  at  investors  with  pai'ticulai'  tyi^es 
of  stocks  in  theii'  portfolios  and  paiticulai- 
interests.  For  instance,  a  medical-device 
company  IF'O  might  be  offered  to  Schwab 
clients  working  in  health  care.  "The  gi'eat 
opportunity  is  to  use  what  we  know 
about  investors,"  says  Pottruck. 
"MORE  PROCEEDS."  In  the  Select  Com- 
fort deal,  lead-managed  by  liigh-tech  in- 
vestment bank  Hambrecht  &  Quist, 
Schwab  mailed  more  than  250,000  post- 
cards to  Select  Comfort  customers  who 
also  had  accounts  with  the  brokerage, 
inviting  them  to  buy  shares.  Daniel  J. 
McAtliie,  Select  Comfort's  cliief  operating- 
officer  and  financial  officer,  says  dozens  of 
customers  contacted  the  company. 
McAthie  also  says  his  deal  raised  more 
money  than  it  might  have  because 
Schwab  could  gauge  investors'  interest. 
Says  McAtliie,  "We  got  more  proceeds." 

Hambrecht  &  Quist  ceo  Daniel  H. 
Case  III  says  the  peifoiTnance  of  futiu'e 
joint  offerings  could  get  even  better  as 
his  bank  and  Schwab  learn  more  about 
mining  client  profiles.  Case  says  they  will 
also  track  what  investors  do  with  new  is- 
sues in  the  aftermarket  to  get  a  better 
feel  for  long-tenn  demand.  Tliat,  he  says, 
could  enable  companies  to  sell  fewer 
shares  at  higher  prices.  "We  can  give 
companies  a  better  deal  and  make  ipos 
available  to  the  giiy  on  the  street,"  says 
Case,  adding  that  Schwab  will  soon  ap- 
peal' on  the  prospectuses  of  several  other 
Hambrecht  &  Quist  deals. 

Rivals  say  Schwab  could  run  into 
problems.  Tom  O'ComieO,  executive  vice- 
president  of  Morgan  Stanley's  Discover 
Brokerage  Dii-ect,  says  that  as  a  neo- 
phyte in  the  world  of  underwriting, 
Schwab  may  not  have  much  appeal  to 
new  issuers.  "As  a  newcomer  to  the  ipo 
business,  it's  not  clear  Schwab  will  be 
able  to  get  larger  chunks  of  the  best 
ipos  for  its  custoniei-s."  Robert  H.  Lessin, 
C.EO  of  Wit  Capital,  an  Internet  invest- 
ment bank,  says  his  fii-m,  tln-ough  part- 
nerships with  the  likes  of  Quick  &  Reilly 
and  Waterhouse,  has  access  to  at  least  as 
many  online  trading  accounts  as 
Schwab — and  has  co-managed  some  45 
deals,  compared  with  Schwab's  one. 

But  unlike  Wit,  Schwab  owns  its  ac- 
counts and  can  use  them  to  mine  cus- 
tomer data  more  effectively.  And  ana- 
lysts say  Schwab's  mammoth  reach  and 
its  swift  move  to  embrace  the  Net  will 
make  it  hard  to  beat.  "Schwab  is  like 
the  America  Online  of  financial  sei^vices," 
says  Goldman  Sachs  brokerage  analyst 
Richard  K.  Strauss.  "It's  in  a  world  of 
its  own."  Schwab  can  only  hope  it  stays 
there. 

By  Linda  Himelstein  in  San  Mateo, 
Calif.,  with  Leah  Natiuins  Spiro  in  New 
York 


As  a  co-manager  of 
stock  offerings, 
Schwab  wins  the  right 
to  more  initial  shares 
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In  Busiriess  This  Week 


EDITED  BY  KELLEY  HOLLAND 


THE  LATEST  WORRY: 
DAREDEVIL  CEOs 

INVESTORS  ADORE  GUTSY  CEOS 
who  take  big  chances  in  busi- 
ness. But  what  about  when 
they  risk  their  necks  on  theii' 
own  time?  That's  what  Ora- 
cle's Lany  Ellison  (lid  on  Dec. 
29  when  he  sailed  during  a 
stoiTTi  that  took  the  lives  of  at 
least  fom-  sailors.  Days  eai'lier, 
Virgin  Group  Chairman 
Richard  Branson's  attemj^t  to 
circle  the  globe  in  a  hot  air 
balloon  ended  when  his  craft 
came  down  in  the  Pacific.  He- 
witt Associates  consultant 
James  Reda  thinks  boards 
should  recjuire  CEOs  to  mel- 
low out.  "In  the  past,  the  con- 
cern has  been  over  reckless 
behavior  like  alcoholism,  but 
this  is  new,"  he  says.  "It 
seems  to  be  out  of  control." 


CLOSING  BELL 


AOL  IN  THE  FAMILY 

Out  with  the  old  and  in  with 
the  new.  On  Christmas  Eve, 
America  Onhne  replaced 
Venator  Group,  formerly  Wool- 
worth,  in  the  venerable  Stan- 
dard &  Poor's  500-stock 
index.  And  the  world's  lead- 
ing online  service  has  been 
soaring  ever  since,  moving 
up  20>^on  Dec.  28  alone,  to 
close  at  157K.  AOL  prides 
itself  on  being  the  first  blue- 
chip  Net  stock,  fueled  by  a 
predictable  earnings  stream 
that  includes  booming 
E-commerce  sales.  AOL  says 
it  saw  1  million  first-time 
shoppers  online  m  December. 


DEC.  21, '98  DEC, 
DATA:  BLOOMBERG  FINANCIAL  MARKOS 


But  Sarah  Teslik,  executive 
director  of  the  Council  of  In- 
stitutional Investors,  says  the 
quest  for  challenge  is  the 
right  attitude  for  CEOs.  "If 
they'll  risk  their  lives  hop- 
scotching,  I'll  bet  on  the 
stock." 


A  BRIGHT-EYED  AND 
BUSHY-TAILED  DRUG 

THE  NEWS  HAS  CEPHALON'S 

investors  perking  right  up. 
On  Dec.  28,  the  West  Chester 
(Pa.)  drugmaker  announced 
that  the  fda  had  approved 
Pro  vigil,  its  drug  for  nar- 
colepsy, a  disease  that  causes 
a  sudden,  ovemhelming  de- 
sire for  sleep.  That  sent 
Cephalon  stock  up  12%. 
Provigil  helps  narcoleptics 
stay  awake  and  may  have 
fewer  side  effects  than  am- 
phetamines. But  ding  indus- 
ti-y  watchers  say  that  like  Vi- 
agra, Provigil  may  wind  up 
being  prescribed  for  people 
who  just  want  to  feel  bet- 
ter— and  such  uses  have  not 
been  studied  or  approved  yet. 

CALIFORNIA'S 
BEER  BLAST 

A  BATTLE  IS  BREWING  OVER 

sports  promotion  that  has 
the  liquor  industry  fearing  a 
crackdown  like  the  one  on 
tobacco.  California's  Alcoholic 
Beverage  Control  Dept.  had 
obtained  a  court  order  stop- 
ping a  Miller  Brewing  Super 
Bowl  sweepstakes  offering 
tickets  to  the  game  and  other 
prizes  on  the  grounds  that  it 
unduly  pushed  drinking.  An 
appellate  judge  on  Dec.  16 
ruled  the  ordei'  was  improper 
on  procedural  grounds. 
I'ndaunted,  California  will 
]jush  ahead  with  a  rule  to  ban 
all  such  sweepstakes. 

THE  APPLE 
PIPELINE  IS  PRIMED 

CAN  APPLE  COMPUTER  KEEP 

up  the  momentum  it  has  built 


HEADLINER:  JAMES  TOBIN 


AN  ULTIMATUM  BACKFIRES 


It  was  a  classic  boai-ch-oom 
standoff.  On  Dec.  11,  say 
sources  close  to  Biogen,  ceo 
James  Tobin  presented  di- 
rectors with  an  ulti- 
matum: Let  him 
ran  the  company 
without  interfer- 
ence from 
Chaiman  James 
Vincent  or  he'd 
walk.  On  Dec.  22, 
the  boai'd  returned 
its  verdict:  Au  revoir. 

Tobin  couldn't  be  reached 
for  comment.  Vincent,  who 
stepped  down  as  CEO  last 
year,  confirms  the  timing  of 
the  meetings  but  says  he 
agi'eed  with  Tobin  not  to 
discuss  the  reasons  for  his 
depaitui'e  beyond  saying 
they  are  "personal."  Vmcent 
also  says  that  as  chaiiTnan, 
he  was  doing  what  Tobin 


wanted.  That's  not  how 
everyone  sees  it.  Tobin,  th 
fonner  president  of  Baxtei 
left  because  "he  didn't 
need  the  chairman 
looking  over  his 
shoulder,"  says 
Cowen  analyst 
David  Stone. 

The  fracas 
unlikely  to  dis 
rapt  operations 
The  Cambridge 
(Mass.)  company  se 
the  top  multiple  sclerosis 
drag,  Avonex,  and  its  stO( 
is  up  120%  this  year.  Tha 
makes  Tobin  a  hot  job 
prospect.  Already,  Boston 
Scientific — four  times  larj 
than  Biogen — is  sniffing 
around.  "We're  eager  to 
talk  to  him,"  says  CFO  La 
ly  Best. 

By  Geoffrey  Sm 


up  with  the  hot  iMac?  Inter- 
im CEO  Steve  Jobs  on  Jan.  4 
will  take  the  wi'aps  off  new 
products — including  an  iMac 
with  a  faster  processor — that 
the  company  hopes  will  do 
the  trick.  The  star  attraction 
at  the  annual  Macworld  con- 
vention, say  sources  close  to 
the  company,  is  an  upgi'ade 
of  the  high-end  G3.  Code- 
named  Yosemite,  the  new 
computer  will  boast  proces- 
sor speeds  as  high  as  400 
megahertz,  vs.  333  MHz  for 
current  models,  and  a 
ti-anslucent  design  like  that 
of  the  iMac.  Still  in  the 
works:  a  mobile  device  weigh- 
ing under  four  pounds  code- 
named  WebMate. 


DAIMLER  CHRYSLER 
IS  A  HAPPY  COUPLE 

f:OMPANIES  ARE  LAYING  OFF 

workers  at  a  rapid  rate,  but 
DaimlerChrysler,  facing 
strong  demand  for  its  auto- 
mobiles and  trucks,  is  hiring. 


It  announced  on  Dec.  27 
it  had  added  13,000  empL 
in  1998,  bringing  its  gl 
workforce  to  434,000. 
enues  for  1998  should 
13%',  the  company  say^ 
profits  will  be  "signifir 
higher"  than  what  the 
companies  reported 
rately  for  1997.  Co-Chaiii 
Jiirgen  Schrempp  and  R 
Eaton  say  they  expec| 
even  better  year  for 
once  merger-related  sa\ 
kick  in — an  eye-popping 
billion  this  year  alone 

ETCETERA... 


H  AT&T  will  eliminate  .' 
18,000  jobs  by  the  en 
1998,  well  ahead  of  sche 

■  U.  S.  home  resales 
2.7%  in  November,  theii 
ond-strongest  pace  eve 

■  CMS  Energy  led  a  g 
that  won  a  bid  to  build  i 
biUion  power  plant  in  I 

■  Viacom  agreed  to  re( 
its  convertible  prefe 
shares  held  by  Bell  Atli 


50  BUSINESS  WEEK  /  JANUARY  11,  1999 


Hilton 


ub  e  smiles. 


Hilton  HHonors"and  your 
American  Express"  Card 
can  earn  you  double  miles 
and  double  points. 

Free  trips  twice  as  fast.  Sound  good? 
We  thought  so.  As  a  member  of 
Hilton  HHonors,  the  hotel  program 
business  travelers  prefer,  charge 
your  business-rate  stays  at  Hilton 
with  your  American  Express  Card 
and  earn  both  double  points  and 
double  miles  with  your  choice  of 
eight  participating  airlines  including 
United,  Delta,  Northwest  and 
Continental.  This  offer  is  available 
between  Januan/  4  and  March  31, 
1999  so  make  your  plans  on  the 
double.  Because  earning  free  trips 
twice  as  fast  makes  them  twice  as  fun. 
For  worldwide  reservations,  call 
your  professional  travel  agent.  To 
enroll  in  Hilton  HHonors  or  make 
reservations  visit  www.hilton.com 
or  call  1-800-HILTONS. 


Cards 

To  apply,  call  1  800  THE  CARD 


-  ■  .  Hawaii  prj,at. more  tfSi^O 


It  happens  at  the  Hilton. 


for  stays  from  January  4,  1999  throug|-i  Maicli  31,  luyy  Hiltun  HHonors  membership,  earning  and  redemption  of  points  are  subject  to  HHonors 
IS  .ind  Conditions.  Normal  rules  for  earning  HHonors  points  and  airline  miles  apply  Refer  to  your  HHonors  membership  materials  for  rate  and  other 
i';ti<  iiis.  Participating  airlines  include  Alaska  Airlines,  America  West  Airlines",  Continental  Airlines,  Delta  Air  Lines,  Hawaiian  Airlines  Northwest  Airlines 
>  md  United  Airlines.  At  participating  Hilton  and  Conrad  International  hotels  outside  the  U.S.,  you  can  earn  double  points  and  double  miles  with  any 
payment  method.  See  www.hilton.com  for  details.  The  Hilton  name  and  logo  are  trademarks  owned  by  Hilton.  ©1999  Hilton  Hotels 


Special  Advertising  Feature 


Mixing  Business  with  Pleasure  by  Lincoln 


Puzzle  #5 


ACROSS 

L  Former  Goldman  Sachs 
exec  in  the  Cabinet 

6.  Golf-bag  contents 
10.  Secretive  sort 

14.  New  York  city 

15.  Hot-selling  doll  of  a  few 
years  ago 

16.  Sharpen,  as  skills 

17.  Fidelity  spokesperson 

19.  Beef-rating  agency:  Abbr. 

20.  Benevolent  brother 
2L  DHL  rival 

22.  Au  Bon  Pain  product 

23.  Is  forced  to 
25.  Rarefied 


27.  Wholesale 
30.  Legal  claim 
3L  Downsize 

34.  Rub  the  wrong  way 

35.  First  name  m  baked  goods 

36.  Owner  of  "Jeopardy!  " 

37.  Management  perk 
40.  Does  lunch 

41  Portable  beds 

42.  Cupertino  company 

43.  Magazine  execs. 

44.  Cast  a  ballot 

45.  Full-page  book  illustrations 

46.  A  real  money  maker 

47.  Have  a  conference 

48.  Song-royalties  distributor 


5L  Fair  hirer:  Abbr. 
52.  Compass  reading 

55.  Security  breach 

56.  Netscape  product 
60.  Grease  the  wheels 
6L  Prefix  for  business 

62.  Enrico's  favorite  drink 

63.  Cincinnati's  Bank 

64.  Composure  under  pressure 

65.  All  wound  up 

DOWN 

L  of  thumb 

2.  DTE,  e.g. 

3.  Swindle 

4.  Like  winter  roads 


5.  Part  of  NBC:  Abbr. 

6.  Entice 

7.  Architectural  additions 

8.  Music  publishing  giant 

9.  Si  Newhouse,  to  Sam 

10.  Overtrade  a  customer 
account 

IL  Finish  second 

12.  Time  half 

13.  Former  LEXIS/NEXIS 
owner 

18.  Depose 

22.  Coal  container 

23.  Cadbury  Schweppes  brand 

24.  Software  buyer 

25.  Product  associated 
with  Akron 

26.  Be  the  boss  of 

27.  See  eye  to  eye 

28.  "  luxuriously" 

(see  page  at  right) 

29.  Throws  out  a  line 

30.  Coffeehouse  order 
3L  Preempt 

32.  Ben's 

33.  Youngsters 

35.  Kimberly  Clark  purchase 
of '95 

36.  March  honoree 

38.  Clickable  illustration 

39.  Auction,  for  example 

44.  CEO,  for  one 

45.  Jury  member 

46.  Check  writer 

47.  Standard  Oil  of  New  York, 
familiarly 

48.  Watney  products 

49.  Stock-exchange  membershi 

50.  Spaniard's  home 
51  River  of  Spain 

52.  Network  owned  by  Disney 

53.  Capone  adversary 

54.  Pennsylvania  port 

56.  Woman  m  WWII 

57.  Teamwork  irihibitor 

58.  Make  a  choice 

59.  Tiny 


For  answers  to  this  puzzle: 

Turn  to  page  14  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 
www.businessweek.com  (URL:  www.businessweek.com/ adsection/ puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  Newman. 

f  LINCOLN 

vww,  llncolnvehicles.com 


lightly  and  luxuriously  in  Lincoln  Navigator,  the  most  powerful  luxury  SUV  on  the  continent.  Tread  spaciously  too  Navigator  lias  loorn  tor 
'f  I  three  rows  of  leather-trimmed  seats.  Call  1  800  446-8888,  visit  wwwlincolnvehicles.com  or  see  an  authorized  LincoTn  Navigator  dealer 


Li 


incoln  Navigator.  What  a  luxury  [ 


]  should  be. 


"OUR  INTERNET  ACCESS  SERVICE  NEEDED  MORE 
CAPACITY.  AND  WE  NEEDED  IT  FAST." 


At  GTE  WHOLESALE  MARKETS,  our  goal  is  to  provide  innovative  communications  solutions  to  businesses  within 
the  communications  industry.  Whether  it  involves  network  management,  network  capacity,  or  resale  services,  we  have  an  intimate 
understanding  of  the  problems  these  companies  face.  And  the  experience  and  expertise  to  solve  them.  We  begin  by  establishing  a 
relationship  with  customers  based  on  open  communication  and  an  understanding  of  their  business,  which  allows  us  to  focus  squarely 
on  their  needs.  Then  we  look  for  creative  ways  to  fill  those  needs  -  even  if  that  means  changing  the  way  we  do  business. 

i^ome  time  ago.  an  ISP  "backbone"  prortder  faced  a  major  dilemma:  Customer  demand  for  Internet  capacity  had 
-^£5    outstripped  their  ability  to  provide  it.  They  needed  to  build  more  and  quickly.  That's  when  they  called  in  GTE 
Wholesale  Markets.  Partnering  closely  with  the  ISP,  we  introduced  them  to  a  new  networking  configuration  called  CyberPOP. 
Instead  of  the  traditional  method  of  routing  ISDN  lines  through  multiple  points,  this  system  employs  a  trunkside  connection 
that  permits  the  equipment  to  be  located  in  existing  GTE  switching  centers,  which  in  turn  allows  capacity  to  be  added 
much  more  rapidly.  Over  the  next  two  years,  in  fact,  the  rate  at  which  we  installed  circuitry  for  this  provider  went  from 
1,000  ports  a  month  to  more  than  twelve  times  that.  Thii  rate  far  exceeded  their  expectations,  enabling  them  to  increase 
their  busmen  and  coverage  opportunities  very  rapidly. 

If  you're  having  a  problem  getting  one  of  your  communications  ideas  to  work,  call  GTE  Wholesale  Markets  at 
1-888-483-9594,  or  contact  us  on  the  Internet  at  www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And  best  of  all, 
we're  flexible.  So  you  can  count  on  us  to  deliver  solutions  that  will  ensure  your  success. 
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IHLE  STATIONS!  THE  COMING 
mm  OVER  DEFENSE  SPENDING 


ter  years  of  dining  on  Hambiu'ger  Helper,  the  Pentagon 
3  about  to  rediscover  I'ed  meat.  Concerns  about  the 
nilitary  are  rising,  spuired  by  reports  of  aging  weapons 
ndeipaid,  poorly  trained  troops.  With  U.  S.  forces  set  for 
?  and  expensive  mission  in  Iraq,  Republican  hawks  and 
;  House  budgeteers  agi'ee  that  it's  time  to  boost  defense 
's.  The  likely  result:  the  first  big  Pentagon  spending  hike 
lecade. 

t  in  Washington,  the  straightest  distance  between  two 
;  is  often  a  cii'cuitous  squiggie.  Before  the  brass  gets  its 
President  Clinton  and  Republicans  on  the  Hill  must  bat- 
■er  how  much  money  is  provided 
who  gets   the   credit — or  the 
— for  seeking  it.  The  White  House 
ork  over  some  extra  dough.  But 
;t  will  depict  the  GOP  as  shilling 
•ms  merchants  at  the  expense  of 
programs. 

•nmander-in-Chief  Clinton  wants 
)vide  more  money  partly  because 
aid  be  politically  unwise  to  buck 
)int  Chiefs  of  Staff,  who  have  tak- 
;  unusual  step  of  pubUcly  lobbying 

'ess  for  an  increase.  But  Clinton's   

ig  bid  will  be  on  the  low  side.  In  the  Febinaiy  budget, 
xpected  to  propose  about  a  .$10  billion  increase  over  the 
billion  projected  for  fiscal  2000  military  spending.  If 
say  that's  stingy,  he'll  argue  that  lower  inflation  gives 
entagon  more  purchasing  power.  Defense  Secretary 
m  S.  Cohen  previewed  the  preemptive  strategy  on 
11  when  he  imveiled  a  plan  to  boost  military  pay  and  re- 
mt  benefits. 

AND  BUTTER.  Although  Cohen's  move  was  well  re- 
I  on  Capitol  Hill,  Republicans  say  the  militaiy  needs  a 
Dre  fii-epower  to  cope  with  global  threats.  Senate  Ma- 
Leader  Ti-ent  Lott,  who  steers  hundreds  of  millions  in 
ms  contracts  to  his  home  state  of  Mississippi,  wants  to 


A  $15  BILLION  BOOST?  Gulf  air  power 


see  Clinton's  defense  bet — and  double  it  to  $20  billion. 

Wliy  bicker  over  an  arms  gap  dm-ing  peacetime?  gop  pols 
think  Democrats  are  vulnerable  to  charges  that  they  under- 
mined America's  security  with  post-cold-war  defense  cuts. 
So  the  White  House  isn't  taking  any  chances.  Clintonites 
also  reckon  that  a  pro-defense  stance  insulates  Vice-President 
AJ  Gore  against  assertions  in  the  2000  Presidential  race  that 
he's  a  military  softie.  The  goal,  says  an  Administration  aide, 
is  "to  prevent  Republicans  from  getting  a  wedge  issue." 

But  under  budget  rules,  the  $20  billion  boost  that  the  gop 
favors  must  come  from  domestic  spending.  That  puts  the 
Pi-ez  in  a  good  position  to  win  the  battle 
for  public  opinion  in  tliis  guns-vs.-butter 
spat.  Some  Republicans  already  are 
flinching  at  the  coming  attack.  "He'll 
say  we're  trying  to  take  money  out  of 
the  mouths  of  cliildren  and  accuse  us  of 
busting  the  [spending]  caps,"  frets  a 
Senate  gop  aide. 

Exactly.  Clinton  also  will  use  his  bul- 
ly pulpit  to  assert  that  his  budget  ad- 
dresses the  Pentagon's  most  immediate 
needs — military  pay  and  readiness,  not 
the  costly  hardware  of  which  Lott  & 
Co.  are  so  fond.  The  Wliite  House  blitz  "is  going  to  make  it 
very  painful  for  the  Republicans,"  says  one  defense  industry 
executive. 

But  after  tliis  PR  offensive,  will  G.  I.  Bill  stick  to  Ms  gims? 
Don't  bet  on  it.  Lobbyists  predict  that  the  Prez  will  cut  an 
llth-hour  deal  for  a  $15  billion  defense  boost.  The  price? 
The  GOP  gives  him  some  of  the  exti-a  money  he  wants  for  ed- 
ucation and  a  handful  of  other  domestic  progi'ams.  Whatever 
the  final  figiu-e,  expect  Clinton  to  claim  he's  taking  care  of 
both  America's  childi-en  and  its  defense  needs — while  ham- 
mering the  GOP  for  budget  profligacy.  Still  wonder  why  Re- 
publicans voted  to  impeach  him? 

By  Stan  Crock,  with  Howard  Gleckman 


APITALWRAPUP 


BREPAL  ON  THE  GRIDDLE? 

;torney  General  Janet  Reno  may 
I  open  a  probe  of  Peter  S.  Knight, 
x-aide  to  Al  Gore  who  is  expect- 
3  play  a  key  role  in  the  Veep's 
'  Presidential  bid.  Reno  is  con- 
ing a  30-day  review  of  Knight — 
managed  the  '96  Clinton-Gore 
paign  and  thus  falls  under  the 
pendent  counsel  act — after 
iving  allegations  from  the  House 
imerce  Committee  that  Knight 
ed  real  estate  developer  and 
;  buddy  Franklin  L.  Haney  win 


favorable  terms  on  a  government 
lease.  In  exchange,  the  panel  says, 
Haney  may  have  contributed 
$280,000  to  Democratic  coffers.  Jus- 
tice indicted  Haney  in  November  for 
allegedly  making  contributions 
through  straw  donors. 

Reno  also  is  reviewing  chai'ges  that 
Knight  lied  to  the  committee  about  a 
$1  miUion  fee  Haney  paid  him.  Federal 
law  bars  contingent  fees  on  govein- 
ment  contracts.  Haney  and  Knight 
deny  the  chai-ges.  Reno  has  until  Jan. 
14  to  decide  whether  to  begin  a  pre- 
liminaiy  90-day  probe. 


BOWIES:  BACK  IN  PINSTRIPES 

►  In  what  must  rank  as  one  of  the 
briefest  testing-of-the-waters  in  histo- 
ry, foiTner  White  House  Chief  of  Staff 
Erskine  B.  Bowles  has  opted  not  to 
nan  for  governor  in  North  Carolina. 
He  has  rejoined  his  old  venture-capital 
fh-m,  Charlotte-based  Carousel  Capital, 
as  a  partner.  And  he's  working  on  his 
first  deal:  affiliating  Carousel  with  a 
major  New  York  investment  firm. 
Bowles  promises  to  remain  active  on 
the  policy  ft-ont,  especially  Social  Secu- 
rity reform. 
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One  company  has  emerged  as  a  powerf^ 
leader  in  the  unregulated  energy  market- 
place. It's  DTE  Energy  -  a  leader  that  offers 
today's  business  world  an  extraordinary 
level  of  energy  management. 
At  DTE  Energy,  we  have  all  the  resources  in 
place  to  help  busmess  and  mdustry  achieve 
fully  customized  energy  solutions.  Working 
together  with  aU  of  our  affUiates,  we  can 
relieve  you  of  capital  risks,  fmancmg  costs, 
development  costs,  technical  headaches  and 
maintenance  worries.  We  can  even  provide 
01;  site,  capital-intense  energy  management 
and  on-going  energy  risk  management. 

And  with  the  strength  and  experience  of 
Detroit  Edison  at  our  core,  we  can  do  even 
more  to  help  you  realize  true  turnkey 
energy  management  solutions.  ; 

In  the  era  of  non-regidated  energy,  the 
formula  for  single-source  energy  solutions  is 
sir,  plYe=DTE.  DTE  Energy.  1-8(10-294-8293 


side  Wall  Street 


GENE  G.  MARCIAL 


ATA  BROADCASTING 
.  SPINNING  A  WEB 

omething  is  brewing  at  Data  Broad- 
casting (dbcc),  whose  stock  soared 
n  5X  on  Nov.  11  to  15  on  Dec.  29.  Is 
ntemet-related?  Bet  on  it. 
"his  stock,  which  had  been  lumber- 
along  between  3  and  6  before  heat- 
up,  is  headed  even  higher,  insist 
le  pros  who  have  made  a  bundle 
Net  issues.  The  reason,  they  say,  is 
prospect  of  a  red-hot  initial  pubhc 
'.ring — expected  in  late  January — 
VlarketWatch.Com,  a  joint  venture 
between  Data 
lOKING  TOWARD     Broadcasting  and 
A  HOT  IPO         the  broadcast 

of  CBS.  Data 
Broadcasting  and 
CBS  will  each  own 
38%  of  Market- 
Watch. Com  after 
the  IPO. 

The  joint  ven- 
ture's Web  site, 
called  CBS  Mar- 
ketWatch.com,  is 
designed  to  be  a 
one-stop  shop  for 
all  sorts  of  finan- 
cial information. 
It  currently  pro- 
;s  breaking  news,  expert  analyses, 
market  data.  CBS  wiW  contribute 
million  worth  of  advertising  time 
ts  television  and  radio  stations  to 
mote  the  Web  site.  Data  Broad- 
ing  is  a  leading  provider  of  real- 
i  market  data,  financial  and  sports 
's,  and  gambling  information  to 
e  than  2  million  users — over  PCs, 
radio,  cable  and  satellite  transmis- 
,  and  the  Internet. 
.Ithough  the  IPO  is  expected  to  be 
ed  at  $10  to  $12  a  shar-e,  some  pros 
eve  the  stock  will  blast  off  after 
opening — just  like  other  recent  iPOs 
nternet  outfits  that  serve  robust 
e  markets. 

rhey  expect  MarketWatch.Com  will 
mother  uBid,  the  Internet  auction- 

whose  stock  soared  some  700% 
e  it  went  public  on  Dec.  4  at  15  a 
'6,"  says  one  fund  manager  who 

loaded  up  on  Data  Broadcasting. 
V  trading  at  about  140,  uBid  was 

a  spin-off  that  was  later  taken 
lie  by  its  parent.  Creative  Comput- 

Since  uBid  went  public,  the  par- 
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ent's  stock  has  also  rocketed — from  6 
to  60.  "Data  Broadcasting  shares  are 
the  way  to  play  MarketWatch.Com  be- 
fore it  goes  public,"  says  one  New 
York  investment  banker. 

SPACEHAB'S  FRESH 
LAUNCHING  PAD 

Is  there  a  way  for  investors  to  take 
pail  in  the  new  interest  in  space — in 
the  wake  of  .John  Glenn's  second  or- 
biting and  the  start  of  building  the  In- 
ternational Space  Station?  Well,  some 
pros  have  bought  shares  in  Spacehab 
(SPAB),  which  operates  the  pressunzed 
modules  used  for  laboratoi-y  research 
aboard  the  U.  S.  Space  Shuttle. 

Spacehab,  trading  at  7  in  mid-Octo- 
ber, has  climbed  to  10,  buoyed  in  part 
by  a  $62  million  nasa  contract  to  use 
Spacehab's  modules  on  upcoming  shuttle 
missions.  "Spacehab's  growth  will  ac- 
celerate with  the  start  of  missions  to 
the  International  Space  Station."  says 
Julianne  Pierce  of  The  Red  Chip  Re- 
view in  Portland, 
A  BOOST  FROM  Ore.  She  also  an 
GLENN'S  TRIP  ticipates  Spacehab 
to  benefit  fi'om  an 
increase  in  space 
research  by  non- 
governmental 
bodies.  Spacehab 
has  further  con- 
tracts with  the 
European  Space 
Agency  and  the 
6       SPACEHAB  Gennan  aerospace 

center  Pierce's  12- 
month  target  for 

JUNE  29, '98       DEC  29         the  StOck  is  18. 

One  of  Space- 
hab's partners  is 
Boeing,  which  recently  signed  a  pact 
with  Spacehab  to  cooperate  in  provid- 
ing sei-vices  for  the  International  Space 
Station,  as  well  as  for  commercial  op- 
erations. In  the  past,  Spacehab  has 
hired  Boeing  to  be  the  overall  contract 
manager  in  building  its  modules. 

With  the  constmction  of  the  Inter- 
national Space  Station,  says  Spacehab 
CE(j  Shelley  Harrison,  both  companies 
see  new  opportunities  for  working  to- 
gether. Boeing  has  overall  management 
responsibility  for  the  engineering  and 
maintenance  of  the  space  station,  while 
Spacehab  has  contracts  to  supply  mod- 
ules and  other  services  for  the  station. 

Analyst  Peter  Aseritis  of  Credit 
Suisse  First  Boston  figoires  Spacehab 
will  earn  84(2  a  shai'e  in  the  yeai"  ending 
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June  30,  1999,  900  in  2000,  and  $1.20  in 
2001.  He  has  a  buy  rating  on  the  stock. 

FORE  SYSTEMS 
RUSHES  THE  NET 

In  late  September,  when  Fore  Sys- 
tems (FORE)  tumbled  fi'om  20  to  9, 
money  manager  Steve  Dalton  was 
quick  to  act:  He  scooped  up  Fore 
shares,  feeling  certain  that  despite  dis- 
appointing second-c}uarter  earnings,  the 
company  would  make  a  strong  snap- 
back.  True  enough,  the  stock  has  re- 
bounded to  16.  Dalton  believes  it  is 
headed  higher — to  the  upper  20s  in  6 
to  12  months.  Fore,  among  other 
things,  "is  an  indirect  way  to  play  the 
strong  Internet  tide,"  says  Dalton. 

Fore,  which  makes  networking  prod- 
ucts based  on  asynchronous  transfer 
mode  (ATM)  technology,  "has  the  best 
technology  in  such  equipment,"  says 
Dalton,  who  heads  Fu'st  Ciapital  Group, 
a  di\dsion  of  First  Union  National  Bank 
in  Philadelphia.  So  far  this  year,  First 
Capital's  portfolio  is  up  38.5%,  com- 
pared with  a  26.4%  gain  for  the  Stan- 
dard &  Poor's  500-stock  index. 

"Demand  for  faster  Internet  access 
is  prompting  upgrades  of  svritches  and 
equipment  among 
telecom    eompa-  ROBUST 
nies,"  says  Dal-  SNAPBACK? 
ton.  "That  bodes 
well  for  Fore, 
which  makes 
some    of  the 
fastest  ATM 
switches  around." 

Megan  Gra- 
ham-Hackett  at 
S&P  also  thinks 
Fore  is  "well  po- 
sitioned for  the 
Internet."  It  pro- 
vides telecom 
companies  with 
gear  that  will  en- 
hance the  combination  of  voice  and  data 
communications  on  theii-  networks.  She 
says  Foi'e's  recent  pm-chase  of  Berkeley 
Networks,  which  makes  gigabit  Ether- 
net switches,  gives  Fore  a  new  entiy  in 
the  small-to-midsize  networking  mar- 
ket. She  figaares  Fore  will  earn  48e  a 
share  in  the  year  ending  Mar.  31,  1999, 
and  72?  in  fiscal  2000. 
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For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.com 
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Special  Report 


THE 


OF  Tl 


his  was  not  a  year  for  the  faint  of  heart.  Nor  was  it  a  }  k 
for  the  tinkerer  or  the  tortoise.  No,  1998  was  a  year  of  dramatic  changplii 
which  executives  were  forced  to  surf  swelHng  waves  of  volatility 
many  didn't  make  it  back  to  shore.  Unlike  the  mid-1990s,  when  a  ste|r; 
ly  gi'owdng  economy  helped  even  average  executives  boast  stellai"  gains 
everyone  was  able  to  stay  on  their  feet.  Among  those  who  did,  howe 
were  business  week's  25  Top  Executives  of  1998.  These  savvy  leaders 
a  mighty  job  of  keeping  their  companies  stable  amid  the  tunnoil 

Start  with  a  stock  market  that  soared,  then  plummeted,  then  so; 
again,  forcing  managers  to  tear  up  and  reconstruct  financing  plans 
an  international  economic  crisis  that  spread  like  a  contagion  throug 
much  of  the  world.  For  companies  in  Asia  and  much  of  the  develo 
world,  the  mix  of  plummeting  currencies  and  depressed  economies 
proven  to  be  a  toxic  one.  Back  in  the  U.  S.,  the  crisis  has  put  pressur 
earnings  and  cast  doubt  on  the  notion  of  overseas  markets  as  a 

THE  EXECUTIVES  TO  WATCH  BEGINS  ON  PAGE 


THE  TOP  ENTREPRENEURS  BEGINS  ON  PAGE  8 
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vth  panacea.  Thi'ow  in  rising  wages,  the  biggest  merger  boom  ever,  and 
upheaval  in  the  White  House,  and  it  was  a  chaotic  picture  for  most. 
Not  so  for  BUSINESS  week's  Top  Executives.  Despite  radically  dif- 
nt  management  styles,  ages,  and  backgi'ounds,  all  were  able  to  find  a 
I  through  the  uncertain  times.  Often,  it  took  the  form  of  bold  action, 
i  the  stunning  decision  by  America  Online  ceo  Steve  Case  and  Pres- 
t  Bob  Pittman  to  buy  Internet  pioneer  Netscape  Communications.  The 
billion  deal  makes  aol  the  first  Internet  company  with  the  clout  and 
cash  to  stand  up  to  Microsoft.  Equally  audacious  was  Daimler  Benz 
Jiirgen  Schrempp's  merger  with  American  auto  maker  Chrysler. 
$94  billion  deal  set  the  car  world  on  its  head.  While  Schrempp  still 
t  merge  the  two  cultures  and  keep  Mercedes'  elite  brands  apart 
I  Chrysler's  mainstream  ones,  he  has  quieted  the  naysayers  for  now. 

Executives  didn't  have 
to  buy  to  be  bold.  Karen 
Katen,  president  of  Pfizer's 
U.  S.  PhaiTnaceuticals  Group, 
rode  wonder  drug  Viagra  to 
roughly  $850  million  in  1998 
sales.  Steve  Jobs  jumped 
back  in  at  Apple  Computer 


ily,  1997,  after  a  host  of  ceos  failed  to  end  its  slide.  Now,  he  seems  to 
ailing  off — could  it  be? — a  turnaround,  even  as  his  digital  animation 
10,  Pixar,  is  taking  off.  And  who  would  have  thought  that  long-suf- 
g  US  Airways  Group  would  prosper  under  Chairman  Steve  Wolf  and 
Rakesh  Gangwal? 

n  some  industries,  no  one  had  a  great  year,  but  smart  managers  min- 
id  the  damage.  Chase  Manhattan's  Walter  Shipley  has  managed  ac- 
tions better  than  many,  and  he  played  it  safer  on  emerging  markets 
his  rivals.  As  a  result.  Chase  may  post  its  best  quarter  ever  in  one 
e  worst  years  in  memory  for  financial  services.  Craig  Bairett,  ceo  of 
,  maneuvered  through  a  terrible  slump  in  the  chip  business  by  ex- 
ing  the  product  fine  at  both  the  top  and  bottom  ends.  Investors  are 
y:  The  stock  is  near  an  all-time  high. 

To  select  our  25  Top  Executives,  business  week  first  surveyed  our 
of  145  writers  and  editors  in  25  worldwide  bureaus.  We  nan'owed  the 
)y  examining  each  candidate's  financial  and  stock  performance.  For 
,;,  the  results  were  superb.  Others  stood  out  simply  for  keeping 
t  while  their  rivals  sank.  Either  way,  1998's  giitsy  overachievers 
assed  the  field. 
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SHOUTING  YAHOO! 

►  Yahoo!  Inc.  could  have  easily  been  Boohool  Inc. — if  it 
weren't  for  near-flawless  execution  by  ceo  TIMOTHY  A. 
KOOGLE  and  his  Internet  team.  While  other  Web  wannabes 
were  still  fiddlinj^  with  basic  strategies,  Koogle  was  alread.v 
transforming  Yahool  from  just  another  search  engine  into  a 
megaportal  loaded  with  consumer-friendly  information 
and  services. 

What  sets  Koogle  apart  from  other  Internet  execs? 
Thinking  big.  From  the  stall,  Koogle  saw  Yahoo!  as  a 
consumer-driven  media  company,  not  a  one-trick  tech- 
nology startup.  So  in  1996,  a  year  after  joining  Yahoo!, 
Koogle  unleashed  a  bevy  of  clever  brand-building  T\ 
and  radio  commercials  aimed  at  mainstream  America. 
Thanks  to  that  marketing  emphasis,  Yahoo!  is  now  one  of 
the  best-known  Net  brands  around. 

But  Koogle  has  ensured  that  Yahoo! 
is  more  than  a  brand  built  out  of  Net 

KEY  ACCOMPLISHMENTS 

•  Built  one  of  the  best- 
known  brand  names  on 
the  Internet 

•  Consumer-friendly  ser- 
vices draw  more  than 
40  million  visitors  a 
month,  making  it 
the  leading  Web 
portal 


air.  A  lanky  guy  with  a  passion  for  vintage  guitars  and 
cars,  he  has  managed  to  turn  a  profit  for  five  quarters 
ning — a  rare  feat  in  Net  Land.  Yahoo!  is  expected  to  ^ 
$48  million  in  1998  on  sales  of  $190  million,  nearly  tripl 
1997  revenues.  Investors  are  doing  even  better.  Yah 
soaring  stock  price  gives  the  four-year-old  ( 
jjany  a  market  valuation  of  almost  $25  bi 
The  47-year-old  Koogle's  stake  so  fa 
tidy  $625  million. 

Now,  Koogle  wants  to  make  Ya'  - 
into  a  global  multimedia  and  E-c 
mei'ce  leaden  The  company  has  ab'c 
/  ""^'^    'W^^^K  localized  versions  of  its  sit 

'l^^^v    14  international  markets.  With 
traffic  expected  to  triple  in  the  next 
years  to  more  than  320  million  u| 
worldwide,  Koogle  will  have  liis  hand; 
keeping  Yahoo!  out  front. 


KEY  ACCOMPLiSHMENTS 

;  •In  engineering  the  merger  of 
\  Daimler  Benz  with  Chrysler,  he 

has  rewritten  the  rules  of  the 
road  for  the  global  auto  industry 

•  Pulled  a  U-turn  at  Daimler: 
From  net  losses  of  $3.5  billion 
.    in  1995,  estimated  net  profits 
f    should  hit  $2.6  billion  for  1998 


DEAL  OF  THE  DECADE 

►  JURGEN  E.  SCHREMPP  thrives  on  risk,  whether  it's  trekking 
alone  through  his  South  African  ganne  reserve,  tackhng  a 
sheer  rock  face  in  the  Italian  Alps,  or  facing  off  with  chess 
champion  Gary  Kasparov  (who  dispatched  him  in  2}A  min- 
utes). So  when  the  ceo  of  Daimler  Benz  decided  he  needed  a 
high-volume  car  business  to  stay  ahead,  he  visited  Chrysler 
CEO  Robert  J.  Eaton  and  proposed  a  breathtaking  merger. 

The  result  is  DaimlerChrysler,  the  $94  billion  deal  of  the 
decade.  In  one  bold  move,  Schrempp  has  redefined  competition 
in  the  global  auto  industry  and  kicked  off  a  wave  of  consoli- 
dation. DaimlerChrysler,  which  is  expected  to  have  operating 
earnings  of  $7.1  billion  on  revenues  of  $155.3  bUlion  in  1999,  is 
already  the  model  for  pulling  off  a  megamerger:  Move  swift- 
ly and  silently,  settling  the  touchiest  questions  before  going 
public.  And  Schrempp  and  Eaton  are  already  well  on  the 
way  to  finding  $1.4  billion  in  savings.  The  whole  thing  could 
sputter  if  the  Mercedes  name  gets  tar- 
nished or  if  Chrysler's  daring  vehicle  de- 
signs and  speedy  development  cycles  are 
hampered  by  methodical  GeiTnans. 

Fluent  in  Enghsh  and  experienced 
abroad,  Schi'empp,  54,  is  one  of  a  new  breed 
of  CEOs  who  will  manage  traly  global  en- 
terprises in  the  next  century.  He  made  his 
name  as  an  aggi-essive  cost-cutter  who  or- 
chestrated a  dramatic  tumai'ound  at  Daim- 
ler Other  top  Gennan  executives  are  now 
following  his  example  in  offering  greater 
value  for  the  shareholder.  For  now, 
Schrempp  is  co-chairman  of  DaimlerChrysler  vrith  Eaton.  He 
vriU  take  over  in  2001  at  the  latest.  But  as  in  the  chess  game  he 
learned  from  his  grandfather,  Schrempp  is  sui'ely  planning  a 
few  moves  ahead. 


SCHWAB'S 
E-GAMBIT 


►  CHARLES  R.  SCHWAB  (right), 
the   founder  of  brokerage 
Charles  Schwab  &  Co.,  and  his 
co-CEO,  DAVID  S.  POTTRUCK, 

showed  some  big-time  mettle 
in  1998.  With  an  eye  toward 
lower-priced  online  brokers, 
they  cut  commissions  last  Jan- 
uary by  more  than  half,  to 
$29.95  per  trade.  Initially,  the 
move  slammed  Schwab's  stock  and 
cost  it  an  estimated  $125  million. 
But  the  gutsy  gambit  quickly  cata- 
pulted Schwab's  online-trading  business 
into  the  stratosphere.  All  told,  Schwab's 
30%-plus  share  of  the  Internet-trading  mai-- 
ket  is  now  as  large  as  those  of  its  next 
tlii-ee  rivals  combined.  Its  total  assets  are 
up  32%  from  1997,  to  $461  bilUon.  And  with 
earnings  also  gi-ovring  at  a  fast  clip,  even  Wall 
Street  has  finally  come  around:  The  company's 
shares  have  nearly  tripled  since  September, 
pushing  its  market  capitalization  to  $27  billion, 
higher  than  even  brokerage  giant  Merrill  Lynch. 


KEY  ACCOMPLISHMENTS 

•  54%  of  its  trades  are 
now  online,  up  from 
40%  a  year  ago 

•  Gained  one  million  new 
customers  in  1998,  a 
20%  boost 

•  With  pre-tax  earnings 
expected  to  rise  25%  to 
$559  million,  shares  have 
jumped  130%,  to  about  65 

How  do  the  pair  split  the  load?  Pottmck,  50,  heir  apparent 
at  the  firm  he  joined  in  1984,  handles  the  company's  day-to- 
day operations.  He  has  led  Schwab's  move  to  incorporate 
the  Internet  into  eveiything  the  fu-m  does,  such  as  delivering 
financial  data  to  customers.  That  leaves  the  61-year-old 
founder  fi-eer  to  focus  on  overall  strategy  and  sei-ve  as  the  ad- 
vertising pitchman. 

To  keep  gi'owth  up,  the  twosome  ai"e  now  moving  overseas 
and  transfoi-ming  the  discounter  into  a  new  kind  of  full-service 
fii-m.  In  hopes  of  capturing  many  of  the  inexperienced  in- 
vestors who  have  flooded  into  the  market  of  late,  they're  of- 
feiing  eveiything  from  advice  and  reseai'ch  to  an  an'ay  of  mu- 
tual-fund choices.  It's  another  bold  gambit — though  this  time 
around  the  doubters  are  few. 
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SONY'S 
VISIONARY 

►  NOBUYUKI  IDEI  turned 
Sony  around  just  in  time  to 
see  the  Japanese  economy 
clobbered  by  a  deepening 
recession  in  1998.  But  while 
other  Japanese  companies 
are  struggling  to  stay  afloat, 
Idei  stands  out  for  taking 
bold  steps  to  prepare  for  a 
future  in  which  electronic 
toys  and  tools  converge. 


KEY  ACCOMPLISHMENTS 

•  Signed  deals  with 
Microsoft  and  General 
Instrument  to 
co-develop  interactive 
technology 

•  Gave  greater  autonomy 
to  U.S.  operations 

•  Stepped  up  initiative 
to  distribute  entertain- 
ment over  the  Web 

Foreseeing  dwindling 
profits  in  gadgets  like  the 
Walkman  and  portable  CD 
players,  Idei  introduced  a  se- 
ries of  innovative  networked 
products  in  1998.  The  most 
distinctive  was  the  sleek 
VAio  C-i  subcompact  comput- 
er, which  sports  a  built-in 
digital  camera.  He  also  inked 
an  agi-eement  with  Microsoft 
Corp.  last  June  to  develop 
its  Windows  OE  operating 
system  for  cable-TV  set-top 
boxes  that  will  hook  up  to 
the  Net.  And  he  is  leading 
Sony's  chai'ge  into  the  soft- 
wai-e  business,  with  plans  to 
distribute  movies,  music,  and 
other  content  '/ia  the  Web. 

At  the  same  time,  Idei, 
61,  moved  to  shore  uj)  Sony's 
soft  spots.  With  music  sales  slumping  and  movies  like  Godzilla 
falling  short  of  expectations,  Idei  wasted  Httle  time  before 
acting:  He  quickly  promoted  industiy  veteran  Howai'd  Stiinger 
to  the  post  of  chairman  of  U.  S.  operations.  Yet  there's  little  he 
can  do  about  the  yen's  20%  surge  in  value  against  the  dollar. 
Though  Sony  chalK 'd  up  a  record  $4.3  billion  operating  profit  on 
$56.3  billion  in  sales  in  the  fiscal  year  ended  Mai'ch,  1998,  this 
yeai'  is  tougher  But  wliile  Sony's  income  is  expected  to  faU 
30%,  to  $3  billion,  on  sales  of  $56  billion,  that's  still  much 


better  tiian  other  Japanese  consumer-electronics  giij 
Like  his  flamboyant  mentor,  Sony  Co.  founder  Akio  M( 
Idei  has  no  shortage  of  panache  and  thrives  on  risk 
dresses  in  fashionable  Italian  suits  and  speeds  around 
Porsche  911.  Back  in  the  office,  some  Sony  executives  w 
that,  vwth  all  his  chive,  Idei  is  speeding  too  fast  ai'ound  hi 
cui-ves.  But  as  he  watches  many  of  Japan's  former  powerl 
companies  struggle  to  survive,  Sony's  boss  feels  he  has 
choice  but  to  put  the  pedal  to  the  metal. 
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A  BOSS'S  LIFE 

►  For  STEVEN  P.  JOBS,  CEO  of  Pixar  Animation 
Studios  Inc.  and  interim  CEO  of  Apple  Com- 
puter Corp.,  things  couldn't  look  more  different 
than  they  did  a  year  ago.  With 
its  mai-ket  shai-e  plummeting,  Ap- 
ple was  then  showing  only  faint 
signs  of  life.  And  Pixar,  maker 
of  the  1995  computer-animated 
blockbuster  Toy  Story,  was  just 
another  one-hit  wonder. 

Now  both  are  drawing  raves. 
In  the  17  months  since  Jobs  took 
over  Apple,  he  has  simplified  its 
confusing  product  line  to  just 
four  basic  models  and  has  intro- 
duced the  slick-looking  iMac. 
The  image  conscious  Jobs  also 
launched  a  series  of  inspired 
"Think  Different"  ads  starring 
personal  heroes  such  as  John 
Lennon.  The  result:  Earnings  are  back  and 
Apple  is  vanning  a  few  new  customers  for  the 
fb'st  time  in  years. 

As  for  Pixar,  it's  expected  to  earn  as  much 
as  $200  million  or  more  from  its  long-awaited 
A  Bug's  Life.  The  computer-animated  feature 


KEY  ACCOMPLISHMENTS 

•  After  two  years  of 
losses,  Apple  earned 
$309  million  in  fiscal 
year  ended  Sept.  '98 

•  Success  of  A  Bug's 
Life  raises  Pixar's 
Hollywood  profile 

•  Combined  value  of 
Apple  and  Pixar 
leapt  from  $3.2  bil- 
lion to  $5.3  billion 


broke  the  all-time 
box-office  record 
for     the  crucial 
Thanksgiving  vacation  and  is  at 
the  center  of  a  huge  marketing  push 
by  partner  Disney. 

All  told,  the  value  of 
the  two  companies  has 
doubled  since  last  New 
Year's— and  Jobs's  73% 
stake  in  PLxar  is  worth 
$1.1  billion.  His  stock 
as  a  businessman 
rising,  too.  Al- 
though still  a 
devout  micro- 
manager,  insiders 
say  he  has  ma- 
tured far  beyond 
the  enfant  terrible 
who  founded  Ap- 
ple in  1976.  Jobs 
says  Pixar  is 
growing  up  as  well.  "It's  like 
we're  in  our  30s.  We  got  through 
our  20s  after  a  million  all-nighters — and  now  we  know  what 
we're  doing,"  says  Jobs,  now  43.  "We're  in  a  wondeiful  phase." 
Juggling  two  companies  may  not  be  easy,  but  Jobs  is  biidging 
the  computer  and  entertainment  worlds  to  beautiful  effect. 


DADDY  GAP 

►  By  the  way  he  talks,  you'd  think 
MILLARD  S.  DREXLER  was  the  chief  of  some 
fragile  startup  instead  of  the  ceo  at  pow- 
erhouse appai'el  retailer  Gap  Inc.  Vutu- 
ally  no  detail — from  window  displays  to 
fabric  blends — is  too  minute  to  escape 
the  54-year-old's  attention.  Eveiy  week, 
Drexler  strolls  anonymously  into  Gap 
stores  from  coast  to  coast 
to  schmooze  with  con 
sumers  and  clerks  alike 
in  a  constant  drive  to 
improve  the  company's 
products  and  services 
This  hands-on 
style     has  been 
Drexler's  trade- 
mai'k  since  he  took 
elm  at  Gap  in  1995.  Never 
t  liat  he  runs  a  company 
000  workers  in  one  of  the 
mature  industries  aroimd. 
t  exler.  Gap  is  still  a  fledg- 
'VVe  are  limited  only  by  om 
nation,"  he  says, 
agination  is  something  that 


Drexler,  known  for  his  market- 
ing and  merchandising  savvy, 
has  plenty  of.  In  a  cluttered 
marketplace,  he  has  managed  to 
create  distinct  identities  for 
Gap,  Banana  Republic, 
and  Old  Navy  brands. 
Memorable  TV  ads  over 
the  past  year  include 
"jimip  and  jive"  dancers 
for  Gap  and  zany  si)ots 
foi-  Old  Navy. 
All  that  has  helped  Gap 
soar,  reversing  the  flat 
performance  of  the 
early  '90s  even 
when  many  other 

retailers  have  struggled.  Thanks  to  strong 
showings  at  all  of  its  divisions,  Gap  is  expected 
to  earn  $775  million,  up  45%  fi'om  last  year,  on 
estimated  revenues  of  $8.8  billion  in  1998. 
And  then  there's  Gap's  success  on  the  Inter- 
net. Experts  say  Gap  has  one  of  the  most 
popular  shopping  sites  around. 

For  1999,  Drexler  says  he  has  spiffier 
products  and  store  expansion  plans  up  his 
sleeve.  But  then,  what  else  would  you  ex- 
pect from  a  guy  who  believes  his  multibil- 
lion-dollar  outfit  is  as  perishable  as  some 
rinky-dink  startup? 
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KEY  ACCOMPLISHMENTS 

•  Shares  up  about 
135%,  to  roughly  55 

•  Developed  unique, 
successful  chains  for 
different  market  seg- 
ments— Gap,  Banana 
Republic,  Old  Navy, 
and  babyGap 

•  1998  sales  should  rise 
some  30%,  far  above 
the  5%  retail  average 


THE  TOP 


EXKUTIVES 


TRAVEL  TITAN 

►  When  MARILYN  CARLSON  NELSON,  CEO  of  Carlson  Cos., 
took  over  the  family  business  last  Mai'ch,  she  inhented  an  em- 
pire that  had  been  inled  by  her  demanding  and  domineering 
father  for  six  decades.  Cmtis  Cai'lson,  who  still  has  100%  vot- 
ing control  of  the  company,  hasn't  always  agi'eed  with  her 
point  of  view,  but  this  year  Nelson  has  used  a  mixture  of 
brains  and  charm  to  keep  dad  satisfied  and  make  the  corner 
office  her  own. 

Under-  Nelson,  58,  Minneapolis-based  Carlson  has  launched 


INTEL'S  IRONMAN 

►  CRAIG  R.  BARRETT  stepped  into  the  chief  executive's  job  at 
Intel  Corp.  last  May — at  exactly  the  wrong  time.  With  sales 
soft  and  rival  chipmakers  gaining  market  share,  Intel  was 
heading  for  its  first  annual  profit  decline  in  a  decade.  By 
June,  when  the  Federal  Ti'ade  Commission  sued  Intel,  al- 
leging monopolistic  behavior,  investors  had  lopped  32%  off 
the  stock's  February  peak.  But  Barrett,  59,  kept  his  head, 
and  in  the  past  six  months  he  has  spurred  Intel  to  a  strong 
yearend  surge.  The  stock  rebounded  to  an  all-time  high  in 
December.  And  analysts  predict  record  results  in  1999. 

How  did  Barrett  pull  it  off?  Endurance  plays  a  part: 
Ban-ett  is  known  for  his  brutal  travel  schedule,  packed  with 
dawn-to-midnight  meetings.  His  maniacal  attention  to  oper- 
ations helped,  as  well. 

KEY  ACCOMPLISHMENTS 


Barrett's  manufacturing 
background  has  made 
him  a  stickler  for  effi- 
ciency— he  insists  that 
every  Intel  factory  be 
virtually  identical.  His 
rise  to  CEO,  after  25 
years  with  Intel,  was 
partly  due  to  that  flair 
for  operations.  But  the 
biggest  boost  this  year 


•  Wrang  more  profit  out  of 
high-end  chips 

•  Well-timed  segmentation 
strategy  helped  avoid  worst 
of  industry  slump 

•  Intel  stock  hit  all-time  high 
of  126  a  share 


KEY  ACCOMPLISHMENTS 

•  Made  Carlson  one  of  the 
largest  leisure  travel 
agencies  in  the  world 

•  Developed  employee 
loyalty  with  generous 
benefits 

•  Expanded  cruise  ships, 
hotels 


a  series  of  acc]uisitions  a: 
joint  ventures,  increasing  t 
company's  worldwide  trav 
agency  business  by  200 
And  Nelson,  who  has  ov 
seen  corporate  expansij 
since  1996,  has  built  a 
markably   loyal  emplo 
base  at  the  privately  o 
$7  billion  company.  A  c 
namic    and  inspiratio 
speaker,  she  has  liberaliz| 
benefits,  instituted  day-cj; 
and  profit-sharing  plans,  sometimes  over  her  father's 
jections,  and  brought  in  important  managers  from  outs: 
the  company. 

Nelson's  biggest  coup  this  year  was  merging  with  Briti; 
Thomas  Cook  Group,  and  combining  with  its  450  travel  offii 
in  the  United  Kingdom  and  its  small  British  au'line.  A  Fre 
speaker  who  studied  at  the  Sorbonne,  in  Paris,  Nelson 
easily  expanded  operations  in  Europe.  But  her  empire-bu: 
ing  hasn't  stopped  there.  She's  commissioning  luxury  c: 
ships  and  expanding  the  company's  hotel  franchises,  includ 
its  Radisson  Hotels.  She's  also  trying  to  prepare  son  C 
Nelson  to  take  over  the  company  someday. 

In  spite  of  her  worries  about  a  recession.  Nelson  has 
slowed  down  her  expansion.  Besides  travel,  Carlson  has  a 
billion  business  that  advises  companies  such  as  General  E 
trie  on  employee  incentives.  Nelson's  message:  Don't  th 
small.  Taking  her  own  advice,  she  has  vowed  to  double  C 
son's  revenues  in  the  next  five  years. 


came  from  Barrett's  str-ategy — hatched  with  Chairman 
drew  S.  Grove — to  bolster  pr-ofits  by  expanding  Intel's  pr 
uct  line  at  both  the  top  end  and  bottom.  Selling  very  hi 
end  chips  at  recorxl  prices,  and  introducing  successful  ch 
chips,  carried  Intel  through  a  tough  year. 

The  combination  of  Gr'ove,  who  spins  Intel's  vision,  .  \ 

Barrett,  who  execu 


dMEt 


tyht 


with     cool  precis 
seems  unbeatable, 
though  1998  sales 
only  expected  to  h 
gr'own  4%,  the  new  c 
executive  is  looking 
future  growth  outs 
Intel's  core  chip  b 
ness.  He  has  expan 
Intel's  networking 
terprise,  launched 
consumer'-PC  support  iij^jj 
eration,    and  bou 
rights   to   a  hot 
processor    for  dig 
handheld  devices 
chip   industry  sag 
11%  in  1998.  But  th{ 
to  Barrett,  Intel  i 
out  the  slump,  and 
the  chipmaker  is  po 
to  roar  ahead. 


■m 


cue 
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\KING  AOL  A-O.K. 

r  ROBERT  W.  PITTMAN,  president  (left),  and  STEPHEN 
SE,  CEO,  of  America  Online  Inc.,  1998  was  a  year  of 

revenge.  As  recently  as  two  years  ago,  aol  was  dis- 
1  hy  Internet  cognoscenti  as  an  idea  whose  time  had 
-and  gone.  All  the  real  action  was  on  the  World  Wide 
lint  proprietaiy  content  services  like  aol.  But  faster 

speeding  cursor,  this  pair  of  cybermanagers  has  turned 
iling  AOL  from  a  has-been  to  the  undisputed  champ  of 
iline  world. 

line  who  doubted  aol's  staying  power  is  skeptical 
ii'e;  In  November,  Case,  40,  harnessed  the  technology 
)o\ver  of  Sihcon  Valley  with  his  $4.2  billion  purchase  of 
aije  Communications  Corp.  and  a  marketing  agree- 
with  Sun  Microsystems  Inc.  In  a  single  stroke,  aol  be- 
■.\  credible  rival  to  Microsoft  Corp.  in  the  war  for  In- 

supremacy. 

■n  before  that  deal,  Pittman,  45,  was  building  aol  into  a 
recognized  consumer  brand,  positioning  it  to  be  the 
'ula  or  McDonald's  of  the  online  world.  He  lured  online 


merchants  to  advertise  and  sell 

theii'  wares  to  aol's  14  million    KEY  ACCOMPLISHMENTS 

subscribers.  And  with  the 

promise  of  a  more  predictable     *  $4.2  billion  deal  to 
earnings  stream  based  not  just       buy  Netscape  as  well 
on  subscription  fees  but  also       as  a  marketing  deal 
on  potentially  more  lucrative       with  Sun 
E-commerce  revenues,  Case  Microsystems 
and  Pittman  have  been  able  to 
sell  aol  as  the  fii-st  "blue  cliip"     •America  Online 
Internet  stock.  That's  helped       stock  climbed  roughly 
aol's  shares  to  jump  nearly       600%  in  1998,  from 
600%  this  year.  '        22  to  around  160 

That's  an  incredible  rever- 
sal from  a  few  years  ago,  when  aol  looked  to  be  fading  fast 
under  a  barrage  of  busy  signals.  In  1997,  aol  suffered  a 
$499  million  loss.  A  year  later,  aol  hauled  in  $91.8  million  in 
net  income  on  revenues  of  $2.6  billion.  Moreover,  Case  and 
Pittman  turned  things  around  with  unusually  effective  team- 
work, despite  sharply  different  styles.  Case,  an  intense  in- 
trovert, is  the  big-pictiu'e  strategizer  Pittman,  a  talkative  ex- 
trovert, is  the  savvy  dealmaker  and  mai'keting  guni.  Together, 
they  proved  aol  can  be  cool — as  well  as  profitable. 
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WIZARD  OF  3-D 

►  When  kids  around  the  world  opened  up  their  Christmas 
packages,  many  were  thrilled  to  find  eye-popping  3-D  com- 
puter games.  In  addition  to  their  parents,  they  should  also 
thank  KWOK  YUEN  HO  and  his  little  known  but  rapidly 
gi'owing  Company,  ATI  Technologies  Inc.  Ho,  a  48-year-old 
Chinese  emigre,  has  built  suburban-Toronto  ATI  into  the 
hottest  3-D  chipmaker  in  the  computer  industry.  With  Dell, 
Compaq,  and  IBM  among  his  biggest  customers,  sales  and 
earnings  are  soaring.  Even  better,  Ho  enjoys  a  33%  share 
of  that  supercharged  market-  -more  than  four  times  rival 
Intel's  share. 

ATI's  recipe  for  success  has  been  to  move  ever  more  swift- 
ly in  an  industiy  where  product-cycle  turnaround  counts 
for  everything.  By  double-teaming  engineers  to  keep  a 
steady  stream  of  'imovations  moving  through  the  pipeline. 
Ho  has  been  able  to  cut  his  turnaround  time  in  half,  to  un- 
der nine  months  His  latest  chip,  Rage  128,  which  gives 
dizzying  reality  to  such  hot  new  games  as  Quake  11  and 
Half-Life,  is  less  than  a  month  old.  But  Ho  is  already  push- 


ing to  release  a  next  genera- 
tion version,  just  as  3-D  im- 
agery begins  to  surge  on  the 
Net.  If  it  catches  on  with  E- 
commerce  suppliers,  that  mar- 
ket too  should  be  lucrative. 

Masterminding  the  growth 
has  been  a  heady  leap  for  the 
soft-spoken,  youngish-looking 
Ho,  who  grew  up  nearly  des- 
titute in  mainland  China.  Af- 
ter working  for  nine  years  in 
Hong  Kong  for  such  outfits  as 

Control  Data  and  Philips,  he  moved  to  Canada  to  help 
ATI  in  a  Toronto  garage  in  1985.  The  company  went 
in  1993. 

Now,  with  1,600  employees  reporting  to  him.  Ho 
termined  to  keep  creativity  flowing  up  the  command 
He  makes  a  point  of  regularly  talking  with  as  many  s  ji 
as  he  can  and  he  even  eschews  reserved  parking  ;^  -v 
for  senior  staffers.  Just  as  he  hustles  to  find  a  p:^ 
space  every  moi'ning.  Ho  has  gi-abbed  his  own  specia^ 
in  the  booming  gi-aphics  chip  market.  '"  ' 


KEY  AGCOMPUSHME 

•  Share  price  soared 
over  100%,  to  17 

•  Sales  should  jump 
38%,  to  $1  billion 
fiscal  year  ending  r 
August 

•  Profits  expected  to 
15%,  to  $125  mill 


66  BUSINESS  WEEK  /  JANUARY  11,  1959 


■COND  WIND 
>R  WAL-MART 

ast  three  years  ago,  it  looked  as 
gh  Wal-Mart  Stores  Inc.  had  finally 
he  wall.  Profit  growth  was  slowing, 
investors  were  fleeing.  But  DAVID 
JVSS,  Wal-Mait's  CEO  since  1988,  has 
aged  to  infuse  the  retailing  giant 

much-needed  new  enei'gy  and  di- 
on.  His  biggest  success:  a  foray  into 
rrocery  business,  with  giant  "super- 
ivs"  that  sell  general  merchandise 
food.  And  now  Glass,  63,  is  expeii- 
ing  with  smaller  food  mai'kets,  too. 
's  helped  revive  Wal-Mart  on  both 
I  Street  and  Wall  Street, 
ass's  secret  has  been  his  knack  for 
taining  the  pereonal  touch  that  Wal- 

s  legendary  founder,  Sam  Walton, 

to  build  his  discount  stores  into 
largest  retail  chain  on  the  globe. 

Walton  before  him,  Glass  often 

s  out  in  Wal-Mart  stores,  mixing  with  staffers.  Earlier 
year,  he  even  worked  the  door  as  a  greeter  in  stores  in 
da  and  Pennsylvania,  to  make  good  on  a  bet  with  era- 
ses after  they  reached  their  eai'nings  goal, 
it  there's  more  than  fun  and  games  at  work  here.  Using 
Mart's  vaunted  distribution  and  infbiTnation  systems,  the 


•  Shares  up  more  than  100%,  to  80 

•  New  moves  into  groceries  and  for- 
eign markets  have  fired  up  growth, 
calming  worries  about  saturation 

•  Earnings  should  soar  22%,  to  $4.3 
billion,  on  an  expected  sales  rise  of 
16%,  to  $137  billion 


low-key  Glass  has  an  ambitious  strategy 
to  build  the  chain  into  a  truly  global 
brand.  It's  ah'eady  the  dominant  chain  in 
Mexico  and  Canada.  Glass  says  more 
acquisitions  abroad  are  likely  this  year, 
particularly  in  Europe. 

Glass  is  already  getting  results.  Wal- 
Mart's  earnings — and  stock — are  soar- 
ing. And  after  years  of  costly  invest- 
ment, even  international  is  now  adding 
to  the  bottom  line.  One  increasingly 
pressing  question,  however,  is  who  will 
succeed  Glass.  Some  top  contenders  have  left  in  recent  years 
to  lead  other  companies.  Glass  promises  he's  luring  talented 
outsiders  to  the  Wal-Mart,  ranks  and  preparing  the  next  gen- 
eration to  lead  the  giant  discounter.  But  don't  expect  a  tran- 
sition anytime  soon.  "I  don't  want  to  go  anywhere  because  I'm 
having  a  lot  of  fun,"  he  says. 


IMPULSIVE  SHOPPER 

3r  most  CEOs,  one  or  two  big  acquisitions  would  be  a 
er  year.  For  Tyco  International  Ltd.  ceo  L.  DENNIS 
OWSKI,  it's  not  unusual  to  do  a  dozen.  But  even  deal-a- 
h  Dennis  outdid  liimself  at  yearend,  riding  in  as  a  wliite 
it  to  snatch  electi'onic  components  maker  AMP  fi'om  the 
le  clutches  of  AlliedSignal's 
'ence  A.  Bossidy  in  November  for 
billion. 

|i  le  AMP  purchase  capped  the  best 

yet  for  Kozlowski,  52,  who  in  1998 

!d  to  buy  13  companies  for  $18  bil- 

All  tliis  dealmaldng  has  transfoiTned 
li  sleepy  Tyco  into  one  of  America's 

lier  industrial  growth  companies, 
better,  in  a  yeai*  when  many  merg- 

)undered  over  executive  control  and 

Kozlowski  has  made  all  the  parts 
together  smoothly.  Wlien  the  all- 
deal  closes  in  Febnaary,  Tyco  will 

merating  some  $23  billion  in  annual 

lues,  up  from  just  $i  billion  in  1992, 

I  Kozlowsld  took  the  reins.  Net  in- 
is  expected  to  hit  $2.3  billion  in 
up  from  $95  milUon  in  1992. 


The  hyperacquisitive  Kozlowski  is  always  on  the  i^rowl, 
scouting  30  to  40  opportimities  at  a  time.  He  focuses  on  the 
fom-  segments  where  Tyco  already  has  a  major  presence:  dis- 
posable medical  supplies,  valves,  fire  protection  and  electronic 
security,  and  electrical  and  electronic  components.  Hardly 
glamorous  stuff,  but  that's  fine  by  Kozlowski.  He  squeezes 
the  most  out  of  these  operations  with  ultra-lean  and  decen- 
tralized management.  His  headquarters  staff  numbers  only 
about  70,  centered  aimmd  foiu'  worldwide  managers.  Kozlowski 

I hates  meetings  with  a  passion,  prefer- 
ring to  keej)  in  touch  by  PC  and  phone. 
Once  Kozlowski  has  swallowed  AMP, 
he  figures  Tyco  should  generate  profit 
gTOwth  of  25%.  But  don't  think  that  will 
satisfy  Kozlowski.  Indeed,  the  dealmak- 
ing  may  have  only  begun. 

KEY  il00lliFLISIiiEflTS 

•  Turned  Tyco,  a  mundane  indus- 
trial parts  supplier,  into  a  hot- 
growth  company 

•  Completed  109  acquisitions 
since  1992 

•  Since  January,  Tyco's  stock  rose 
more  than  65%,  to  75 
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JAVA'S  PERCOLATOR 

►  Even  before  he  emerged  as  the  linchpin  of  America  Online 
Inc.'s  blockbuster  deal  in  November  to  buy  Netscape  Com- 
munications Corp.,  Sun  Microsystems  Inc.  CEO  SCOTT  G. 
McNEALY  had  already  led  the  maker  of  big  commercial  com- 
puters to  a  boffo  1998.  Shrugging  off  the  Asian  crisis,  he 
outpaced  much  larger  rivals  such  as  Hewlett-Packard  and 
IBM,  and  established  Sun  as  a  key  player  in  the  emerging  In- 
ternet economy. 

McNealy,  once  dismissed  as  a  brash,  trash- 
talking  kid  who  got  lucky,  now  has  some  big 
new  friends  on  his  side.  The  AOL-Netscape 
deal  commits  aol  to  buying  huge 
amounts  of  Sun  computers — worth  a 
whopping  $500  million — and  allows 

KEY  ACCOMPLISHMENTS 

•  Boosted  sales  14%  to  $9.8 
billion  in  fiscal  year  ended 
June.  Profits  soared  23%,  to 
$906  million 

•  Stock  price  up  roughly  115% 
to  around  85,  in  1998 

•  Expanded  Sun's  business 
reach  by  joining  America 
Online-Netscape  deal 


Sun  to  resell  Netscape's  elec 
tronic-commerce  software. 
If  McNealy,  44,  can  capi 
talize    on  Netscape's 
blue-chip  customei-  list, 
Sun  may  well  become 
the   primary  hard- 
ware and  software 
provider  for  Internet 
commerce. 

A  charismatic  speak- 
er, McNealy  has  always 
been  superb  at  firing  up 
the  troops.  And  that's  just 
what  the  outspoken  exec- 
utive spent  1998  doing.  He 
rallied  the  entire  company  to- 
wai'd  pushing  Sun's  Java  soft- 
wai'e  as  an  alternative  to  Mici'osoft, 
Coip.'s  Windows.  More  than  that,  he 
aims  to  make  Java  the  Ihigva  fratmi  of 
the  entire  Internet  age — the  chief  way 
to  write  and  run  a  new  and  simpler  gen- 
eration of  progi'ams. 

He  is  getting  big  i-esults:  Use  of  Java 
is  surging.  But  that's  just  the  begin- 
ning. McNealy  is  offering  Java  for  a 
myriad  of  consumer  devices — from 
cellulai-  phones  to  smart  cai'ds.  These 
days,  no  one's  dismissing  McNealy 
anymore. 
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:|ZER'S  PEP  PILL 

hen  it  comes  to  moving  new  products  out  of  the  lab  and 
:he  marketplace,  Pfizer,  with  an  estimated  $13.4  billion  in 

in  1998,  is  the  phamiaceutical  industry's  heavyweight 
p.  Credit  KAREN  L.  KATEN,  a  25-year  Pfizer  veteran  and 
dent  of  Pfizer  U.  S.  Pharmaceuticals,  for  much  of  the 
any's  muscle.  Katen,  50,  who  climbed  the  ranks  through 
'^s  mai'keting  operations  before  taking  over-  as  head  of  the 

diTig  ami  in  1995,  seems  to  have  a  formula  for  laimching 


KEY  AOGOMPLiSHMENTS 

•  Launched  breakout  hits  includ- 
ing Viagra  and  Trovan 

•  Oversaw  lucrative  partnerships 
marketing  other  companies' 
drugs,  including  Lipitor,  Warn- 
er-Lambert's big  success 

•  Beefing  up  Pfizer's  U.S.  sales 
force  by  adding  750  more  reps 


blockbusters.  Think 
Viagra. 

That  talent  has 
helped  her  make  an 
already  strong  U.  S. 
drug  operation  even 
stronger.  During  her 
tenure,  Pfizer  has  had 
one  knockout  product 
launch  after  another, 
including  the  allergy 
medicine  Zyrtec,  the 
antibiotic  Trovan,  and, 
of  course,  the  anti-impotence  pill  Viagi'a. 

Katen  has  fostered  lucrative  alliances  outside  the  company, 
too.  A  co-marketing  deal  with  Warner-Lambert  in  1997 
launched  the  cholesterol-lowering  ding  Lipitor  in  the  U.  S. 
Thanks  in  no  small  measure  to  aggressive  and  savvy  promo- 
tion by  Pfizer,  Lipitor  is  now  the  leader  in  its  $4.6  billion  mar- 
ket. Revenue  from  two  such  partnerships  will  add  an  esti- 
mated $800  million  to  Pfizer's  sales  in  1998. 

Known  for  her  ability  to  build  cohesive  teams  within  the 
highly  competitive  company,  as  well  as  a  knack  for  spotting 
talented  executives,  Katen  is  in  the  iTiiming  to  succeed  Pfizer 
Chairman  William  C.  Steere  Jr.  when  he  retires  in  2001. 
Meanwhile,  don't  expect  her  to  let  up  in  her  cuirent  assign- 
ment. Katen  says  the  reason  for  her  loyalty  is  simple:  "I've 
never  been  bored."  With  Pfizer's  pipeline  healthy,  that  v/on't 
be  changing  anytime  soon. 


IGH  FLIERS 

ost  airline  folk  had  wiitten  off  US  Air- 
Group  long  before  STEPHEN  M.  WOLF 
,)  and  RAKESH  GANGWAL  took  a  gamble  on 
coubled  can-ier  in  1996.  But  captain  Wolf 
•o-pilot  Gangwal  worked  hard  to  pull  the 
e  out  of  its  nosedive — i-evamping  routes, 
ing  staff,  and  forging  a  smart,  foi-waixl- 
oking  strategy.  Result:  Wolf,  57,  and  Gang- 
wal, 45,  have  got  themselves  a  contender 
Today,  US  Airways  is  sparring 
with  the  big  boys.  It  has  transat- 
lantic reach  and  fills  up  some  of 
the  most  modern  craft  in  the 
skies.  And  after  years  of 
hefty    losses,  earnings 
have  once  again  taken 
off.  Even  better,  US  Airways  shares 
have  gone  from  20  to  around  50  since 
the  pair  took  the  helm,  while  airline 
stocks  as  a  whole  have  gone  up  just 
48%.  And  though  US  Airways  shai'es, 
like  those  of  all  other  airlines,  have 
been  hammered  recently  by 
fears  of  recession, 
they  have  held 
up  better  than 
those  of  rivals. 


KEY  ACCOMPUSHMENTS 

•  Since  Wolf  and 
Gangwal's  arrival  in 
1996,  pretax  profits 
are  up  more  than 
sevenfold,  to  an  ex- 
pected $927  million 
in  1998 

•  Shares  are  up  rough- 
ly 200%  since  1996 

How  did  these  guys  do 
it?  In  the  same  way  they 
l)ulled  off  a  similar  turn- 
around when  they  were  at 
United  Airlines.  Gang-wal, 
named  US  Airways  ceo  in 
details.  He's  obsessed  with  load  factors 
and  other  efficiency  measures.  Wolf,  who  remains  chairman, 
charts  broad  strategy,  flying  around  the  globe  to  hammer 
out  deals.  Their  partnership  goes  back  to  '92,  when  Wolf  put 
Gang-wal,  a  Calcutta  native,  in  charge  of  planning  for  LInited. 
When  Wolf  was  forced  out,  Gang-wal  followed. 

Now,  the  duo  are  betting  on  a  new  venture,  a  no-frills 
regional  carrier,  MetroJet,  launched  in  June.  Just  a  couple  of 
years  ago,  few  would  have  bet  a  nearly  bankinpt  US  Aii-ways 
would  still  be  alive — never  mind  thiiving.  But  that  was  before 
these  two  came  along. 
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TO  WATCH 
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Alan  R.  Mulally 

Boeing 

Thei-e's  turbu- 
lence ahead  for 
Mulally.  The 
53-year-olcl 
Boeing  veteran 
must  tuin 
around  the  profitless  com- 
mei'cial  aii'plane  gi'oup. 
Tough  job.  Mulally  has  to 
build  a  record  number  of 
planes  in  '99  while  mak- 
ing progress  cutting  up  to 
48,000  jobs.  If  it  works, 
he  could  someday  be  i"e- 
warded  with  the  ceo  job. 

Jeffrey  P.  Bezos 

Amazon.com 

This  formei' 
hedge-fimd 
manager,  34, 
has  made 
Amazon  the 
Web's  biggest 
retailer.  But  formidable 
rival  BaiTies  &  Noble  is 
moving  aggressively  on- 
line. Bezos'  answer:  ex- 
pand into  electronics  and 
toys.  No  one  expects 
profits  in  1999,  but  this 
year  may  show  whether 
Amazon  is  a  keeper. 

Andrea  Jung 

Avon  Products 


Since  becom- 
ing president  a 
year  ago,  the 
40-year-old 
mai'keting 
whiz,  who 
helped  modernize  the 
Avon  image,  is  continuing 
her  push  overseas.  Con- 
sidered a  shoo-in  to  be- 
come the  next  ceo,  Jung's 
goal  is  to  make  the  cos- 
metics company  a  house- 
hold name  around  the 
globe. 


ON  BUG 


►  FERDINAND  PIECH  should  be  breaking  out 
the  champagne  about  now.  Since  taking  the 
wheel  at  Volkswagen  in  1993,  when  the  Ger- 
man carmaker  was  hemor- 
rhaging $1.1  billion  a  year,  he 
has  been  obsessed  with  fixing 
the  company  his  father  once 
ran  and  turning  it  into  a  glob- 
al powerhouse.  This  year, 
Volkswagen  is  expected  to  post 
a  W/'c  gain  in  profits  to  $1.3 
billion,  on  sales  of  $75  billion. 
Even  more  exciting  for  a  man 
as  competitive  as  Piech,  Volk- 
swagen is  neck-and-neck  with 
Toyota  Motor  Corp.  and  may 
very  well  replace  it  as  the 
No.  3  auto  maker  in  cars  sold 
worldwide. 

A  jjassionate  car  gxiy  who  loves  to  tinker 
with  engines,  Piech,  61,  has  injected  some 
pizzazz  into  the  mass-market  carmaker  even 
as  he  has  pursued  a  ruthless  cost-cutting 
program.  He  slashed  the  number  of  basic 


KEY  ACCOMPLISHMENTS 

•  Hugely  successful 
Beetle  launch 
helped  boost  U.S. 
VW  sales  63% 

•  Chopped  costs  to 
turn  billion-dollar 
losses  into  billion- 
dollar  profits 

•  Moved  VW  into  the 
ultra-luxury  market 


platforms  from  16  to  4,  for  example 
turned  around  his  Seat  and  Skoda  br 
Now  he  can  concentrate  on  new  proc 
such  as  the  suiprise  hit  family  sedan  of 
the  Passat,  and  the  Lupu  minicai'  launch 
Europe  in  1998.  But  nothing  beats  the 
tery  of  his  introduction  of  the  new  Bee 
project  he  personally  ch 
oned  in  the  face  of  in-l 
skeptics.  The  $16,425  higt 
version  of  the  lovable  bu 
led  a  revival  of  Volkswa 
U.  S.  sales. 

Piech's  bold  move  int( 
ultra-luxury  mwket — he  b^ 
Italian  sports-car  makers 
borghini  and  Bugatti  in  II 
spiced  up  vw,  but  it  did 
to  one  high-profile  blund( 
the  race  to  buy  Rolls-F 
Motor  Cars  for  a  pricey 
million,  Piech  didn't  d( 
homework  and  ended  up  losing  the  rigl  II  tfi 
the  Rolls-Royce  name  to  rival  BMW.  vw  • 
up  with  only  the  lesser-known  Bentley  1 
after  2002.  But  don't  expect  that  to  sto 
fieiy  engineer  from  stiiving  to  make 
a  class  act. 
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.  is  who  we  listen  to.  Wliether  it's  in  a  college,  a  hospital, 
hool  system  or  a  corporation,  providing  the  best  service  requires 
erstanding  what  customers  want.  What's  made  us  the  leading 
I  and  facilities  management  services  provider  in  North  America 
ir  ability  to  turn  this  understanding  into  innovative  approaches 
H     for  serving  our  customers.  That's  the  art  of  service. 

a 

)C     Judged  daily  by  experts  like  these. 

)0-763-3946  x44431 
iv.sodexhomarriott.com 


Sodexho  Marriott 


SERVICES 


"Marriott"  is  a  registered  trademark  of  Marriott  International,  Inc., 
used  pursuant  to  license.  01999,  Sodexho  Marriott  Services,  Inc. 


THE  TOP 


EXECUTIVES 


EXECUTIVES 
TO  WATCH 
IN  1999 

Sanfoid  I.  Weill 

Citigroup 


1998  was  a 
roUei'  coaster 
ride  for  Weill. 
Problems  com- 
bining Travel- 
ers with  Citi- 
corp last  fall,  led  Weill, 
65,  to  dump  his  president 
and  long-time  protege, 
James  Dimon,  leaving  the 
company  in  disarray. 
Now,  Weill  has  to  build  a 
new  team — and  prove  he 
can  shai-e  the  top  job 
with  John  S.  Reed. 

Marjorie  Scardino 

Pearson 


The  irrever- 
ent, Texas- 
born  Scardino, 
51,  has  livened 
British  media 
giant  Pearson 
and  shed  noncore  assets. 
Now  the  hard  part:  di- 
gesting the  recent  $4.6 
billion  purchase  of  two 
Simon  &  Schuster  units. 
The  deal  leaves  Pearson's 
CEO  facing  hefty  debt 
as  Britain  enters  a 
downturn. 

William  H.  Gates  III 

Microsoft 


So  what  if  he's 
the  richest 
man  in  the 
world?  Gates, 
43,  faces  a  per- 
ilous future. 
Microsoft  is  battling  to 
build  its  Microsoft  Net- 
work as  it  endui'es  an  an- 
titrust trial.  Last  August, 
Gates  stepped  back  from 
day-to-day  operations  to 
guide  product  develop- 
ment. He  better  not  stray 
too  far  fi'om  the  tiller. 


LIGHT  SPEED 

►  When  RICHARD  A.  McGINN  took  over  the 
CEO  post  at  telecommunications-equipment 
makei'  Lucent  Technologies  Inc.  in  October  of 
1997,  he  faced  an  unenviable  task — following 
in  the  footsteps  of  Hem-y  B.  Schacht,  one  of 
Corporate  America's  most  respected  elder 
statesmen.  Schacht,  the  foiTner  Cummins  En- 
gine Co.  CEO,  brought  in  to  head  Lucent 
when  the  company  was  spun  off  from  at&t  in 
1996,  had  just  guided  Lucent  to  a  spectacular 
first  year. 

But  McGinn,  52,  didn't  miss  a  beat  after  his 
predecessor  stepped  down  at  age  63.  A  sports 
nut  with  a  particular  fondness  for  golf  and 
deep-sea  fishing,  McGinn  has  instilled  a  take- 
no-prisoners  competitiveness  in  Lucent's  once- 
sleepy  culture.  His  favorite  sport  of  all,  in 
fact,  is  "taking  share"  from  competitors  like 
Motorola  Inc.  and  Northern  Telecom  Ltd.  In 
199S,  Lucent  won  a  host  of  marquee  deals,  in- 
cluding contracts  from  wireless-service 
provider  PrimeCo  Personal  Communications 
and  Baby  Bell  SBC  Communications  Inc. 

Despite  a  sunny  disposition  and  an  easy 
laugh,  McGinn  is  not  one  to  take  lightly.  He 
starts  his  days  at  5  a.m.  by  mnning  on  his 
treadmill  and  catching  up  on  news  fi'om  Asia, 
then  hits  the  office  at  7:00.  In  between,  Lu- 
cent executives  know  to  expect  calls  from 
McGinn  during  his  30-minute  commute  in  his 
red  Range  Rover. 

Always  a  man  in  a  huiry,  McGinn  spent 
1998  pushing  Lucent  into  a  host  of  new  mar- 
kets, including  acquisitions  in  the  fast-gi'owing 
market  for  data  gear  He's  also  swiftly  ex- 
panding overseas.  Last  year  Lucent  won  con- 
tracts in  China,  the  Philippines,  Brazil,  and 
elsewhere. 

It  has  all  fueled  Lucent's  sizzling  hot 
streak.  Sales,  profits,  and  its  share  price  are 
soaring.  And  McGinn  himself  has  been  richly 
rewarded  by  the  Lucent  board  with  a  hefty 
.$12  million  cash  bonus.  McGinn  will  always 
say  he's  deeply  gTateful  for  Heniy  Schacht's 
guidance.  But  others  in  the  industiy  may  al- 
ready be  saying:  "Hemy  who?" 

KEY  ACCOMPLISHMENTS 

•  Shares  up  180%,  to  112 

•  Earnings  in  fiscal  '98  rose  79%,  to 
$970  million,  on  sales  up  14%,  to 
$30.1  billion 

•  Made  11  critical  acquisitions  in 
1998,  including  seven  in  data 
networking 
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E  X  T  R  I  C  I  T  Y 

SOFTWARE 


THE  TOP 


EXECUTIVES 
TO  WATCH  ^ 
IN  1999 


Eckhard  Pfeiffer 

Compaq  Computer 

After  snapping 
up  Digital 
Equipment 
^•s^^^M  eai'ly  last  year, 

Pfeiffer,  57, 
HBk  tH  spent  much  of 
1998  digesting  the  trou- 
bled computer  maker.  But 
with  strong  holiday  sales, 
Compaq  looks  to  be  back 
on  track.  Now,  Pfeiffer  is 
offering  PCs  over  the  In- 
ternet. The  question  is, 
can  he  sell  direct  and 
keep  his  resellers  happy? 

Mel  Karmazin 

CBS 


1999  may  show 
whether  CBs's  V 
new  CEO  is  a 


manager  or  a 
salesman.  Kar- 
mazin, 55,  who 
made  his  name  selling  ra- 
dio ads,  engineered  the 
public  offering  of  CBS's 
outdoor  advertising  and 
radio  business.  He  vows 
he's  in  TV  for  the  long 
haul.  But  the  buzz  per- 
sists that  he'll  sell  the 
network. 

Hugh  L.  McCoU  Jr. 

BankAmerica 


McCoU's  Na- 
tionsBank just 
completed  its 
merger  with 
BankAmerica, 
creating  a 
banking  leviathan.  But 
there  are  already  signs  of 
strain:  BofA  ceo  David 
Coulter  was  forced  out  af- 
ter a  $372  million  hedge- 
fimd  loss  suifaced.  Mc- 
Coll,  63,  agreed  to  extend 
his  tenure  as  he  tries  to 
make  this  merger  work. 


BANK  ROLL 

►  Bankers  had  a  had  year  in  1998:  Russia  de- 
faulted, Long-Term  Capital  Management  im- 
ploded, and  lenders  lost  billions.  But  if  you 
gi'aded  on  a  curve.  Chase  Manhattan  Corp.'s 
chairman  and  ceo,  63-year-old  WALTER  V. 
SHIPLEY,  ended  up  a  leader  in  his  class. 

.Just  before  Chiistmas,  Chase  said  it  would 
beat  analysts'  expectations  for  fourth-quarter 
earnings.  In  fact,  Chase  said  it  might  have  its 
best  quarter  ever.  And  its  share  price,  after 
tanking  with  the  rest  of  the  industry  last 


NERDY  LIKE  A  FOX 

►  MICHAEL  S.  dell's  performance  is  so  awe- 
some that  a  new  word  may  be  needed  to  ex- 
plain how  the  33-year-old  ceo  continues  to 
astound  competitors,  analysts,  and  share- 
holders: Dellocity. 

It's  not  yet  part  of  the  jargon-heavy  com- 
puter-industry lexicon,  but  it  should  be.  Del- 
locity is  the  art  of  operating  in  peiTnanent 
fast-forward  mode.  The  company  squeezes 
maximum  efficiency  out  of  everything  it 
does — from  manufactiu-ing  personal  computers 
to  shipping  orders  within  two  weeks  to  de- 
livering instantaneous  customer  service  via 
tiie  Worid  Wide  Web. 

Dell's  financial  performance 
shows  the  same  acceleration  as 
its  operations.  Sales  in  1997 
jumped  from  $7.7  billion  to 
$12.3  billion  and  are  expected 
to  approach  $18.5  biUion  for  the 
fiscal  year  ending  .Jan.  31. 

Those  results  are  a  lot  jazz- 
ier than  the  man  himself, 
whom  business  magazine  pro- 
filers   have     described  as 


KEY  ACCOMPLISHMENTS 

•  Share  price  has  leapt 
100%  since  October 

•  Despite  industry  tur- 
moil, expects  record 
fourth-quarter  profits 

•  Oversaw  two  huge 
mergers  successfully 


summer, 
come  char 
back. 

Consider  it 
latest  exampl 
slow-and-ste 
wins  the  r 
And  steady 
just  the  wore 
Shipley, 
joined  a  pn 
cessor  of  the 

Chemical  Bank  in  1956.  In  the  1990s,  Shi 
has  presided  over  two  megamergers 
Manufacturers  Hanover  and  the  old  CI 
Manhattan — without  suffering  many  of 
problems  that  have  plagued  some  rivals.  E 
his  shortcomings  haven't  hurt  much.  Unabl 
buy  an  equity  business,  Shipley  avoided 
pain  suffered  by  competitors  who  did. 

With  more  tough  times  on  the  horizor 
the  banking  industry,  Shipley  seems  be 
prepared  than  most.  Pei"sevei*ance  is  his  t 
mark.  Back  in  his  college  days,  he  was  a 
ketball  star  at  Williams  College  with  a  rj 
tation  as  a  standout  rebounder.  Shipley,  th 
flunked  out  of  school  and  had  to  finish  hi: 
gi'ee  at  night  at  New  York  University, 
he  has  presided  over  the  banking  indus| 
biggest  comeback  in  '98,  proving  once 
that  Shipley  knows  how  to  bounce  back. 


"heige."  Michael  Dell  is  a  nerd 
at  heart,  spending  time  with 
his  company's  engineers  and 
managing  much  of  his  empire 
via  E-mail — several  hours  a 
night  from  home  is  com- 
mon. In  tine  workaholic 
style,    his    $10  million 
mountain-top  estate  is  only 
minutes    from  company 
headquarters. 

But  the  style  works.  In 
electronic  commerce,  the  ul- 
timate in  high-velocity  busi- 
ness, Dell's  Internet  sales 
have  skyi'ocketed  to  an  as- 
tonishing $10  million-plus  a 
day.  Now  that's  Dellocity. 


SCI 


KEY  ACCOMPLISHMENTS 

•  Boosted  PC  shipments  66%  in  the 
third  quarter — four  times  the  industry 
rate 

•  Profits  should  climb  50%,  to  $1.5  bil- 
lion, on  sales  of  $18.5  billion 

•  Shares  up  nearly  260%,  to  around  75 
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ISCO'S  LIVE  WIRE 

/ill  anything  slow  down  Cisco  Systems 
and  its  supercharged  ceo  JOHN  T. 

i/IBERS?  Not  likely.  Since  taking  the  helm 

le  world's  largest  maker 

ita  networking  equipment 

195,  the  48-year-old  Cham- 
has  quadrupled  revenues 

profits.  In  1998,  despite 

a  economic  tumioil,  he  put 
more  distance  between 

J  and  competitors  such  as 

etron  Systems  Inc.  and 

n  Corp. 

it  Chambers  isn't  pausing 
vor  his  success.  The  fierce- 
mpetitive  exec — who  toss- 
ff  phrases  like  "it  feels 

to  win"  with  utter  sincerity — is  now 
ng  his  attention  to  a  new  and  even  bigger 
:'t,  the  vast  $175  billion  telecommunica- 
-equipment  business.  And  Chambers  isn't 
ng  his  troops  on  bravado  alone:  With  mil- 
precision,  he's  building  his  management 


KEY  ACGOMPLiSHMENTS 

•  Shares  soared  nearly 
155%,  to  a  recent 
split-adjusted  94 

•  Profits  should  grow 
34%  for  1998,  to 
$2.1  billion 

•  Revenues  expected 
to  rise  35%,  to  $9.5 
billion 


team    and    acquiring    key  technologies. 

Above  all,  he's  practicing  his  specialty — 
courting  customers.  Chambers  has  selling  in 
his  blood,  and  his  focus  on  sei^vice  is  a  big 
part  of  Cisco's  success.  Obsessed  with  cus- 
tomer satisfaction,  eveiy  night  before  he  goes 
to  bed  Chambers  listens  to  about  10  voice- 
mail  messages  fi'om  staffers  in 
the  field  reporting  the  status 
of  Cisco's  top  accounts. 

Winning  business  in  the 
telecom  arena  won't  come  as 
easily,  but  Chambers  thinks 
Cisco  can  become  the  domi- 
nant supplier  of  gear  for  next- 
generation  networks  that  cany 
data,  voice,  and  digital  video. 
His  ace  in  the  hole  is  Cisco's 
masteiy  of  Internet  teclinology, 
the  basis  for  such  networks. 
The  old-guard  telecom  compa- 
nies are  getting  Net-savvy  fast,  though — 
Nortel,  for  example,  bought  Cisco's  longtime 
rival.  Bay  Networks  Inc.,  in  mid-1998.  The 
showdown  will  test  Chambers  as  never  be- 
fore. But  with  a  track  record  like  his,  he's  no 
one  to  bet  against. 


Robert  B.  Shapiro 

Monsanto 

Shapiro,  60,  has 
enlivened  Mon- 
santo and  ex- 
cited Wall 
Street  about 
new  drugs.  But 
the  payoff  on  the  CEO's 
biggest  bet — blending 
seeds,  drugs,  and  food  into 
a  "hfe  sciences"  unit — is 
years  away.  A  consolidat- 
ing industry  may  not  give 
him  that  much  time. 

Jill  Barad 

Mattel 


What  a  way  to 
end  the  year. 
Barad,  47, 
warned  Wall 
Street  in  De- 
cember that 
earnings  would  fall  35% 
for  1998.  To  strike  a  bet- 
ter note  in  1999,  Mattel's 
CEO  needs  to  pull  off  her 
announced  $3.8  billion 
deal  for  Learning  Compa- 
ny, while  jump-starting 
Barbie  sales. 

George  Bell 

Excite 

Talk  about  the 
hot  seat.  Bell, 
41,  faces  a 
make-or-break 
year  as  he  bat- 
tles Web-por- 
tal rivals  from  Walt  Dis- 
ney to  aol  to  Microsoft. 
But  with  Excite  looking 
a  lot  like  acquisition  bait, 
ceo  Bell's  biggest  job 
may  be  to  cut  a  good 
deal. 

Chung  ]u  Tung 

Hyundai  Group 

Despite  gov- 
ernment pres- 
sure on  Ko- 
rea's chaebols 
to  cut  debt, 
Hyundai's  83- 
yeai-old  founder  shows  no 
signs  of  slowing.  Recent 
investments,  including  $2 
billion  in  North  Korea 
and  a  $6  billion  takeover 
of  Kia  Motors,  could  over- 
whelm Hyundai — and  add 
to  Koi'ea's  misery. 
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THE  TOP 


EXECUTIVES 


EXECUTIVES 
TO  WATCH 
IN  1999 


Cynthia  M.Tradell 

Saturn 

Tr-udell,  45, 
made  history 
on  Jan.  1  when 
she  took  the 
wheel  at  Gen- 
eral Motors' 
Satiu'n  unit,  becoming  the 
fii'st  woman  to  run  a  U.  S. 
car  division.  But  with  Sat- 
urn's sales  sputtering  and 
its  labor  relations  frayed, 
she  has  little  time  to  cele- 
brate. Wliat's  ahead?  For 
one  thing,  a  sport-utility 
vehicle  due  in  2001. 

Junichi  Ujiie 

Nomura  Securities 


For  Ujiie,  53, 
1999  will  be 
a  year  of 
heavy  hiding. 
Japan's  largest 
brokerage  got 
whacked  hard  overseas  in 
1998,  losing  $1.2  billion  on 
Russian  and  U.  S.  securi- 
ties. Now  Ujiie  has  to 
find  a  way  to  make  mon- 
ey in  the  face  of  massive 
turmoil  in  Nomui'a's  home 
markets.  It's  not  going  to 
be  a  Cakewalk. 

John  Dasburg 

Northwest  Airlines 


While  most  of 
I^^^^^H  the  industiy 
L  ^.^|H  raked  in 

record  profits, 
Northwest  ac- 
tually lost 
money  in  1998.  The  prob- 
lem: a  pilots'  strike,  which 
grounded  the  cairier  for 
15  days.  Now  ceo  Das- 
burg, 56,  needs  to  woo 
back  business  fliers,  to 
improve  service,  and  win 
approval  for  an  alliance 
with  Continental  Airlines. 


FRONT-LOAD  LION 

►  Not  long  ago,  conventional  wisdom  in  the 
appliance  business  was  that  the  U.  S.  was  a 
mature  market  with  little  room  for  gi'owth. 
Thankfully  for  No.  3  Maytag  Corp.,  LLOYD 
WARD  doesn't  much  listen  to  conventional  wis- 
dom. Since  becoming  head  of  Maytag's  ap- 
pliances division  in  1996,  he  has  astounded  the 
skeptics  with  his  revival  of  the  once-mori- 
bund unit. 

Front-loading  washing  machines  may  not 
be  as  sexy  as  E-commerce  or  the  latest  wire- 
less gizmo,  but  consider  this:  When  Ward 
took  over  the  division — May- 
tag's  biggest,  with  more  than 
50%  of  revenues — the  company 
was  bleeding  red  ink.  But  by 
early  this  year,  sales  and  prof- 
its were  skyrocketing.  And 
Maytag's  shares  have  followed 
suit. 

Named  president  of  the 
$4  billion  company  last  Febru- 
ary, Ward,  49,  is  considered  a 
shoo-in  to  succeed  ceo  Leonaixl 
Hadley,  who  plans  to  retire  in 
July.  That  makes  Ward  just 


KEY  ACCOMPLISHMENTS 

•  Shares  soared 
more  than  60%  in 
1998,  to  60 

•  Profits  expected  to 
increase  50%,  to 
$271  million 

•  Revenues  should 
grow  18%,  to 
$4  billion 


one  of  a  handful  of  African- American  exi 
fives  who  are  now  within  reach  of  the  coi 
office.  A  consummate  salesman.  Ward  hit  | 
dirt  in  '98  by  positioning  Maytag's  pri 
$1,100  Neptune  model  as  the  gi-een  maclj 
of  washers  and  driers.  It  didn't  hurt 
Ward  convinced  both  Best  Buy  and  Se 
Roebuck  &  Co.,  which  sells  fully  one-tl 
of  all  appliances,  to  heavily  promote  the! 
front  loaders  as  environmentally  coiTect.| 

Ward's  secret  weapon  is  that  he  gets 
pie  excited  over  just  about  any  kind  of  p| 
uct.  Before  coming  to  Maytag,  he  hac 
ready  proved  his  marketing  mettlej 
building  hefty  margins  as  president  of  Pa 
Co's  $1.3  billion  Frito-Lay  Midwesi 
operation. 

Within  Maytag,  Ward] 
also  forged  a  reputation 
team  builder  who  excel] 
revving  up  the  troops.  A I 
mer  Michigan  State  baskej 
star.  Ward  is  already  getf 
ready  to  play  team  captau 
Maytag:  He's  revamping! 
marketing  strategy  at  Mai 
International,  Hoover,  andj 
er  divisions.  Count  on  Waif 
keep  driving  the  ball 
court  in  '99. 
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NOW  THREE  THINGS  IN  LIFE  ARE   1  □□%  GUARANTEED. 


introduce  the  industry's  first  100%  Internet  service  availability  guarantee, 
'eement.  It  means  guaranteed  access  on  US  leased-line  and  frame  relay  connections*  along  vi/ith  gua 
mtoring  of  your  connections  by  our  Network  Operations  professionals.  In  fact,  we  even  guarantee 
It  we'll  promptly  and  proactively  notify  you  of  any  problems  and  get  your  new  connection 
tailed  when  wesaywe  will.Socall  1 888  886  3844  or  visit  info.uu.net/three.  And  discover  one 
ronteeyou  can  actually  enjoy  UUNET,  an  MCI  WorldCom""  Company  Uniting  the  world  of  business. 


w  comprehensive  Service  Level 
tency  rates  and  guaranteed  24-7 


MCI      WORLDCDM      COM  PA  N  Y 


EXECUTIVES 
TO  WATCH 
IN  1998 

M.  Douglas  Ivester 

Coca-Cola 


i 


The  world  cur- 
rency crisis  has 
crushed  Coca- 
Cola's  bottom 
line.  After  a 
poor  third  quar- 
ter, Ivester,  51,  warned 
that  fourth-quaiter  earn- 
ings would  plunge.  Other 
CEOS  might  turn  tail,  but 
not  Ivester  In  December 
he  agreed  to  pay  $1.75  bil- 
lion to  acquire  overseas 
rights  to  30  of  Cadbury 
Schweppes's  brands. 

Ellen  Marram 

Ex-Tropicana 


After  turning 
around  a  stag- 
nant Tropicana 
with  a  restmc- 
tuinng,  Mar- 
ram, 51,  over- 
saw its  sale  to  PepsiCo 
for  $3.3  billion  in  August. 
Then  she  left.  Anxious  to 
nan  her  own  show,  she's 
hunting  for  a  new  job. 
Will  she  find  a  ceo  chair 
in  1999? 

Douglass  A.V^ner  m 

J.  P.  Morgan 

The  heat  is  on 
Warner,  Mor- 
gan's 52-year- 
old  CEO.  Warn- 
er is  trying  to 
transform 
Morgan  into  a  big-time 
investment  bank  with 
big-time  profits.  But  re- 
sults have  been  mixed, 
leading  to  speculation 
Morgan  will  be  sold.  A 
warning  about  d  sap- 
pointing  fourth-quarter 
earnings  was  only  the 
latest  in  a  series  of 
blows. 


THE  TOP 


EXECUTIVES 


TOY  STORY 

►  Talk  to  ALLAN  WONG,  chairman  of 
Hong  Kong-based  VTech  Holdings 
Ltd.,  and  you  wouldn't  know  there 
was  an  Asian  financial  crisis.  "We're 
not  affected,"  shi-ugs  this  low-key  elec- 
trical engineer  In  a  year  when  most 
Asian  coi-porations  have  suffered  huge 
losses,  profits  at  vrech  are  up  roughly 
50%.  That  has  helped  shares  of 
VTech — the  world's  leading  manufac- 
turer of  both  electronic  learning  toys 
and  high-frequency 
cordless  phones — soar 

The  key  to  Wong's 
success?  The  47-year 
old  executive,  who  sells 
mostly  to  the  U.  S.  and 
Europe,  has  a  research 
and  development  ma- 
chine that  churns  out 
liigh-quaUty  products  at 
competitive  prices.  To 
create  his  educational  toys  and  phones,  he 
hires  "the  best  people  globally"  from  Silicon 
Valley  to  London  to  Hong  Kong.  The  result: 
innovative  toys  such  as  Super  Animated, 
which  helps  children  improve  theii*  vocabulaiy 
and  math  skills. 

From  distribution  to  customer  feedback, 


FINN  FATALE 

►  Only  a  year  ago,  JORMA  OLLILA'S  Nokia 
CoiiJ.  was  still  viewed  as  something  of  a  nov- 
elty: a  Finnish  company,  of  all  tilings,  that  had 
forced  its  way  into  the  top  ranlcs  of  the  boom- 
ing mobile-phone  business,  joining  Ericsson 
and  Motorola.  But  make  no  mistake:  Nolda's 
success  is  no  fluke.  In  1998,  Ollila  gi-abbed 
first  place  in  global  market  share,  registering 
record  earnings  while  his  com- 
petitors announced  profit  warn- 
ings and  layoffs. 

Ollila,  48,  is  a  former  banker 
who  has  quietly  but  fii-mly  in- 
spired his  troops  to  trans- 
form Nokia — and  Finland 
itself,  for  that  matter — 
into  a  high-tech  center. 
The  results  have  been 
astounding.  Nokia's 
profits  jumped  more 
than  70%  in  1998.  And 
over   the   past  five 
years,  sales  have  more 
than   quadrupled,  to 


KEY  ACCOMPLISHMENTS 

•  Sidestepped  turmoil  in  Asian 
economies  to  boost  profits  50%,  to 
an  estimated  $105  million 

•  Hong  Kong  shares  have  jumped  43% 

•  Corporate  structure  taps  into  sales, 
R&D  expertise  across  the  globe 
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Wong  leaves  very 
tie  to  chance,  v 
has  its  own  exteni 
sales  and  marke 
network,  which  all 
it  to  tap  into  a  d; 
base  of  40  million  to 
million  users  for  fe 
back  on  its  new 
products. 

Soft-spoken  Wq 
prefers  to  keep  a  low  profile,  even  in  g| 
times  like  these.  "I'm  not  the  flamboy: 
type,"  he  says.  But  he  is  resom'ceful.  V 
his  two  kids  were  younger,  they  tested 
toys.  Now  teenagers,  they  test  his  pho: 
Obviously,  Wong  is  using  every  asset  to 
ahead. 


$10  billion.  Key  to  Ollila's  success:  outsta 
ing  phones  with  superlong  battery  I 
Nokia's  gains  in  market  share  have  b 
powered  by  easy-to-use  market  winni 
such  as  the  nifty  6100,  .AT&T's  first  ch( 
for  its  nationwide  one-rate  calling  plan 

Ollila  himself  remains  an  enigma.  Inte 
and  competitive,  he  plays  tennis  regular! 
but  pui'ely  for  exercise,  shunning  chat  on 
coiut.  His  management  style  is  generous, 
doesn't  fire  people,  even  if  they  screw  up 
Ti'uth  is,  though,  scremips  are  rare,  i 
Ollila  is  alrei 

KEY  ACCOMPLISHMENTS  pushing  the  r  i, 


•  Shares  soared  239% 
in  '98  to  118 

•  Built  Nokia  into  the 
world's  No.  1  mobile- 
phone  maker,  sur- 
passing Motorola 
and  Ericsson 

•  Profits  expected 
to  rise  76%,  to  $2.1 
billion,  on  sales  up 
41% 


pushing  the  E 
generation 
products,  mo 
phones  V9 
links  to  the  'V 
That  could  m 
going  up  agai 
Microsoft  C( 
But  the  mar 
could  be  hi 
and  Ollila  has 
ready  proved 
isn't  one  to 
away  from^ 
good  fight. 


Certified  Pre -  Owned  Lexus 


3  YEARS/100,000  MILES. 
OBVIOUSLY,  WE'RE  NOT  AFRAID  OF  COMMITMENT. 


This  could  he  the  beginning  of  a  long  a)id  beautiful  relationsl?ip.  Lexus  is  proudly  offering  a  very  committal 
3-year/100,000-total-vehicle-mile  limited  warranty  on  every  Certified  Pre-Owned  Lexus.  Not  only  that, 
but  a  rigorous  128-point  inspection  and  our  generous  Customer  Care  Package''  that  includes  amenities 
like  24-hour  Roadside  Assistance,  netv-car  financing  rates'  and  a  free  loaner  car  with  qualified  repairs. 


The  ultimate  marriage  of  convenience?  Definitely.  Take  the  plunge  and 


test-drive  a  Certified  Pre-Owned  Lexus  today.  Only  at  your  Lexus  dealer.      only  at  your  lexus 


lexuscpo.com 


©1998  Lexus,  a  Division  of  Toyota  Motor  Sales,  U.S.A..  Itic.  Lexus  reminds  you  to  wear  seatbelts.  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly. 
'See  your  patticipating  Lexus,  dealer  for  details  on  the  Lexus  Certified  Pre-Owned  Customer  Care  Package  including  the  limited  warranty  and  Roadside  Assistance. 

^Financing  available  to  ijitalified  customers  through  Lexus  Financial  Services. 
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EXECUTIVES 
TO  WATCH 
IN  1999 

Rolf  E.  Bzeuei 

Deutsche  Bank 


Breuer,  61,  had 
been  hinting 
for  more  than 
a  year  that  his 
bank  was 
mulHng  big 
moves.  In  late  1998,  he 
pi'oved  it  when  Deutsche 
launched  a  $9  billion  bid 
for  Bankers  Trust.  But 
Deutsche's  earher  attempt 
to  build  a  strong  U.  S. 
presence  failed.  Breuer 
needs  to  make  sure  this 
effort  works. 

Edgaz  Bzonfinan  Ji. 

Seagram 


Seagram's  43- 
year-old  CEO 
badly  needs  a 
hit.  Last  year, 
Seagi'am's 
movie  busi- 
ness. Universal  Studios, 
flopped,  its  liquor  busi- 
ness hiccuped,  and  Bronf- 
man .spent  $10  bilhon  to 
buy  music  giant  Poly- 
gi'am.  Now  he  must 
prove  that  he  can  actually 
manage  the  businesses  his 
family  controls. 

Heniy  R.  Silvezman 

Cendant 


\    Can  Chairman 
'    Silverman,  58, 
mend  his 
frayed  I'eputa- 
tion?  Follow- 
ing Cendant's 
huge  accounting  scandal, 
its  stock  is  still  at  half  its 
former  high.  His  plan: 
Buy  back  stock  and  sell 
unwanted  units.  But  a 
generous  repricing  of  his 
own  stock  options  in  Oc- 
tober still  has  investors 
irked. 


CABLE  COWBOY 


►  Nearly  two  years  after 
giant  Tele-Communications 
Francisco  cable  outfit, 
InterMedia  Partners,  Pres- 
ident LEO  J.  HINDERY  JR. 
has  adjusted  to  Colorado 
living.  Outfitted  in  cowboy 
boots,  he  patrols  iiis  1,400- 
acre  ranch  north  of  Den- 
ver in  a  red  pickup  track 
and  makes  off-color  jokes 
about  his  cattle.  But  Hin- 
dery  is  slated  to  give  up 


coming  to  cable 
Inc.  fi-om  a  San 


KEY  ACCOMPLISHMENTS 

•  After  losing  $1.3  billion  in 
'96  and  '97,  revived  cable 
unit  earned  $197  million  for 
1998's  first  three  quarters 

•  Under  Hindery,  TCI  stock  has 
jumped  from  12  to  53 


his  Western  ways  for  New  Jersey  as 
No.  2  executive  in  at&t's  $28  billion  consun 
products  division,  which  handles  cable  i 
wireless  phones,  among  other  things. 

It's  the  rewai'd  Hindery,  51,  gets 
streamlining  and  revamping  TCI,  making 
alluring  enough  foi'  at&t  to  bid  $48  billior 
stock  and  cash  to  buy  the  cable  giant  i 
June.  Since  Hindery's  arrival,  TCi's  mar 
value  has  quadioipled.  He  reduced  the  cc 
pany's  mountain  of  debt  and  returned  TC 
the  black. 

After  TCl's  deal-minded  chairman,  John 
Malone,  liired  Hindery  in  early  1997,  the 
president  overhauled  the  company's  lacklu; 
customer  service,  firing  25  of  TCl's  top  n' 
agers.  He  sped  up  installation  and  repair 
cable  boxes  by  giving  inore  authority  to  i 
employees.  Plus,  he  expanded  Tcfs  i-each 
forming  14  joint  ventures  with  othei'  a 
operators. 

In  vivid  contrast  to 
acerbic  Malone,  Hinder 
courtly  and  pleasant, 
often  tells  staffers 
much  he  values  th 
which  makes  his  6 
meetings  more  palata 
Those  traits  should  st 
him  well  in  the  even 
ger  job  he's  headed  fo: 


THE  BUSIEST  BELL 

i^'  This  Baby  Bell's  acquisition  king  didn't 
miss  a  beat  in  '98.  SBc  Communications  ceo 
EDWARD  E.  WHITACRE  JR.  hammered  out  a 
deal  to  land  Ameritech  Coip.  for  $62  billion — 
the  biggest  phone  deal  ever.  Once  it  closes, 
Whitacre  will  head  a  telecom  giant  with  some 
57  million  local  lines — almost  a  third  of  all 
phone  lines  in  the  country. 

With  his  Texas  drawl  and 
soft-spoken  charm,  you'd 
never  know  that  Wliitacre, 
57,  is  fiercely  competitive. 
Case  in  point:  Ws  bid  to  bull- 
doze into  the  long-distance 
market.  With  applications  in 
six  states,  he  has  more  than 
any  other  Bell  CEO.  So  far, 
they  have  been  to  no  avail, 
but,  he  says,  'We  won't  give 
up." 

The  Ameritech  deal, 
which  must  pass  regulatory 
muster,  comes  on  the  heels 
of  liis  $4.4  billion  puix-hase 
of  Southern  New  England 


Telephone  earlier  this  year.  Last  year 
snared  Pacific  Telesis  Group  for  $17  bil 
And  he's  gTowing  SBC's  key  data  and  Inte: 
businesses  at  a  fast  clip.  || 
By  adding  more  phone  lines  in  a  gi'ovl 
territory,  Wliitacre  has  shown  that  SBC  | 
reap  sales  fi-om  installing  extra  lines  as  u 
go  online.  Altogether,  '98  earnings  should 
20%  to  $3.9  billion,  on  sales  of  $27  billion 
It's  all  part  of  Wliitacre 's  plan  to  tak( 
ATi-T  and  MCI  WorldCom.  "We  can  sit 
and  get  picked  on,"  he 
"ni"  get  bigger  and  1: 
mure  clout."  Don't  bel 
Wliitacre  getting  picke( 
1 1 1  '99 — or  any  other  yea 

lOOOMPLISHMEN 

•  Savvy  acquisitions 
built  SBC  to  No.  2 
local  phone  compar 

•  Share  price  up  Al°/< 

•  In  data  and  Net  ma 
kets,  third-quarter  r 
enues  topped  $550 
million,  up  33% 
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Today,  this  is  all 
you  need. 

The  reliable  HP  All-in-One  does  it  all: 
Prints,  Scans,  Copies  and  Faxes. 


Completing  your  work  just  got  easier  thanks 
to  the  HP  All-in-One. 

Now,  in  one  product,  you  get  a  professional 
quality  printer,  scanner,  copier,  and  in  some 
models  a  fax  machine  too. 

So  instead  of  wasting  your  time  managing 
multiple  products,  the  HP  All-in-One  helps  you 
get  your  work  done  faster  and  more  efficiently. 

Every  HP  All-in-One  is  engineered  for  years 


www.staples.com 


of  reliable  performance  and  backed 
by  award-winning  HP  Customer  Care 
and  a  one-year  warranty. 

Rather  than  using  up  all  your  desk 
space  with  four  separate  machines  - 
get  the  one  machine  that  does  it  all. 

The  HP  All-ln-One.  Dependable.  Easy 
to  use.  Designed  to  work  smoothly  with 
no  compromise  in  quality  or  performance. 


www.hp.com/go/all-in-one 


HP  offers  a  variety 
f  machines  to  fit  your  needs 
and  budget  Prices  start  at  just 
S299.  Stop  in  and  try  one  today. 


,  _  HEWLETT 
fLM  PACKARD 

Expanding  Possibilities  | 

IU1998  Hewlett-Packard  Companij 


TOP 


[NTREPRimURS 


Has  there  ever  been  a  better  time  to  be  an 
entrepreneur?  Certainly  not  for  those  connected 
in  any  way,  shape,  or  form  to  the  Net.  From 
Boston  to  Sihcon  Valley  to  the  Far  East, 
those  entrepreneurs  who  were  clever 
enough  to  tap  into  one  of  the  biggest 
business  booms  ever  have  seen  theu^  for- 
tunes snowball.  But  plenty  are  also  suc- 
ceeding outside  of  cyberspace.  For  en- 


NAME  YOUR  PRICE 

►  Who  ever  thought  an  online  garage  sale  could  be 
worth  .S12  billion?  Not  PIERRE  OMIDYAR,  31,  who  start- 
ed his  Net  auction  senice,  eBay,  to  help  his  girlfiiend 
collect  Pez  candy  dispensers.  MEG  WHITMAN,  42,  who 
was  managing  Hasbro's  Playskool  and  ]VLr.  Potato  Head 
lines,  joined  as  ceo  in  '98.  Her  big  company  business 
smarts  and  marketing  skills  smoothed  the  way  for 
eBay's  September  IPO.  With  '98  earnings  before  chai'ges 
expected  to  hit  .$.5.9  million  on  .$36  million  in  sales, 
shares  have  rocketed  more  than  1,500%. 


trepreneurs  everywhere,  good  ideas  and  tl 
energA'  and  knowhow  to  pursue  them  were  tl 
keys  to  success  in  1998. 


A  KEEN  SENSE  OF  S 

►  DAVID  S.  WETHERELL,  44,  has  a  knack  for  sp 
companies  with  stajang  power  His  CMGI  Inc, 
holding  company  with  controlling  stakes  in  sm 
popular  sites  as  Lycos  and  GeoCities.  He  ] 
arly  and  guides  their  gi-o\\th.  All  together,  hi 
l  ui-es  i-ank  No.  2  in  Internet  traffic,  traUing  on 
That  kind  of  reach,  plus  a  $39  miUion  profi 
fomth  quaiter,  ptished  CMGI  stock  up  693%  in 
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VIRUS 
HUNTER 


/  ►  Somewhere  out  there,  cyber-van- 

A~  dais  ai'e  hatching  new  computer  vii-us- 

1^.  es.  And  STEVE  CHANG,  44,  is  ready  for 

Y  them.  His  Tokyo-based  Ti-end  Micro  is  a 

^     leader  in  the  explosive  global  market  for 
ft'  protecting  network  servers  against  vinases. 

Already  No.  1  in  Asia,  it  also  makes  software 
for  Sun  Microsystems  and  Netscape.  Ti-end  Mi- 
cro's '98  sales  should  hit  $93  million,  up  52%,  with 
"    profits  up  50%,  to  $15  million.  Chang  got  into  file 
protection  after  software  pirates  ripped  him  off.  They 
sliould  have  left  him  alone. 
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PROFESSOR  PROFIT  i 

►  At  78.  JOHN  SPERLING  is  Mr.  Adult  Education,  f 
foi-mer  San  Jose  State  University  prof  has  built  an  ( 
pii-e  catering  to  the  needs  of  older  students.  His  Ap. 
Group,  wliich  nins  the  for-profit  University  of  Phoei 
boasts  74,500  students,  all  over  23.  Don't  expect  i\y-(i 
ered  towers.  Students  come  to  his  119  campuses  in 
states  because  classes  ran  }'ear-round — at  night — { 
can  be  finished  in  six  weeks.  Over  the  last  two  ye; 
earnings  have  more  than  doubled,  to  .$46.3  million,! 
sales  up  83'7f,  to  8^391  million.  For  the  year  ending  nj 
August,  gi-owth  should  continue  at  around  30%.  [ 

I 

i 


WEB  MASTERS 

►  If  the  future  is  watching  TV  and  holding  mi 
ings  over  the  Internet,  then  MARK  CUBAN  (rig 
40,  and  TODD  R.  WAGNER,  38,  are  already  th 
Three-year-old  broadcast.com.  gives  Web  sur 
around  the  globe  easy  access  to  hundreds  of  n 
and  TV  stations.  They  can  also  receive  CDs,  vid 
and  audio  books.  But  most  important  to  its  gro 
ai'e  the  siu'ging  nirnibei^s  of  companies  pacing  u; 
$350,000  to  broadcast  meetings  over  the  syst 
With  usage  jumping  30%  eveiy  three  months 
shares  have  soared  380%  since  its  July  17  IPO. 


CNA  covered  the  company 
that  covered  the  Denver  Mint. 

When  it  came  time  to  replace  the  roof  over  the  Denver  Mint,  CNA  was  there  to  cover  it  CNA  worked  with 
BW  Roofing  by  providing  them  with  general  liability  insurance,  workers'  compensation,  commercial  auto 
coverage  and  a  surety  bond.  By  bringing  you  more  than  a  century  of  experience  and  the  financial  stability 
of  over  $60  billion  in  assets,  CNA  can  offer  you  a  broad  array  of  insurance  products  and  services  for 
your  business,  home,  auto  and  life.  Visit  us  at  www.cna.com 


For  All  the  Commitments  You  Make 


CNA  is  a  registered  service  mark  and  trade  name  of  CNA  Financial  Corporation 
Any  depiction  of  tfie  Mint  does  not  imply  endorsement  of  CNA  by  the  Mint 


Put  Windows  in  the  palm 
of  your  hand— a  feat  that, 
until  recently,  could  only  be 
accomplished  by  people 

with  enormous  pa/ms. 

Get  a  Palm-size  PC  with  an  operating  system  you're  already  familiar  witii—one 
with  Windows'  CE.  These  Palm-size  PC  manufacturers  use  Windows  CE:  Casio. 
Everex,  Philips  and  Uniden. 
If  you  know  Windows,  you  know  Windows  CE. 


www.microsoft.com/windowsCE/ppc 


Microsoft 


1998  Microsoft  Cofporatton.  All  rights  reserved.  Microsoft.  Where  do  you  want  to  go  today?.  Windows,  the  Windows  Start  logo  and  the  Windows  CE  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation 
ihe  United  States  and/or  other  countries,  Other  product  and  company  names  mentioned  herein  may  be  the  trademarks  of  their  respective  owners 


ndust 


Strong  productivity, 
willing  consumers,  and  low  inflation 
may  again  confound  the  doomsayers 


BY  MICHAEL  J.  MANDEL 


he  biggest  question  for  industry  in  1999  is  a 
simple  one:  Can  the  U.  S.  economy  beat  the  fore- 
casts for  a  fourth  year  in  a  row?  Going  into 
1996.  1997,  and  1998,  most  economic  forecasters 
expected  modest  gi-o\\th  of  'I'^c  or  so.  Each  yeai*, 
however,  the  actual  number  ttu'ned  out  to  be 
much  higher— hitting         or  more. 

In  1999,  according  to  \iitually  eveiy  economic 
forecaster,  the  good  news  definitely  be  com- 
ing to  an  end.  The  consensus  once  again  is  drab, 
calling  for  only  1.9%  growth  from  the  fourth 
quarter  of  1998  to  the  foiuth  quarter  of  1999. 
The  reason,  the  forecasters  say,  is  a  combina- 
tion of  profound  weakness  overseas  and  a  slow- 
down in  capital  spending  at  home.  Americans 
will  not  be  able  to  keep  up  the  free-spending 
ways  that  helped  power  the  economy  in  1998. 
"The  consumer  is  tapped  out,"  says  Da\id  Wyss, 
chief  economist  of  Standard  &  Poor's  dri,  who 
sees  1.8%  gi-owth  over  the  next  year.  "It's  diffi- 
cult to  understand  how  people  can  spend  this 
much  again." 

If  Wyss  and  the  other  forecasters  are  right, 
1999  will  be  a  yeai*  of  weak  profits  and  weak  rev- 
enue growth  across  the  broad  spectmm  of  U.  S. 
industries.  Nobody  will  escape,  and  some  sec- 
tors of  the  economy,  such  as  steel  and  commodi- 
ties, could  be  punished  badly.  Slow  growth 
abroad  will  put  the  clamp  on  exports.  Makers  of 


construction  equipment  and  other 
capital  goods  will  have  to  retrench. 
And  consumer-goods  companies  will 
face  a  more  reluctant  bu\ing  pubhc. 

Indeed,  the  latest  busixe.ss  WEEK/Harris  A.i3 
of  top  executives  at  large  companies  shows  cs:. 
rising  tide  of  wony  about  1999.  As  of  Deceml 
21%  of  the  polled  executives  were  somewli 
pessimistic  about  the  coming  yeai\  while  only  ■  .  _ 
felt  that  way  going  into  1998.  Roughly  35%  \wi 
the  executives  expect  to  reduce,  over  the  n( 
year,  the  number  of  full-time  workers  they  e  leaie- 
ploy.  And  22%  expect  to  decrease  their  capi  laco 
spending  in  1999 — a  move  that  could  help  dai  lijiii 
en  gi'owth.  m-; 

But  while  the  economy  may  not  be  able 
duplicate  the  3.5%-plus  gi'owth  of  recent  yes  ta;: 
the  projections  of  a  shai-jD  1999  slow-down  sho  m\ 
be  taken  with  a  grain  of  salt.  Inflation  1  S. 
dropped  to  levels  not  seen  since  the  1960s,  ei  i  if; 
in  the  sei'\ice  sector,  suggesting  that  the  eco  jnu 
my  has  more  room  to  gi'ow  without  overheat)  aa  t.iii 
Producti\ity  gi'owth  is  still  strong  as  compai  iiertii 
intently  focus  on  cutting  costs  and  boosting  pi  iti 
its.  And  perhaps  most  important,  consurilu! 
spending — powered  by  rising  wages  and  si  itiyjix 
inflation — may  turn  out  to  be  stronger  than  ioTeH 
forecasters  expect.  lEe; 

"In  the  U.  S.,  we  still  believe  it's  going  to  h  j  tjuj 
pretty  good  year,"  says  Robert  J.  Eaton,  "Ijiij 
chaiiTnan  and  CEO  of  DaimlerChiysler.  "Th  feloj 
isn't  any  reason  that  can't  continue.  I'm  not  s 
ing  it  will — but  there  isn't  any  reason  it  can'  Kvea: 
"OFF  THE  CLIFF."  Indeed,  there  is  little  e\ide  v^r^, 
now  that  Americans  ai"e  outspending  theii*  mei  fv,ffn 
"It's  the  pei-petual  forecast,  that  the  consiu  (vepi 
will  drop  off  the  cliff,"  observes  Rosanne  tM'ea 
Cahn,  chief  economist  of  the  eqtiities  divisioi  iri'tjj, 
Credit  Suisse  Fu'st  Boston.  Cahn  is  predict  j 
that  the  economy  will  gi'ow  by  3.4%  in  1999 
can't  see  wiiy  the  consumer  will  punk  out."  f-rj;- 

To  be  sure,  there  is  certainly  good  reasoi  k^-.^-. 


CONSUMER  SPENDING 
WILL  SLOW... 
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be  cautious  about  1999.  For 
one  thing,  a  repeat  of  last 
fall's  global  financial  panic 
could  occur,  with  Russia  continu- 
,0  slide  downhill  and  Brazil  struggling  to 
afloat.  Many  countries  in  East  Asia,  includ- 
fapan,  still  have  fragile  financial  systems 
could  crash  and  biuTi.  Weak  corporate  eam- 
could  trigger  a  serious  plunge  in  the  U.  S. 
market,  halting  consumer  spending  in  its 
i.  And  a  long  trial  of  President  Clinton  in 
Senate — if  the  Senate  fails  to 
1  a  compromise  ending  the 
;r  quickly — could  create  major 
tainty  for  investors  and  com- 
:s.  All  told,  it's  easy  to  con- 
it  a  scenario  in  which  the 
economy  falls  into  recession 
99. 

t  it's  also  easy  to  imagine 
growth  could  come  in  strong- 
lan  the  forecasters  expect, 
ider  this:  Over  the  past  half- 
iry,  the  main  constraint  on 
th  has  been  rising  prices, 
ally,  too  much  growth  would  cause  the  econ- 
to  overheat,  igniting  inflation  and  leading  the 
ral  Reserve  to  raise  interest  rates, 
is  time  around,  price  increases  have  re- 
3d  under  control,  despite  the  strong  gi'owth 
.he  low  unemployment  rate.  The  core  infia- 
rate  is  manning  at  2.4%,  up  only  a  bit  over 
>a.st  year.  More  important,  the  inflation  rate 
e  service  sector  has  actually  been  falhng. 
s  for  consumer  services  have  risen  by  only 
over  the  past  year,  down  from  2.8%  the 
ous  year,  and  the  slowest  rate  since  1965. 
inflation  far  lower  than  expected,  there  is 
eason  for  the  Fed  to  rein  in  economic 
th.  In  addition,  low  inflation  will  help  keep 
ist  rates  down,  giving  home  sales  and  moit- 
reflnancings  a  boost. 
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The  consensus  economic  forecast  also  assumes 
a  sharp  slowdown  in  productivity  gi'owth,  from 
2%  in  1998  to  only  1%.  or  so  in  1999— close  to 
the  trend  of  the  1980s.  But  that  may  be  ex- 
cessively pessimistic,  since  the  near-record  num- 
ber of  job-cut  announcements  in  1998  suggests 
that  companies  are  doing  everything  they  can  to 
reduce  costs  and  boost  output  per  worker. 
Through  November,  U.  S.  companies  had  an- 
nounced plans  to  cut  575,000  workers,  about 
50%  ahead  of  the  1997  rate  and  close  to  the 
1993  record  pace. 
BULLISH  RETAILERS.  The  ongoing 
merger  explosion  is  pusliing  com- 
panies to  find  new  efficiencies. 
Aetna  Inc.  expects  its  acquisition 
of  Pradential  HealthCare  to  save 
$130  million  to  $150  million  per 
year  after  taxes.  The  Exxon- 
Mobil merger  will  lead  to  the 
elimination  of  9,000  jobs,  while 
on  Dec.  11,  MCI  WorldCom  an- 
nounced plans  to  cut  2,000  posi- 
tions in  the  U.  S.  "This  is  what 
business  has  to  do  to  preserve 
profit  margins,"  says  Cahn. 

At  the  same  time,  many  industries  are  con- 
tinuing to  spend  heavily  to  boost  productivity 
and  expand  their  markets.  Railroads  are  expect- 
ed to  continue  their  heavy  capital  investments, 
which  independent  analyst  Anthony  B.  Hatch 
figiu*es  will  increase  to  more  than  $7  billion  in 
1999  from  about  .$6.5  billion  in  1998.  Says  Craig 
F.  Rockey,  senior  assistant  vice-president  at  the 
Association  of  American  Railroads:  "The  only 
way  the  railroads  are  going  to  hold  their  huge 
productivity  gains  is  to  continue  to  keep  the  in- 
vestment flowing  into  the  in-gi-ound  and  above- 
ground  assets"  (page  128). 

Certain  retailers  are  also  bullish.  Wal-Mart 
Stores  Inc.  has  aggressive  growth  and  capital- 
spending  plans  this  year.  Capital  expenditures 


COMPUTERS  AND  CHIPS 

Demand  poised  for 
a  comeback  after 
three  tough  years 

DRUGS  AND  BIOTECH 

Hot  new  products; 
higher  prices  signal 
another  record  year 

HEALTH  CARE Insur 
ers  hold  the  line 
on  payouts,  raise 
premiums 

REAL  ESTATE  Low  in 

terest  rates,  high 
demand,  but  no 
overbuilding 


AGRICULTURE  weak 
demand,  oversup- 
plies,  and  Asian 
crisis  wreak  havoc 

ENERGY  No  sign  of 
recovery  for  de- 
pressed oil  prices 

INSURANCE  Pressure 
from  flat  pricing, 
stagnant  demand, 
and  Y2K  crisis 

METALS  Prices  still 
under  pressure 
from  imported  steel 


.PRODUCTIVITY  GROWTH 
IS  STRONG... 


AND  WAGES  ARE  STILL 
OUTPACING  SPENDING 
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are  expected  to  approach  $5  billion,  the  company's 
highest  ever.  As  part  of  its  growth  plan,  Wal- 
Mart  will  open  about  150  supercenters,  selling 
food  and  general  merchandise,  and  80  new  stores 
abroad.  "We're  going  to  be  very  aggi'essive  with 
our  international  gi'owth,"  says  David  D.  Glass, 
CEO  of  Wal-Mart  (page  124). 

At  home,  Americans  could  still  keep  spending 
in  1999 — not  necessarily  at  the  same  powerful 
rate  of  growth  as  in  1998,  but  faster  than  the 
consensus  forecast  predicts.  Adds  David  R. 


Despite  the  spending  surge  in  1 998,  there  simply 
is  no  evidence  that  consumers  are  overdrawn. 
And  wage  gains  could  drive  spending  again  in  '99 


Goode,  CEO  of  Norfolk  Southern  Corp.,  which 
acquired  part  of  Conrail  Inc.  and  will  be  merging 
the  two  systems  in  the  first  quarter  of  '99: 
"We're  seeing  mixed  signals  in  the  economy,  but 
there  are  some  indications  that  the  consumer 
economy  is  still  strong." 

Where  will  the  consumer  strength  this  year 
come  from?  One  source  could  be  wages,  which, 
adjusted  for  inflation,  have  been  rising  at  an 
annual  rate  of  2.5%,  the  fastest  rate  in  a  gener- 
ation. As  long  as  corpoi-ate  productivity  continues 
to  rise  and  unemployment  stays  low,  such 


wage  gains  will  continue  to  drive  speno 
Plus,  there  is  simply  no  evidence  that 
smners  ai'e  overdrawn,  despite  the  spending  s 
in  1998.  Over  the  past  year,  total  wage  and  s; 
payments,  before  adjusting  for  inflation,  have 
by  6.7%,  outpacing  the  5.5%  increase  in  const 
spending.  By  contrast,  in  the  1980s,  consu: 
were  left  strapped  as  their  spending  gi-owtl 
ceeded  the  gains  in  wage  income.  And  consi 
installment  debt  totals  just  under  18%  of  inc 
about  the  same  level  as  a  year  earhen 
"A  HORRIBLE  MARKET."  True,  the  personal 
ings  rate  in  the  third  quarter  was  close  to 
But  that  omits  capital  gains  and  the  benefits  i 
financing,  both  of  which  were  important  foi 
proving  the  financial  position  of  householf 
1998.  And  the  Commerce  Dept.  typically  re' 
income  and  the  savings  rate  in  an  upward  c 
tion  as  new  data  come  in.  "Every  time  w 
the  forecast,  we  think  jjeoi^le  don't  have  the 
ey  to  spend,  and  they  do,"  admits  dri's  Wys 
If  consumer  spending  is  going  to  stagnate, 
sliift  is  not  yet  showing  up  in  auto  production 
spite  forecasts  of  flat  auto  sales  in  1999,  Ge: 
Motors  Corp.  is  planning  to  boost  flrst-qui 
production  of  cars  and  light  tnicks  by  7% 
pai-ed  with  a  year  earlier,  while  Ford  Motor  ( 
is  planning  a  12%  increase  (page  112). 

Of  course,  even  a  stronger-than-expected  i 
omy  won't  help  everyone.  With  a  global  ecoi 
that  is  likely  to  still  be  weak,  1999  will  contirn 
be  tough  for  some  industries.  According  to 


^1 


BUSINESS  WEEK /HARRIS  EXECUTIVE  POLL 


SUDDENLY,  SOME  TREPIDATION  AT  THE  TOP 


Impeachment  jitters — or  a  sign  of  darker  days  to  come?  To 
a  degree  unwitnessed  since  business  week  began  polling 
them  in  1993,  top  executives  have  grown  disenchanted 
with  the  state  of  the  economy.  Half  expect  that  GDP  growth 
will  fade  m  the  next  year,  and  57%  believe  joblessness  will 
rise.  Both  predictions  represent  startling  turnabouts  from 
the  raging  bullishness  of  a  year  ago.  More  execs  say  their 

HIGHER  ANXIETY 

Overall,  how  would  you  characterize  your  outlook  for  the  U.S. 
economy  in  the  next  12  months? 


1998 


Very  optimistic  6% . , 

Somewhat  optimistic  67%. 

Somewhat  pessimistic. ..27% . 
Very  pessimistic  0%  . 


1997 

23% 
73% 

.  .  4% 
,  .  0% 


1996 
.13% 
.80%  . 
...7%  . 
...0%  . 


1995 
.  8%  . 
79%  . 
13%  . 
.  0% 


1994 
13%. 
76%. 
11%. 
.  0% . 


1993 
.3% 
80% 
16% 

..  1% 


GRIMMER  ABOUT  GROWTH 

Compared  with  the  last  12  months,  do  you  think  the  rate  of 
growth  !)f  the  gross  domestic  product  will... 

1998      1997      1996     1995      1994  1993 

Go  up  13%.  .  27%  ...27%  ...30%..  38%. .25% 

Go  down  50%.  .  29%...  18%  ...25%..  26%.... 9% 

Stay  the  sar;  e  37%  . .  44%  ...55%  ...45%..  36%. .66% 


companies  will  cut  back  on  hiring,  and  investment  pi 
average  growth  of  just  0.8%,  down  from  6.2%  last  ye 
The  anticipated  profit  growth  for  the  year  averages  6.* 
All  told,  more  than  a  quarter  of  respondents  say  H 
pessimistic.  They  don't  blame  the  White  House:  The; 
satisfied  as  ever  with  the  way  President  Clinton  is  handi 
economy. 

THE  BEAST  STAYS  TAMED 

Compared  with  the  last  12  months,  do  you  think  the  rate  of 
inflation,  based  on  the  CPI,  will... 

1998       1997        1996       1995       1994  1 

Go  u p  13%  25% ... .3 1%  ....  12%  53%  Ai 

Go  down  18%  13%  5%.... 15%  6% 

Stay  the  same  68%  62%  ....63%  ....73%  41% 

Don't  know  1%  0%  1%  0%  0%  , 

NO  LEAPS  IN  INTEREST  RATES 

Compared  with  where  it  is  right  now,  do  you  think  the  30-year' 
Treasury  rate  will... 

1998       1997  1996 

Go  up  19%  34%  38%. 

Go  down  36%  26%  17%. 

Stay  the  same  43%  36%  39%  . 

Don't  know  2%  4%  6%  4%. 


1995       1994  1 

.24%  57%.  6 

,47%  18%. 

.25%  24%.  2 


.1%. 
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by  DKI,  the  world  economy  outside  of  the 
will  grow  by  only  0.8%  in  1999,  a  near-re- 
)n  rate.  As  a  result,  there  are  tremendous 
nts  of  excess  capacity  globally.  A  flood  of 
■ted  steel,  for  e.\ample,  has  lowered  prices 
1%,  pushing  two  steel  companies  into  bank- 
y.  "It  is  a  horrible  market,"  says  Paul  J. 
ilm,  president  of  usx-U.  S.  Steel  Group, 
1  has  laid  off  more  than  500  workers  and 
down  blast  furnaces  at  Lorain,  Ohio,  and 
Ind.  (page  116). 

the  same  time,  the  global  slowdown  could 
damper  on  capital  spending.  As  of  Novem- 
998,  the  capital  utilization  rate  in  manufac- 
y  had  fallen  to  79.8%,  the  lowest  level  since 
so  that  companies  are  under  far  less  pres- 
to expand  capacity.  Kellogg  Co.,  for  example, 
inced  that  it  would  cut  capital  spending  to 
million  in  1999,  down  from  $400  million  this 
And  with  crude  prices  very  low,  oil  compa- 
u-e  cutting  capital-spending  budgets  shaiply. 
HOPE.  The  slowdown  in  capital  spending  is 
ing  signs  of  extending  into  the  high-tech 
r  as  well.  According  to  a  survey  of  senior 
ecutives  by  Morgan  Stanley  Dean  Witter, 
mation  technology  spending  by  corpora- 
in  1999  will  gi-o  w  at  a  rate  of  between  4% 
)%,  compared  with  gi'owth  of  7%  to  9%  in 
ous  years.  And  bt  Alex.  Brown  is  project- 
hat  growth  in  capital  spending  by  U.  S. 
Dm  carriers  is  likely  to  slow  down  to  a  4% 
ase  in  1999,  compared  with  13%-  growth 
98  (page  98). 

it  even  in  telecom  there  are  bright  spots, 
ite  the  fact  that  many  of  the  Latin  Amer- 
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ican  economies  are  slowing,  BellSouth  Corp. 
has  been  very  aggressive  there,  bidding  $1  bil- 
lion for  a  wireless  license  in  Sao  Paulo  and  in- 
vesting another  $500  million  in  capital  expendi- 
tures to  get  the  system  running.  "We've  seen 
a  little  drop-off  in  demand,  but  nothing  to  give 
us  pause,"  says  F.  Duane  Ackerman,  ceo  of 
BellSouth. 

Every  year,  the  forecasters  say  that  it  does- 
n't get  any  better  than  this,  as  they  predict  a 
slowdown  for  the  next  year.  Maybe  they  are 
right  this  time — but  the  economy  has  the  mo- 
mentum and  the  fundamental  strength  to  sur- 
prise them  again. 

V<Ii\h  Wendy  Zelhier  in  Dallas,  Peter  Elstrom 
in  New  York,  and  bureau  reports 


.T  IN  THE  JOB  MARKET 

•ed  with  the  last  12  months,  do  you  think  the 
oyment  rate  will... 

1998  1997 

 57%  27% 

n  5%  15% 

e  same  38%  58% 


1996      1995      1994  1993 

28%. ...35%  17%. .21% 

19%. ...15%  33%. .34% 

53%....  50%  50%... 45% 


DITS  FORTHEPREZ 

you  rate  President  Clinton's  handling  of  the  economy? 


int.... 
iood. 
ir  


.now. 


1998 

1997 

1996 

1995 

13%  

 8%  

 5%  

3% 

39%  

 43%  

 40%  

34% 

35%  

 41%  

 41%  

50% 

..8%  

 6%  

 10%  

12% 

..5%  

 2%  

 4%  

 1% 

M  FLU'S  STRONG  GRIP 

npact,  if  any,  do  you  expect  the  continuing  political  and 
lie  instability  in  Asia  will  have  on  your  busmess? 

DEC.  JUNE 
1998  1998 

positive  impact  0%  0% 

/hat  positive  impact  5%  7% 

wet  31%  36% 

^hat  negative  impact  53%  52% 

negative  impact  9%....  4% 

<now  2%  1% 


EASING  UP  ON  THE  GAS 

And  now  some  questions  about  your  expectations  for  your  company 
over  the  next  12  months.  Do  you  think  each  of  the  following  will 
increase  or  decrease  between  now  and  December,  1999? 


Sales 

1998   

1997   

Net  Profits 

1998  

1997  


INCREASE 

...79%  ... 
...90%  ... 


DECREASE 


.12%. 

...5%. 


STAY 
SAME 


.6% 
.3% 


DON'T 
KNOW 


.3%. 
.2%. 


AVG.  NET 
INCREASE 


.7.0% 
.9.5% 


75% 
85% 


.17%  5%  3%  6.9% 

...9%  4%  2%  10.1% 


Full-time  employees 

1998   46%  35% 

1997   59%  25% 


.18% 
.14% 


Investment  in  plant  and  equipment 

1998   50%  22%  22% 

1997   73%  13%  10% 


,1%. 
.2%. 

.6%. 
.4%. 


Typical  prices  of  standard  products  or  services 

1998   44%  27%  26%  3%. 

1997   57%  21%  18%  4%. 


.1.8% 
.2.6% 

.0.8% 
.6.2% 

.0.4% 
.1.2% 


EDITED  BY  KEITH  H.  HAMMONDS 

Survey  of  303  senior  executives  at  large  public 
corporations.  Interviews  were  conducted  Dec.  8-17,  1998 
for  BUSINESS  WEEK  by  Louis  Harris  &  Associates  Inc.  Com- 
plete results  are  available  at  www.businessweek.com  or  on 
AOL,  keyword:  BW. 
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Who  gives 
Kimberly-Clark 
personal  care? 


he  answer  is 


Deloitte  & 
Touche 


wvuiw.us.deloitte.com 


INDUSTRY  OUTLOOK  1999 


After  three  years  of  tough 
times,  the  semiconductor  and  computer  industries  stand  a 
decent  chance  of  some  good  news  in  1999.  But  if  Asia's  crisis 
worsens  or  spreads,  all  bets  are  off.    Output' for  1999:  +15,16% 


SOFTWARE  There's  still  plenty  of  Y2K  anxiety  out  there, 
but  by  summer,  many  large  companies  will  be  looking  beyond 
the  millennium  bug.  For  a  software  industry  buffeted  by  wild 
market  swings,  that's  welcome  news.   MmmmfiW'  1BB§:  +6,24% 


TELECOMMUNICATIONS  It's  the  year  of  the  regulator, 

and  those  companies  that  can  burst  through  the  red  tape-or 
avoid  it  altogether-have  a  strong  chance  of  becoming  the 
industry's  titans  in  the  21st  century.    Mewm^Jm^  +4,28% 


MEDIA  AND  ENTERTAINM  tn  I  Cable  modems  and 

high-definition  TV,  Web  surfing  and  satellite  broadcasting:  The 
race  to  put  digital  media  into  America's  homes  is  on,  and  it's 
not  at  all  clear  who  the  winners  will  be.  Ee't)mm  jm'  1999:  +0,02% 
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►  PC  sales  growth  will 
accelerate  to  14%  after  a 
disappointing  1998 

►  After  three  tough  years, 
the  semiconductor 
industry  is  expected  to 
bounce  back  with  9% 
growth 


I 


remains  a  major  brjf  on 
technology  growth 

>■  The  Year  2000  bucjkuld 
hammer  demand  in 
second  half  as 
corporations  "lock  elm" 
their  computer  systi 


fee 


s  that  a  ray  of  hope  on  the  sUicon  horizon?  Maybe.  After  tl: 
years  of  tough  times,  the  semiconductor  and  computer  indust|es 

re 


could  finally  get  some  good  news  in  1999.  But  it's  not  a 


160 


thing:  If  there's  no  sign  of  a  return  to  global  stability — or 
worse,  if  Asia's  crisis  spreads — the  longest  silicon  slowdown 
could  set  a  new  record. 

This  time  last  year,  the  hope  was  that  high  tech  would 
bounce  back  from  a  disappointing  1997.  No  such  luck.  The 
Asian  crisis  and  a  U.  S.  inventory  glut  conspired  to  clobber 
makers  of  chips  and  computers.  Semiconductor  companies 
in  particular  took  a  lashing.  Industry  revenues  dropped  11% 
for  the  year  worldwide,  and  profits  plunged  26%.  Computer 
makers  fared  better.  Unit  sales  of  pes  rose  11%  despite  soft 
demand  in  Asia — but  pricing  pressure  kept  revenue  growth 
nearly  flat  and  pulled  down  profits. 

For  1999,  executives  and  analysts  are  guardedly  upbeat. 
The  slump  in  chips  seems  to  have  bottomed  out  last  August. 
"I'm  hopeful  that  we're  past  the  worst  for  the  industry  as  a 
whole,"  says  Craig  R.  Barrett,  chief  executive  of  Intel  Corp. 
Even  the  world's  largest  chipmaker  suffered  a 
profit  decline  for  1998 — Intel's  first  annual  dip 
in  a  decade. 

PROFIT  PUSH.  The  Semiconductor  Industry 
Assn.  now  predicts  9%  growth  for  this  year 
StOl,  total  revenues  will  barely  top  $133  billion, 
some  8%  below  their  peak  in  1995.  Not  until 
2000  will  chips  return  to  double-digit  growth 
and  hit  a  new  revenue  record,  pegged  at  $154 
bilHon  by  SIA. 

The  computers  that  gobble  up  those  chips 
should  fare  better.  PCs  are  expected  to  notch 
14%  growth  this  year,  to  105  million  units,  ac- 
cording to  market  researcher  Dataquest  Inc. 
What's  more,  the  steep,  two-year  decline  in 
PC  prices  should  abate,  allowing  computer 
makers  to  restore  profitability.  After  falling 
by  1%  in  1998,  computer  earnings  will  surge  40%  this  year, 
according  to  consensus  estimates  collected  by  First  Call 
Corp.  Chalk  that  up  to  better  inventory  management  and 
strong  demand  for  high-end  server  and  workstation  com- 
puters. They're  expected  to  grow  16%  and  23%,  respec- 
tively, and  help  balance  the  razor-thin  margins  earned  by 
consumer  PCs. 

Bargain-hunting  consumers  needn't  fret  about  price  rises, 
though.  The  race  to  plumb  the  bottom  may  slow — but  it  will 
continue.  Newcomer  emachines  Inc.,  for  example,  now  of- 
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fers  a  $399  PC,  and  even  resurgent  IBM  has  rolled  out  ^59i 
model.  In  1997,  about  a  quarter  of  the  PCs  sold  at  U.  S  etai 
stores  cost  $1,000  or  less,  says  researcher  ZD  Market 
gence.  By  1998,  that  proportion  had  risen  to  43%.  j|(d  ir 
1999,  this  trend  will  continue. 

BACK  TO  ASIA.  The  most  sm'prising  story  of  1998  w 
resurgence  of  Apple  Computer  Inc.  All  but  written  off 
the  return  of  founder  Steven  P.  Jobs  in  1997,  Appk 
roaring  back  on  the  strength  of  its  snazzy  iMac  con 
Buyers  snapped  up  more  than  630,000  of  the  $1,300  iM. 
tween  August  and  yearend,  restoring  Apple's  profit 
and  boosting  its  third-quarter  U.  S.  market  share  to  5. 
from  4%  for  1997.  "Apple  is  doing  an  excellent  job,"  s; 
alyst  Michael  K.  Kwattnetz  of  cs  First  Boston.  The  qu 
though,  is  whether  Apple  can  translate  its  recent  rebou; 
a  sustained  recovery. 

Much  the  same  question  could  be 
about  this  year's  predicted  snapback 
profits  overall.  The  rise  of  cheap  PCs  cloi 
outlook.  In  1998,  revenues  for  U.  S.  PC  i 
inched  up  a  mere  1%-,  to  $53.4  billio 
unit  shipments  surged  14%,  to  36  millic 
says  Forrester  Reseai'ch  Inc.  This  year 
a  repeat,  with  units  chmbing  14%  bu 
enues  rising  just  3%,  to  $55  billion.  Sc 
makers  hope  to  compensate  by  cultivatii 
ume  markets,  mainly  among  homeowne]|(wh( 
are  snapping  up  low-priced  products.  1 
tober  of  last  year,  says  researcher  Ii 
Asw,  nearly  46%  of  U.  S.  households  ha» 
up  from  41%  a  year  earlier.  But  that's  or 
of  the  90%-plus  of  homes  with  TVs  and 
PC  makers  are  also  pinning  their  ho 
emerging  economies.  The  Asian  crisis  stunted  PC  gro 
that  region  last  year,  with  unit  sales  falling  2.5%  in  Jap 
1.3%  in  the  rest  of  Asia,  according  to  Internationa! 
Corp.  (IDC).  But  in  1999,  the  non-Japanese  Asian  r 
could  grow  nearly  16%.  And  even  troubled  Japan  wil! 
6%  increase  in  PC  sales,  predicts  IDC,  assuming  its  ec 
starts  to  bounce  back. 

Aside  from  economic  uncertainty,  the  biggest  questii 
ing  the  industry  is  the  Year  2000  bug.  Analysts  believ' 
panies  will  tilt  computer  purchases  to  this  year's  firs 
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lock  down"  to  test  for  Y2K  bugs 
;oid  introducing  new  glitches.  If 
!  sales  skew  could  portend  a  lean 
half  for  computer  vendors,  says 
t  Steven  M.  Milunovich  of  Merrill 
&  Co. 

t  might  also  send  Intel's  results 
again.  The  company's  surprising 
am  in  1998  was  caused  by  an  un- 
lombination — slack  demand,  higher 
tion  costs,  and  growing  competi- 
om  rival  Advanced  Micro  Devices 
xt  Intel  restored  its  luster  with  a 

fourth  quarter.  Analysts  say  that 
omentum  should  carry  into  1999, 
ing  record  first-half  revenues  and 
.  And  the  microprocessor  king 
escape  a  second-half  slowdown  be- 
lt will  roll  out  a  new  chip,  code- 

Katmai,  with  vastly  improved  3-D 
;s  capabilities.  Katmai  could  spur  a 
)f  PC  upgrades  among  consumers 
•ave  the  latest  whizbang  feature. 
'.  other  hand,  Intel's  much  antici- 
Vlerced  chip,  its  first  64-bit  proces- 
11  be  delayed  until  2000. 
I's  market  share  eroded  last  year, 
)re  losses  are  coming  this  year.  In 
Intel  sold  86%  of  all  "Wintel" 
sors — the  brains  of  pes  that  run 
oft  Corp.'s  Windows  software.  By 
1  1998,  Intel's  figure  had  slipped  to 
^leanwhile,  AMD's  market  share 
I  five  points,  to  12%,  "and  it  will 
le  to  gain  share  in  1999,"  predicts 
p  analyst  Kelly  S.  Henry.  She  and 

expect  AMD  to  get  a  big  boost 
s  upcoming  K7  chip,  which  is  slat- 
tiake  its  debut  late  this  year 
5.  Prospects  for  National  Semi- 
tor  Corp.  are  mixed.  The  company 
mmered  in  1998  in  many  of  its 
ind-butter  ASic  chips,  or  applica- 
ecific  integrated  circuits.  But  its 
microprocessors  are  increasingly 
•  for  low-cost  PCS  fi:'om  the  Ukes  of 
d  Bell  NEC  Inc.  and  IBM,  so  Cyrix 
cored  marginal  gains  against  Intel, 
[•all,  unit  sales  of  Intel-compatible 
sors  should  grow  17%>  this  year,  while  revenues  climb 
or  the  beleaguered  producers  of  memoiy  chips,  though, 
fers  scant  solace.  Yes,  the  uncommonly  steep  price  de- 
)f  the  past  three  years  are  finally  slowdng.  And  demand 
es  to  grow:  The  average  amount  of  memory  in  PCs  will 
rom  37.8  megabytes  in  1997  to  more  than  90  MB  this 
redicts  idc.  But  there  will  still  be  a  capacity  glut  for 
tc  random-access  memory  (dram)  chips.  So  prices  will 

weak.  After  losing  perhaps  $9  bilhon  in  1998,  says 
lest  analyst  Jim  Handy,  dram  makers  can  expect  to 

billion  more  this  year. 

Japanese  and  Korean  dram  makers,  the  red  ink  has 


READING  THE  PALM  MARKET  RIGHT 


The  roster  of  failed  pen-based 
computers  could  fill  a  technology 
hall  of  shame.  They  range  from  the 
Tandy  Zoomer  and  Go  Corp.'s  Pen- 
point  devices  to,  most  notoriously, 
the  Apple  Newton.  With  a  legacy  like 
that,  the  success  of  SCom's  Palm 
computer  is  all  the  more  remarkable 
More  than  2  million  of  the  diminu- 
tive devices  have  been 
snapped  up  in  two  years — 
10  times  as  many  as  all  of 
its  predecessors  combined. 
"Palm  looked  at  everything  done 
wrong  in  the  past  and  made  a  prod- 
uct that  hit  all  the  buttons,"  says 
analyst  Diana  Hwang  of  researcher 
International  Data  Corp. 

In  the  process,  Palm  also  created 
an  alternative  to  Microsoft  Corp.'s 
ubiquitous  Windows  operating  sys- 
tem. Measured  in  unit  sales,  no  oth- 
er mass-market  computer 
since  the  Apple  Macin- 
tosh has  sold  as  well 
against  IBM-compati- 
ble PCs.  Some  12,000 
software  developers 
have  signed  on  in  support 
of  the  Palm. 

This  activity  hasn't  gone 
unnoticed  by  Microsoft, 
which  offers  a  slimmed- 
down  version  of  Win- 
dows called  Windows 
CE  for  handhelds. 
Palm-size  computers 
using  Windows  CE  arrived 


FOCUS 


HANDHELDS 


last  summer  from  Philips,  Everex, 
and  Casio,  but  they  have  only  nib- 
bled at  the  market.  3Com  controlled 
88%  of  retail  sales  last  fall,  says 
researcher  Intelect  ASW. 

In  1999,  IDC's  Hwang  expects  the 
handheld  market  to  grow  43%,  to 
6.5  million  units — and  most  of  the 
new  units  will  come  from  3Com. 

Coming  this  summer  is  its 
Palm  VII,  with  wireless 
access  to  the  Net.  Also  on 
deck  is  a  cell  phone  from 
Qualcomm  that  runs  Palm  software. 
And  by  the  end  of  the  year,  the 
Palm's  creators,  who  left  3Com  to 
launch  a  startup  called  Handspring 
Inc.,  could  ship  a  new  consumer 
device.  "Every  college  kid  will  be 
carrying  one  of  these  things  within 
five  years, "  says  Donna  L.  Dubinsky, 
CEO  of  Handspring. 

By  2000,  though,  3Com  will 
face  stiffer  competition:  a  new 
ion  of  Windows  CE  and  a 
venture  of  Psion,  Nokia, 
Motorola,  and  Ericsson. 
"The  center  of  gravity  in 
computing  is  shifting  to 
mobile  devices  that 
combine  voice  and  Net 
access,"  says  J.  Gerry 
Purdy,  president  of 
consultancy  Mobile 
Insights  Inc.  At  stake 
is  a  market  that  soon 
could  number  in  the 
hundreds  of  millions. 


PHILIPS'  NEW  HANDHELD: 

Nibbling  at  the  market 


curtailed  investments  in  new  chipmaking  equipment.  Com- 
panies such  as  Apphed  Materials  Inc.  and  Novellus  Systems 
Inc.,  which  supply  the  gear  for  making  chips,  don't  see  a  turn- 
around this  year  Equipment  sales  plummeted  roughly  23% 
last  year,  to  $14.3  billion,  and  will  creep  up  to  just  $15  billion 
for  1999.  Starting  in  2000,  though,  new  technologies  such  as 
copper  circuitry  should  spur  a  wave  of  equipment  upgrades. 
"Customers  have  to  invest  to  compete"  during  the  double-dig- 
it spurt  in  chip  sales  expected  at  the  start  of  the  next  mil- 
lennium, says  Applied  ceo  James  C.  Morgan.  The  rest  of  the 
industry  can  only  hope  he's  right. 

By  Andy  Reinhardt  in  San  Mateo,  Calif. 


^^pple^s  rebound  was  the  surprise  of  1998. 
rhe  question  now:  Can  Jobs  keep  it  going? 
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POSITIVES 


►  Electronic  commerce 
will  fan  sales  of  Web-site 
tools,  billing  software,  and 
other  Internet  applications 

►  Compan  ies  selling 
enterprise  applications 
should  see  sales  grow 
about  30%  or  more 


■>mf.mn 

►  Asia's  slump  could 
global  expansion  hy  I  . 
software  startups 

►  Y2K  will  sap  curpoi 
information  teckmilo^ 
resources,  divertingf 
from,  new,  cutting-cdg 
applications 


s  the  world  hurtles  toward  the  new  millennium,  the  moodiE 
the  $154  billion  global  market  for  packaged  software 
swinging  between  euphoria  and  controlled  panic. 


2.5 


William  T.  Coleman  III  has  witnessed  the  swings  close-ujx 
Last  fall,  the  cliief  executive  of  bea  Systems  Inc.  was  making 
money  hand  over  fist,  licensing  his  transaction-management 
progi'ams  to  the  likes  of  AT&T,  Northwest  Airlines,  and  Mo- 
torola. Then,  in  mid-November,  some  key  customers  post- 
poned purchases.  In  a  single  day,  Wall  Street  knocked  bea's 
shai-es  dovra  from  26  to  14,  vapoiTzing  nearly  .$1  billion  in  val- 
ue. All  that  bea's  customers  had  done  was  whisper  Y2K.  "We 
had  to  lower  our  gi'owth  estimates  because  customers  were 
diverting  theii-  efforts  to  deal  with  the  bug,"  Coleman  recalls. 

Customers  swear  by  bea.  "There  are  very  few  products 
in  the  market  I've  been  as  happy  with,"  says  Debra  J. 
Chrapaty,  president  of  E*Trade  Technologies,  an  arm  of 
online  invester  E*Ti'ade  Group  in  Palo  Alto,  Calif.  But  such 
testimonials  can't  stand  up  to  millennium-bug  fears.  Last  fall, 
investors  alternately  inflated  and  pounded  the  shares  of 
top  companies  such  as  sap,  PeopleSoft,  and 
-J.  D.  Edwards — mainly  on  speculation  about 
Y2K.  Some  of  the  schizophrenia  will  carry 
over  into  1999,  warns  Bruce  M.  Richardson, 
vice-president  of  market  watcher  amr  Re- 
search Inc.  "It  will  be  like  Alice  in  Wonder- 
knid:  'Curiouser  and  curiouser.' " 
UPGRADES  GALORE.  By  summer,  however, 
many  large  companies  will  be  looking  beyond 
Y2K.  And  the  prognosis  is  good.  All  told,  says 
International  Data  Corp.  (IDC),  the  world  mar- 
ket for  packaged  software  should  top  $154  bil- 
lion. That's  a  gain  of  14%,  slightly  ahead  of 
gTowth  in  1998; 

In  the  sector  of  enterprise  software — large 
packages  that  run  corporate  operations — amr 
sees  revenues  gi'owing  32%  overall,  to  .$9  bil- 
lion. Big  database  programs  from  Oracle,  IBM,  and  Microsoft 
will  get  a  boost  from  companies  mshing  into  electronic  com- 
merce, says  Bear,  Steams  &  Co.  analyst  Richard  F.  Scocozza. 
He  figures  Oracle  Corp.'s  sales  will  gi-ow  24%-  over  1998,  to 
.$9.9  billion. 

Microsoft  Corp.  will  account  for  a  healthy  chunk  of  the 
gi'owth  in  packaged  softwai-e,  whatever  the  outcome  of  its  le- 
gal battle  with  the  Justice  Dept.  With  several  important  up- 
grades in  the  pipeline,  Microsoft  should  see  a  26%  increase  in 
net  profits,  to  $7.4  billion,  on  a  22%  leap  in  revenues,  to 
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$19..5  billion,  according  to  Chinstopher  Galvin,  an  analyst :  ' 
vestment  banker  Hambrecht  &  Quist  llc.  In  Novembe 
crosoft  launched  SQL  Server  7,  its  fii'st  relational  dat 
aimed  at  the  largest  corporate  applications.  This  ytai-  i 
ship  Office  2000,  a  successor  to  its  wildly  successful  <  )f 
suite  of  business  progi'ams. 

The  most  keenly  awaited  upgi'ade,  however,  may  noi 
terialize  in  1999 — and  that's  just  as  well.  Microsoft's  ne 
erating  system  for  office  servei-s,  fomierly  called  Windov 
and  now  rechristened  Windows  2000,  is  a  powerful  but  ' 
plex  system  that  will  go  head  to  head  with  Unix  soft-; 
running  on  Sun  Microsystems  Inc.'s  servers.  But  wit 
sources  stretched  thin  by  the  millennium  bug,  few  pot" 
customers  would  relish  taking  on  Windows  2000  befoi'i' ' 
according  to  Gartner  Group  Inc. 

If  Microsoft  has  its  sights  on  enterprise  applicatii 
"back-office"  programs  dominated  by  SA  : 
PeopleSoft  Inc. — it  won't  make  headway  I't 
the  new  century,  either  Lacking  a  stronjc 
tender  in  this  category,  Microsoft  coul 
to  buy  its  way  in.  "But  it  would  be  a  chaei 
to  get  a  major  accjuisition  past  the  Jst 
Dept.,"  says  h&q's  Galvin. 

Elsewhere,  however,  the  current  n  i- 
wave  will  gain  force.  Tasty  targets  inclii 
Technologies,  Manugistics,  and  SynQuest,  i 
sell  analytical  progi-ams  that  large  com  ii 
use  to  forecast  product  demands  and  cooi  J 
deliveries  fi-om  suppliers.  "Enteiprise-sotA 
companies  like  SAP,  which  have  only  v 
small  acquisitions,  may  set  their  sights  t 
in  1999,"  says  amr's  Richard.son. 

Also  up  for  grabs  will  be  the  many  i 
companies  that  build  tools  and  applications  for  commeit 
the  Internet.  Forrester  Research  Inc.  reckons  that  dm: 
for  E-commei'ce  softwai'e  will  sui'ge  163%-  in  1999,  to  $6;  m 
lion.  Softwa)"e  companies  that  don't  already  providfiWei 
connectivity — i-egai'dless  of  the  type  of  software  they  ell- 
will  have  to  acquire  the  capability  fast. 

Tliis  goal  is  on  everyone's  mind — especially  in  the  bcminj 
niche  called  "customer-interaction  software."  These  prlucti 
help  companies  automate  interactions  between  thei  cus 
tomers  and  a  help  desk,  call  center,  or  other  front-offi?  op 


'98  '99 
L  EST,  -I 


96  BUSINESS  WEEK  /  JANUARY  11.  1999 


IS.  Each  time  a  customer  gets  in 
v/ith  the  company,  such  progi-ams 
atically  collect  information  and  add 
I  database,  which  becomes  a  gold 
or  anticipating  customer  needs  and 
,g  instant  satisfaction, 
ee  years  ago,  top  players  such  as 
'8,  Remedy,  and  Siebel  had  just 
to  link  hot-selling  pi-ogTams  to  the 
.^his  year,  they'll  try  hardei-,  says 
opher  Pavlic,  an  analyst  at  Ab- 
1  Group  Inc.  He  pegs  the  market 
?b-based  customer-contact  softwai'e 

0  million — triple  1998's  figure. 
Internet  is  transfonning  the  retail 

■t  for  PC  software  in  even  more 

1  ways.  "If  you  bought  a  computer 
yeai's  ago,"  explains  Chilis  Le  Tocq, 
uest's  principal  software  analyst, 
experience  was  defined  by  soft- 
Durchased  in  the  store."  Today,  he 
you  connect  your  PC  to  the  Web 
)u  may  never  need  to  pui'chase  ad- 
il  software.  Instead  of  buying  CD- 
you  subscribe  to  a  Web  site  that 
)u  play  games,  compare  mortgage 
purchase  stocks,  or  update  your 
,8  book  and  calendar — all  online. 
EAT.  In  pait  because  of  competition 
mch  Web  ware,  plus  intense  price- 
g  at  conventional  outlets,  retail 
of  PC  packages  will  climb  just 
to  $5.3  billion,  says  Ann  Stephens, 
ent  of  market  researcher  PC  Data 
hat  relatively  sluggish  gi-owth  ex- 
why  Microsoft  now  sees  its  futui'e 
fast-evob/ing  "subscription"  model, 
^oft  is  pumping  $200  million  into 
istance  carrier  Qwest  Communica- 
[ntemational  Inc.  so  that  together 
,'0  can  create  a  business  managing 
Ddating  key  applications  for  mobile 
Lives — mail,  database  access,  and 
lio  management — all  over  the  Net. 
!  Inc.  is  chasing  the  same  model, 
technology  developed  by  Motorola 
Stai"fish  subsidiary,  Yahoo!  will  let 
ners  synchi'onize  data  on  office  and 
PCs,  as  well  as  on  portable  devices. 
)  categories  of  software  will  get  a  big  boost  as  the  sub- 
ion  market  unfolds.  The  fii-st  is  "cross-platform"  soft- 
Programs  wi-itten  with  Sun's  Java,  for  example,  can 
i  almost  any  computer.  IDC  says  tliis  class  of  softwai'e  will 
more  than'lOO%  in  1998,  to  about  $500  million. 

;  other  category  is  known  as  application-integration 
ire,  or  just  "middleware."  These  programs  were  re- 
J  branded  on  the  imaginations  of  techie  males  by 
cative  ads  featui-ing  a  lightly  clad  Katrina  Garnett,  ceo 
)ssWorlds  Software  Inc.  Middleware  is  aptly  named.  It 
together  disparate  functions  within  an  enterprise,  re- 
iss  of  their  physical  locations.  According  to  researcher 


HELP!  I  NEED  SOMEBODY 


For  software  consultants,  it 
doesn't  get  much  better  than  this. 
Two  mammoth  tasks  are  rattling 
nearly  every  industry  you  can  name. 
First,  there's  the  scramble  to  hunt 
down  and  exterminate  Year  2000 
bugs.  Second,  businesses  of  all 
sizes  are  hitching  their  computer 
systems  to  the  electronic-commerce 
boom.  For  both  jobs,  many  compa- 
nies feel  compelled  to  find  someone 
they  can  lean  on. 

And  they're  willing  to  shell  out  a 
lot  for  the  support.  Market 
researcher  Dataquest  Inc.  says  that 
U.S.  spending  on  software- 
related  consulting  will  soar 


FOCUS 


to  $35.1  billion  this  year,  up 
18%  from  $29,7  billion  in 
1998.  Y2K  will  be  the  chief  cause  of 
the  splurge.  On  average,  major  com- 
panies will  hike  spending  by  15%  to 
expunge  the  millennium  bug, 
according  to  separate  studies  by 
GartnerGroup  Inc.  and  Cap  Gemini 
America.  The  lion's  share  of  that 
increase  will  fatten  the  purses  of 
outside  consultants. 

Further  plumping  the  windfall, 
every  big  company  is  whipping  hun- 
dreds of  suppliers  into  shape. 
Smaller  businesses  don't  have  the 
luxury  of  waiting  until  optimum  Y2K 
solutions  have  been  found.  Says 
John  Parkinson,  chief  technology 
strategist  at  Ernst  &  Young:  "It's  no 
good  having  the  bug  eradicated  if 
your  trading  partners  don't." 


CONSULTING 


As  a  result,  Ernst  &  Young  expects 
to  grow  33%  this  year  and  add  more 
than  1,000  staffers,  IBM's  consult- 
ing arm  also  anticipates  a  record 
year,  "We're  growing  at  least  twice 
as  fast  as  the  rest  of  the  industry," 
says  General  Manager  Paul  Lewis. 

The  1999  consulting  bonanza 
won't  be  just  millennium  money  and 
E-commerce  investments.  The  con- 
tinuing wave  of  mergers  is  drum- 
ming up  plenty  of  demand  for  help 
reconciling  incompatible  computer 
systems.  There's  also  a  steady  rev- 
enue stream  from  companies  need- 
ing help  with  enterprise 
resource  planning  (ERP) 
software  from  the  likes  of 
SAP  and  PeopleSoft  Inc,  ERP 
programs  handle  critical  tasks  such 
as  order  processing  and  production 
scheduling,  and  new  users  often  fork 
over  millions  to  make  sure  things  go 
smoothly.  For  example,  Texas  Instru- 
ments will  pay  Andersen  Consulting 
about  $200  million  over  five  years  to 
help  manage  its  SAP  project. 

Many  big  companies  that  haven't 
launched  an  ERP  program  are  post- 
poning the  job  to  avoid  Y2K  havoc. 
But  consultants  aren't  complaining. 
They  expect  a  hectic  ERP  scramble 
once  the  Y2K  crisis  has  passed. 
That's  the  appeal  of  being  a  consul- 
tant, says  Dennis  Wayson,  a 
Dataquest  analyst — "they  make 
money  in  good  times  and  bad." 

By  Marcia  Stepanek  in  New  York 


Yankee  Group  Inc.,  the  application-integi'ation  market  will 
jump  41%  this  year,  to  about  $2.4  billion. 

Middleware  contenders  range  fi'om  familiar  suppliers  such 
as  NCR,  IBM,  and  Fujitsu  to  CrossWorlds,  TSi  International, 
Neon  Software,  and  bea  Systems.  Despite  bea's  yo-yo  expe- 
rience last  fall  on  the  stock  market,  ceo  Coleman  is  confident 
that  managers,  unlike  investors,  won't  be  addled  by  the  ap- 
proaching millennium.  So  the  middleware  market  could  hit 
$3.5  billion  in  2000.  But  anything  is  possible  when  you  pass 
through  the  looking  glass. 

By  Neil  Gross  in  New  York,  with  Steve  Hamm 
in  San  Mateo,  Calif. 


Y2K  fear  and  E-commerce  frenzy 
will  fuel  a  corporate  spending  boom 
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LieEiia 

►  Traffic  will  con  tinue  to 
grow  rapidly  because  of 
lower  costs  and  the  boom 
in  data  transmission 

>■  Deregulatim  is  spreading 
around  the  globe,  open  ing 
up  opportunities  for  U.  S. 
telecom  compan  ies  abroad 


N  E  G  AT  I  V 


It  at  3 


►  Tumbling  prices 
distance  and  wirele 
squeeze  profits 

►  New  foreign  play 
in  the  U.  S.  market 
increase  competitio 
particularly  for  bui 
customers 


emember  all  that  talk  of  deregulating  the  U.  S.  tele( 
industry?  The  Telecommunications  Act  of  1996  was  i 
posed  to  tear  control  of  the  industry  from  the  regula 


100 


and  let  fi-eewlieeling  rivals  go  after  each  other  ■with  abandon. 
AT&T  and  a  host  of  new  competitors  would  biu'st  into  the  lo- 
cal telephone  markets.  Baby  Bells  would  finally  get  a  chance 
to  sell  long-distance  seivice,  and  cable  companies  would  offer 
phone  service.  Consumers  would  end  up  with  more  choice, 
lower  prices,  and  better  sei'vice. 

Forget  about  it.  This  will  be  the  year  of  the  regulator.  The 
Federal  Communications  Commission  and  state  regulators 
will  play  the  central  role  in  how  telecom  companies  fare  in 
1999,  as  the  competition  envisioned  by  the  Telecom  Act  re- 
mains more  promise  than  reality.  "Basically,  nothing  has  hap- 
pened for  thi'ee  years,"  says  Robert  Fox,  vice-president  at 
Mercer  Management  Consulting. 

Regulators  will  have  a  hand  in  most  of  the  key  decisions  to 
be  made  in  the  telecom  industiy  over  the  next  year.  Take 
Ameritech  Corp.  The  Chicago-based  Bell  wants  to  merge 
with  SBC  Communications  Inc.,  but  the  deal  is 
subject  to  approval  by  the  FCC.  Ameritech 
would  like  to  offer  long-distance  service  to  its 
customers;  again,  the  FCC  will  decide  if  that 
happens  in  1999  or  later.  The  company  is  hop- 
ing to  build  a  national  data  network — and 
even  considered  buying  ibm's  Global  Network, 
for  which  at&t  just  ponied  up  $5  billion — but 
it's  baiTed  from  doing  so  by  cuirent  regula- 
tions. Even  Ajneritech's  plans  to  expand  its  se- 
curity monitoring  business  may  be  limited  by 
the  FCC.  "I  think  [regulators]  are  trying  to 
pick  winners  and  losers,"  says  Richard  C. 
Notebaert,  Ameritech's  chairman  and  CEO. 
LOCAL  NEWS.  And  they  will,  make  no  mis- 
take about  it.  Phone  companies  now  are 
jostling  for  position  before  a  long  race.  Each 
canier  is  tiying  to  gain  a  slight  edge  by  insisting  on  certain 
conditions  that  it  finds  favorable  before  the  competition  be- 
gins. The  companies  that  prevail  in  this  year's  regulatory 
debates  will  have  a  strong  shot  at  becoming  the  telecom  ti- 
tans of  the  21st  centui-y. 

Probably  the  most  significant  regulatory  decisions  of  1999 
will  be  on  the  two  proposed  mergers  between  local  phone 
companies,  see  Communications  and  Ameritech  want  to  com- 
bine, they  contend,  because  only  together  will  they  have  the 
financial  muscle  to  take  on  other  giants  such  as  at&t  and  MCI 


WorldCom.  When  the  two  local  companies  announce 
$62  billion  merger  proposal  last  May,  they  promised  t 
offering  local  service  in  30  markets  outside  their  ow: 
tory.  In  July,  Bell  Atlantic  Corp.  and  gte  Corp.  ann 
plans  to  merge,  also  arguing  that  they  needed  to  bulk 
though  they  made  no  specific  proinises  about  invading  t 
of  other  local  phone  companies. 

Much  has  been  made  of  the  fact  that  the  Fcc's  sta^ncf 
luctant  to  appi'ove  the  two  megamergers — but  don't  b 
the  deals  will  be  blocked.  The  FCC  has  much  to  gain  if 
approval  of  the  deals  to  pry  open  local  markets  aroi  * 
countiy.  For  example,  the  commission  could  insist  t' 
wholesale  discounts  at  wliich  competitors  buy  access  to 
cal  phone  companies'  networks  be  increased  fi'om  the 
18%  or  so  to  40%  or  50%.  That  would  allow  at&t,  mci 
Com,  and  others  to  offer  local  residential  service  at  (MtiA 


SPOTLIGHT 


NUMBER  OF 
WIRELESS 
SUBSCRIBERS 


itive  prices  without  losing  theii'  shirts.  ' 
the  FCC  is  going  to  push  very  hard 
[the  proposed  mergers]  to  open  up  tl 
markets,"  says  Fox. 
"DEAL-BREAKER."  Of  course,  the  local 
companies  may  push  back.  It  was  stat 
lators  who  determined  the  cuirent  wl 
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discounts — and  couits  have  repeated! 
that  state,  not  federal,  regulators  are  ( 
to  set  these  rates.  Rather  than  agi'eeio 
Fee's  demands,  some  analysts  specula* 
Bell  Atlantic,  gte,  sec,  and  Amerited 
simply  call  their  deals  off.  ' 

AT&T's  fate  is  also  inextricably  linkedfb 
FCC.  The  reason  it  proposed  the  $48^ 
merger  with  Tele-Communications  Inc.  '  • 
is  to  use  the  cable  company's  network  t ' 
local  phone  ser-vice  and  high-speed  Internet  access  • 
dential  customers.  But  now  there's  a  catch.  Ameiica  )i 
Inc.  wants  i-egulators  to  requii'e  that  AT&T-TCI  cany  a:)-; 
tent.  AT&T  Chaii-man  and  c'EO  C.  Michael  AtTnsti'ong  1 
that  condition  would  be  "a  deal-breaker."  The  FCc  li 
erally  supported  the  at&t-tci  merger  because  it  tliii:: 
deal  will  bring  competition  to  the  local  phone  markets  i( 
early  betting  is  that  AOL  -will  lose  out. 

Even  telecom's  technological  developments  will  be  la 
in  red  tape  in  1999.  One  of  the  most  promising  applicaJ) 
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idustry  is  making  voice  calls  over 
iternet  using  a  technology  called 
let  Protocol,  or  IP.  The  companies 
sell  IP-based  long-distance  service 

paying  3e  to  4(Z  a  minute  to  the 
because  data  calls  aren't  subject  to 
cess  fees  levied  on  voice  calls.  That 
;  Qwest  Communications  Interna- 

Inc,  for  example,  to  offer  IP  long 
ce  at  a  rock-bottom  9q  a  minute, 
s  loophole  has  the  local  phone  com- 
!  up  in  arms.  They  think  IP  voice 
jhould  be  treated  like  any  other 

traffic.  BellSouth  Corp.  and  U  S 
Inc.  have  started  charging  access 
or  IP  calls  even  though  regulators 
yet  to  set  any.  "We  can  identify  a 

these  companies,  and  we  plan  to 
em."  says  BellSouth  ceo  F.  Duane 
■man.  The  FCC  is  leaning  toward 
ing  some  kind  of  access  fee  on  IP 

but  Congi'ess  is  strongly  against 
ind  of  tax  on  the  Internet. 
I  TO  COURT.  The  telecom  players 
lo  best  in  the  year  ahead  will  be 
)mpanies  that  can  stay  out  of  the 
itory  quagmire  and  start  the  race 
er  a  full  suite  of  integi'ated  ser- 
to  their  customers.  MCi  WorldCom 
.  a  prime  example.  With  its  merger 
ete,  the  company  is  stalling  to  mar- 
jice  and  data  services  over  a  net- 
that's  entirely  its  own.  Besides  its 
listance  network,  it  has  local  facili- 
n  81  markets.  That  means  it  can 

tangling  with  the  Bells  and  offer 
scounts  to  its  customers.  "The  cost 
?s  are  enormous,"  says  Timothy  F. 

president  of  MCl  WorldCom's  U.  S. 
unications  subsidiary, 
jk  for  wireless,  another  unregulat- 
rvice,  to  continue  to  explode  this 
With  fom;  five,  and  even  six  carri- 
i  many  markets,  prices  are  falling 
yearly — more,  for  high-end  users, 
ers  are  kicking  in  a  host  of  snazzy 
services,  like  voice  dialing  and  E- 


THE  LINE  ON  CABLE  CALLING 


The  biggest  barrier  to  competition 
in  the  $100  billion  local-calling 
market  is  that  most  U.S.  homes 
have  only  one  phone  line — and  most 
of  those  lines  are  owned  by  the  Baby 
Bells  or  GTE.  AT&T  and  other  poten- 
tial competitors  are  betting  that 
they  may  be  able  to  get  around  the 
Bells  by  offering  phone  service  over 
cable  systems.  This  is  the  year  that 
"cable  telephony"  will 
either  prove  itself  as  a 
viable  technology  or  become 
the  latest  example  of 
overblown  hype. 

AT&T  Chairman  and  CEO 
C.  Michael  Armstrong  has  the  most 
on  the  line.  He  cut  a  $48  billion  deal 
to  merge  with  cable  provider  Tele- 
Communications  in  order  to  offer 
local  phone  service  to  residential 
customers.  It  will  cost  another  $1.8 
billion  more  to  upgrade  TCI's  network 
so  that  it  can  handle  the  new  ser- 
vice. If  the  deal  is  approved  by  regu- 


TREND 


CABLE 
TELEPHONY 


And  AT&T,  Sprint  Coip.,  and  others 

1  ffering  free  roaming  and  long  dis- 
with  their  wireless  minutes.  All  those  goodies  should 
drive  the  number  of  U.  S.  subscribers  up  18%,  to  79 

j  n,  in  1999. 

j  -ellite  services  should  become  more  popular  in  1999 
ill.  Iridium  is  marketing  its  service  aggressively,  and 
players  are  expected  to  follow  this  year.  The  service  is 
isive:  Iridium's  handsets  go  for  .$3,000,  and  talk  time 
$3  a  minute  or  more.  Still,  the  phones  can  be  used  any- 
in  the  world,  and  their  makers  are  betting  that  globe- 
?rs  will  find  them  indispensable.  Iridium's  performance 
^ly  to  determine  whether  other  satellite  operators  get 
id  running.  "The  whole  [satellite]  industry  is  absolute- 


AT&T'S  ARMSTRONG:  A  big  deal  with  TCI 


lators,  AT&T  expects  to  introduce 
cable  telephony  before  yearend. 
If  it  works,  cable  telephony  is 
likely  to  find  a  receptive  audience. 
Cox  Communications  has  been  one 
of  the  most  aggressive  providers  of 
phone  service,  rolling  out  its  offer- 
ing in  five  markets.  The  company 
says  it  has  captured  about  18%  of 
the  market  in  regions  where  it  has 
been  operating  longest, 
including  Orange  County, 
Calif.  It  helps  that  Cox's 
service  is  about  10%  cheap- 
er than  U  S  West's  in  many 
cases,  but  the  company  says  that's 
not  the  only  reason.  "What  [cus- 
tomers] really  like  is  having  a 
choice  in  their  telecom  provider," 
says  Gregg  Holmes,  Cox's  general 
manager  in  Phoenix. 

Still,  offering  choice  does  not 
guarantee  success.  A  key  obstacle 
for  cable  telephony  is  reliability. 
Unlike  the  phone  company,  cable 
operators  typically  use 
commercial  electric  power. 
That  can  make  a  big  differ- 
ence to  customers.  During 
Hurricane  Georges,  many 
people  in  Key  West,  Fla., 
lost  their  cable  connections 
because  their  power  was 
out — but  they  didn't  lose 
their  phone  service  from 
BellSouth.  Armstrong  had 
better  pray  there  are  no  big 
storms  in  1999. 


ly  subject  to  the  outcome  at  Iridium,"  says  Lawrence  Ken- 
ny, a  partner  at  the  consulting  fimi  Price WaterhouseCoopers. 

And  the  telecom  industiy  will  be  absolutely  subject  to 
the  regulators  in  1999 — or  the  courts.  Vbtually  eveiy  facet  of 
the  Telecom  Refomi  Act  has  faced  legal  challenges  from  local 
or  long-distance  earners.  "Eveiy  decision  can  be  challenged  in 
eveiy  state  and  with  eveiy  regulator,"  says  Sii'  Peter  Bonfield, 
CEO  of  British  Telecommunications  PLC,  which  has  gone 
tlu'ough  a  more  successful  deregulation  in  Britain.  So  when  it 
comes  to  local  and  long-distance  service,  look  for  a  little 
more  competition  and  a  lot  more  litigation  in  1999. 

By  Peter  Elstrom  in  New  York 


Those  telecom  players  that  can  stay 
out  of  the  regulatory  quagmire  will  do  best 


BUSINESS  WEEK  /  JANUARY  11,  1999  99 


INFORMATION 


MEDIA  &ENTERTAINMEN1 


N 


INCLUDES  BOOKS,  MAGAZINES.  NEWSPAPERS,  RADIO  &  TV  BROADCASTING,  AND  MOVIES 


OUTPUT 
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MILLIONS  OF  WORKERS 
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PER  EMPLOYEE 


228.54 
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POSITIVES 


►  Broadcast  networks 
could  reverse  earnings 
declines  by  owning  more 
TVshows 

►  Sales  of  cable  m  odems 
and  set-top  boxes  will 
help  increase  cable-TV 
cash  flow 


N  E  G  A  T  I  V  E 


►  Increased  Internet 
will  cut  into  televisio.^ 
viewing,  fragmenting 
market 

►  An  economic  slowa 
will  sap  sales  of  film, 
video,  and  music  in/, 
and  Latin  America 


I 


t  was  hard  to  contain  the  optimism  at  the  Western  Cable  Show 
Anaheim,  Calif.,  in  early  December.  One  after  another,  me 
moguls  preened  in  the  bright  light  of  a  digital  futi 


"The  possibilities  are  so  overwhelming,"  said  nbc  Chairman 
Robert  C.  Wright,  "that  the  challenge  is  going  to  be  to  pri- 
oritize them."  It  fell  to  money  manager  Gordon  Crawford, 
whose  Capital  Group  Cos.  owns  stakes  in  a  string  of  media  gi- 
ants, to  bring  the  room  back  to  earth.  "I  just  hope  no  one  is 
getting  too  complacent,"  he  said,  clicking  off  challenges  that 
will  include  changing  regulations  in  Washington,  intense  com- 
petition, and  uncertain  technologies. 

Crawford's  list  of  worries  pretty  much  sums  up  1999  for 
media  and  entertainment  companies.  After  several  overhyjjed 
false  staits,  the  Digital  Age  has  ai-rived  with  the  first  rollouts 
of  cable  modems  and  high-definition  TV.  But  the  race  to  put 
digital  media  into  America's  homes  has  also  brought  an  arniy 
of  competitors  that  will  slash  revenues  for  the  traditional 
powers  and  ftu'ther  divide  an  advertising  pie  that  is  likely  to 
grow  less  in  1999  than  at  any  time  in  the  past  five  years.  And 
there  is  nearly  as  much  uncertainty  as 
promise,  especially  in  Washington,  where  Con- 
gi"ess  will  consider  extending  rate  regulation 
and  requiring  cable  operators  to  cany  thou- 
sands of  new,  digitally  created  channels  that 
broadcasters  will  soon  have  at  their  disposal. 

Much  of  the  attention  this  yeai"  will  be  cen- 
tered on  cable.  By  spring,  AT&T  is  expected  to 
close  its  $48  billion  takeover  of  cable  giant 
Tele-Communications  Inc.  and  gain  the  "last 
mile"  connection  to  homeowners — superfast 
fiber  and  coaxial  cable  over  which  it  can  sell 
online  access  and  Internet  phone  sei^vice.  AT&T 
is  also  negotiating  with  other  cable  compa- 
nies, including  Time  Warner  and  MediaOne 
Grouj),  for  access  to  their  lines.  It  may  even 
make  another  bid  to  buy  a  cable  operator. 
One  potential  acquisition  target  is  Comcast  Coip.,  says  Na- 
tionsBanc  Montgomery  Securities  Inc.  analyst  John  Tinker. 

The  long-awaited  convergence  of  TV  and  the  Internet  isn't 
expected  to  become  a  widespread  phenomenon  until  2000  at 
least.  Still,  as  many  as  5  million  cable  subscribers  this  year 
will  likely  sigTi  up  for  high-speed  cable  modems  that  will 
give  them  access  to  the  Internet,  pi'edicts  New  York  invest- 
ment banker-  Ver-onis,  Suhler  &  Associates.  That  should  tr-ans- 
late  to  $432  million  in  added  revenues  for-  cable  companies. 

Conver'gence  may  also  bring  about  the  mer-ger  of  cable's 
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two  major  onhne  ser-vices:  TCi-backed  @Home  and  the 
RunnerVMediaOne  joint  venture  backed  by  Time  Wi 
MediaOne,  Micr-osoft,  and  Compaq.  America  Onhne  Inc 
also  cut  a  series  of  deals  to  use  cable  wires  to  provide 
speed  access  to  its  own  service,  says  Salomon  Smith  Ba 
Lanny  Baker 

DISH  WARS.  Cable  will  need  the  new  ser-\ices  to  offset  a 
down  in  new  customer  tr-affic.  After-  aver-aging  3.4%  grow 
the  last  five  year-s,  cable  subscriber-  gr-owth  in  1999  wiU  s 
1.8%,  or  66.6  million  homes,  projects  Ver-onis  Suhler. 
oper-ators,  wor-ried  that  Congr-ess  or  the  Federal  Comm 
tions  Commission  might  r-eimpose  rate  regulations  whe] 
mium-channel  ciu'bs  expire  on  Mar.  31,  aren't  likely 
consumers  with  the  same  major  increases  many  lev: 
1996.  "We  would  make  a  serious  mistake  to  go  dowi 
r-oad  again,"  admits  T(T  Pr-esident  Leo  J.  Hindery  Jr. 

  Cable  will  have  to  weather-  a  renewed 

for  those  customer-s  in  1999  from  sma 
sateUite-TV  companies.  Direct-br-oadcast 
lite  opei-ators  increased  their  subscriptic 
a  r-obust  39%-  in  1998,  to  8.9  million,  acc( 
to  the  Car-mel  Gr-oup.  Tire  industry  will  a 
million  subscriber-s  in  1999,  the  Car-mel  (( 
based  media  analysts  predict.  To  gainfi' 
subscribers  in  a  hur-r-y,  both  DirecTV  Ini: 
EchoStar  Communications  Cor-p.  are  exjc 
to  bid  for  the  2.3  million  customers  owrjB 
faltering  PrimeStar  Inc.,  which  is  backeijb 
cable  consortium. 

The  most  wor-risome  sector  of  the  if 
dusti-y  remains  the  nation's  broadcasix 
w'or-ks.  Their-  r-atings  ar-e  Likely  to  slide  uli 
as  viewers  continue  to  migr-ate  to  cab): 
satellite.  In  1998,  r-atings  for  the  four-  lar-gest  networked 
down  by  8%,  with  only  Fox  showing  a  modest  impi-o\"Ot 
That  means  ad  revenues  in  1999  will  incr-ease  only  -i, 
$14.5  billion,  forecasts  MeCann-Erickson  Vice-Presideifei^ 
For-ecasting  Rober-t  J.  Coen,  after  a  7%  gain  in  19<4  I 
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contrast,  cable  channels  will  see  a  12%-  hike  in  ad  revS 


says  Coen,  to  $6.9  billion.  I 

The  r-esult  is  that  network  ear-nings  this  year-  will  be  sshe 
.ABC,  for  example,  will  show  a  $150  million  loss  in  1999,  sjfS^ 
lomon  Smith  Bar-nev  analyst  Jill  S.  Knitick.  The  Walt  :iBiifl| 
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init  earned  $100  million  in  1998. 
e  networks'  gambit  will  be  to  em- 
ze  cheaper  news  pi-ogTams,  such  as 
second  weekly  episode  of  60  Min- 
Most  networks  wall  tiy  to  own  the 
i  they  au'  and  seek  diversification 
nternet  companies, 
t  the  networks'  biggest  relief  could 
from  Washington,  which  is  contem- 
g  forcing  cable  opei'ators  to  cairy 
etworks'  digital  channels.  With  six 
1  channels  in  place  of  the  cun-ent 

analog  channel,  the  networks  could 
•ate  new  revenues  by  using  the 
lels  for  new  progi-ams,  for  repeats, 

selling  products  over  the  air.  With- 
aiting  for  Washington,  Time  Warn- 
gently  agi'eed  to  carry  CBS's  digital 
els  for  free.  But  other  cable  opera- 
and  networks  are  battling  over 
ler  cable  should  pay  the  networks 

the  new  channels. 

least  one  network  is  likely  to 
:e  hands  in  1999.  nbc,  which  nego- 

in  eai'ly  1998  to  merge  with  Bany 
's  USA  Networks  Inc.,  is  looking  for 
er  partner.  It  is  again  likely  to  talk 
Diller  and  his  46%-owned  SeagTam 
vhich  owns  Universal  Studios  Inc. 
jarent  General  Electric  Co.  may 
pin  off  the  network  to  the  public, 
lile  more  viewers  are  tuning  out 
)rks,  they're  logging  onto  the  Net. 
'99,  43.9  million  American  house- 
wall  be  able  to  go  online,  roughly 
of  the  country,  says  forecaster 
sr  Communications.  That  will  help 
online-shopping  revenues  by  69%,  to 

billion,  says  Jupiter,  while  adver- 

revenues  will  increase  by  62%,  to 
lillion.  "Truth  is,  tliis  is  an  area  that 
iwing  faster  than  any  of  us  can  be- 
right  now,"  says  Diller.  "I'm  not 
we  know  how  big  it  can  be." 
I  CRAZY.  The  juiy  is  still  out  as  to 
ler  Internet  usage  diminishes  in- 
:  in  more  traditional  media.  U.  S. 

newspaper  circulation  will  hold 
7  at  roughly  58.4  million,  says  media 
mist  Arthui"  Gruen,  president  of  Wilkofsky  Gruen  As- 
.es,  thanks  to  the  aging  population — the  over-40  crowd 

to  read  more.  Still,  a  general  slowdown  in  retail  mar- 
atU  likely  limit  local  advertising  to  a  4.5%  gTowth  rate  in 

or  $40.6  billion,  down  from  a  6%-  inci'ease  in  1998. 

e  thing  that  isn't  slowing  down  is  the  box  office.  In 

Hollywood  sold  a  record  $7  billion  in  movie  tickets, 
I  ihead  of  1997.  And  with  such  low-budget  blockbusters  as 
'  There's  Something  About  Mary  and  Walt  Disney's  The 
'boy,  profitability  is  also  up.  In  1999,  the  big  winnei'  will 
'  >t  certainly  be  George  Lucas'  hotly  anticipated  Star 
i  prequel,  due  out  on  May  21,  says  Paul  Dergarabedian, 


THE  EMPIRES  STRIKE  BACK 


It  isn't  Seinfeld.  But 
CBS  has  a  hit  in  Every- 
body Loves  Raymond  in 
more  ways  than  one.  The 
network  stands  to  clear 
nearly  $100  million  from 
its  Monday  night  hit. 
That's  because,  in  addi- 
tion to  airing  the  14th- 
ranked  TV  show,  it  owns 
a  one-third  interest  in 
the  sitcom  starring  for- 
mer stand-up  comic  Ray 
Romano. 

With  network  ratings  in  free  fall, 
the  Big  Four  are  hustling  to  own 
pieces  of  the  programs  that  show  up 
on  their  schedule.  Even  a  modest 
hit  can  mean  added  revenues  by 
airing  on  cable,  while  a  hit  can 
mean  a  rerun  bonanza.  So  NBC, 
for  example,  produces  its  Friday 
night  police  drama  Homicide:  Life 

on  ttie  Street,  \Nh\\e  ^QC  has   

a  stake  in  Sports  Night 
and  Fox  Broadcasting  in 
Ally  McBeal. 

Getting  Hollywood  to 
share  a  steady  source  of  revenue 
isn't  easy.  In  1998,  the  studios  that 
created  the  most  programming 
turned  off  the  spigot  to  NBC,  refus- 
ing to  supply  shows  to  the  General 
Electric  unit  after  it  demanded  a 
financial  stake  in  any  show  it  aired. 
But  getting  on  the  network  still 
means  larger  audiences  for  the 
shows,  so  NBC  will  likely  ask  for  a 


LOVING  RAYMOND-.  CBS  has  a  one-third  interest 


smaller  piece  of  the  action.  CBS 
already  has  at  least  some  interest  in 
half  its  shows. 

Those  stakes  will  be  even  more 
important  as  networks  use  the 
programming  to  feed  new  cable 
channels  they're  starting.  Fox  aired 
its  show  The  X-Files  on  its  FX 
channel  last  year.  But  that  also 
makes  networks  liable  for  the 

inevitable  flops.  NBC  was  a 
partner  in  the  canceled  dra- 
ma Wind  on  Water  and  Fox  in 
the  short-lived  sitcom  Get- 
ting Personal.  Worse  yet,  you 
can  find  yourself  embroiled  in  con- 
troversy: Walt  Disney's  relationship 
with  Home  Improvement  producer 
Wind  Dancer  Productions  has  been 
rocky  since  Wind  Dancer  sued, 
claiming  Disney's  ABC  unit  didn't 
pay  fair-market  value  for  the  hit 
show. In  1999,  the  biggest  show  in 
town  may  be  the  fight  between  net- 
works and  producers. 


FOCUS 


NETWORK 
PROGRAMMING 


president  of  box-office  analysts  Exhibitor  Relations  Co. 

Star  Wars  won't  be  the  only  familiar  tenatory.  Among 
the  expected  hits  are  remakes  of  tv  shows  like  Warner 
Bros.'  The  Wild  Wild  West,  with  Will  Smith  and  Kevin  Kline, 
and  mgm's  The  Mod  Squad.  Among  the  tried-and-tiue  for- 
mulas will  be  the  latest  James  Bond  flick  and  Tom  Cioiise  in 
Mission:  Impossible  2  from  Paramount  Pictm-es  Corp. 

Like  Cniise,  the  media  industry  seems  eager  to  accept 
its  next  mission:  getting  couch  potatoes  to  ante  up  for  a 
building  wave  of  Digital  Age  products.  The  big  show  may  be 
in  2000,  but  the  curtain  is  ali'eady  rising. 

By  Ronald  Grover  in  Los  A)igeles 


Networks  will  produce  cheaper  programs^ 
wn  more  shows ^  and  increase  Net  presence 
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give  the 
^  performance 
of  a  lifetime- 
every  single  day ?_ 


/•  r 


When  running  a  department,  there  are  no  || 
"ehearsals.Which  is  why  you  need  a  servi 
that  deUvers  an  unforgettable  performs 
daily.  Designed  with  our  Highly  Parall^ 
Systems  Architecture  and  dual  Pentiu 
processors,  the  new  Compaq  ProLiant  3000  has  all  the  power  yoi 
need.  /      the  unmatched  availability  to  handle  today's  demar| 
departmental  applications.  To  see  how  it  outperforms 
Its  competition  and  performs  under  budget,  contact 
vv  ww.compaq.com/servers/performance  or  1-800-AT-COMf 


COMPAQ.  Better  answers. 

I 


INDUSTRY  OUTLOOK  1999 


JFE  SCIENCES 


DRUGS  AND  BIOTECH  The  big  drugmakers  garner 

few  of  their  sales  in  Asia,  so  they've  barely  been  hit  by  the 
region's  crisis.  Add  hot  new  products,  price  hikes,  and  the 
negligible  impact  of  managed  care's  pressure  to  rein  in  costs,  and 
you  have  the  makings  of  another  record  year.  "It  just  doesn't  get 
any  better  than  this,"  says  one  analyst.   Output*  for  1999:  +3.8% 


AGRICULTURE  The  downside  of  market-based  prices 
is  finally  hitting  the  American  farmer.  First  came  weak 
demand,  then  came  strong  supply.  The  crisis  in  Asia  has 
hurt  every  sector  but  dairy,  and  livestock  producers  are  faring 
even  worse  than  grain  farmers.  Output^  for  1999:  +2.07% 


HEALTH  CARE  After  a  three-year  drought,  managed 
care  may  finally  make  decent  money  in  1999.  Premiums  are 
up,  and  while  drug-price  hikes  will  persist,  insurers  are  hold- 
ing the  line  on  outlays  to  physicians  and  hospitals.  Size  still 
matters-and  consolidation  will  continue.  Revenue  for  1999:  +3.29% 


iNTS  PLUS  INVENTORY  CHANGES  IN  1998  DOLLARS 
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OUTPUT 


EMPLOYMENT 


PRODUCTIVITY 


79.23 


367.2 


301.32 
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POSITIVES 


►  Sales  grouith  ivill 
remain  strong  thanks 
to  new,  often  expensive, 
products 

►  Rapid  innovation, 
spurred  by  new  technology, 
is  accelerating . 
development  of  new  drugs 


N  E  G  AT  1 V 


1 


►  Managed  care  is  loir 
for  ways  to  trim  soar 
prescription-drug  co> 

►  Better  drug  develoi 
means  that  novel  drn 
face  "me-too "  compel, 
in  the  marketplace  sq 
than  ever 


ooking  at  the  performance  of  the  pharmaceutical  induj 
in  1998,  you  might  forget  it  was  a  year  of  global  finan( 
panic.  Because  most  of  the  world's  huge  drug  compai 
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garner  about  IV/i  of  their  sales  from  Asia,  the  industry  has 
remained  largely  insulated  from  the  region's  economic  woes. 
And  the  stai's  are  likely  to  be  aligned  for  another  record  yeai' 
in  1999.  Industry  laboratories  continue  to  churn  out  hot  new 
products,  pricing  has  strengthened,  and  managed  care's  at- 
tempts to  rein  in  soaring  dmg  costs  has  had  little  impact.  "It 
just  doesn't  get  any  better  than  this,"  says  so  Cowen  analyst 
Stephen  M.  Scala." 

How  good  is  1999  likely  to  be?  Scala  figures  sales  of  the 
top  10  U.  S.  and  British  pharmaceutical  players  will  increase 
13%  in  1999,  to  $150  billion,  topping  a  9%  climb  last  yeai-.  The 
biggest  drivers  of  that  growth  are  popular- — and  usually  ex- 
pensive— new  drugs.  Continuing  to  ramp  up  will  be  the 
blockbuster's  launched  in  r-ecent  year-s,  including  cholesterol- 
lowering  drug  Lipitor  fr-om  Warner-Lambert  Co.  and  Eli 
Lilly  &  Co.'s  Zypi-exa  for  schizophrenia.  The  most  eagerly 
awaited  launches  in  1999  will  be  two 
painkillers  targeted  at  arthritis  sufferers:  the 
Cox-2  inhibitors  Celebrex  from  Monsanto  Co. 
and  Vioxx  fi'om  Mer-ek  &  Co.  And  SmithKJine 
Beecham  is  expected  to  roll  out  Avandia,  a 
tr-eatment  for*  adult-onset  diabetes.  That  pr-od- 
uct,  which  vdll  compete  with  Warner--Lam- 
bert's  successful  Rezulin  and  is  critical  to 
SmithKline's  futur'e  gr'owth,  could  generate 
mor"e  than  .$700  million  in  sales  in  2002,  ana- 
lysts estimate. 

SLOW  CREEP.  Then  there  are  price  hikes. 
While  recent  price  increases  ar-e  still  much 
lower  than  the  markups  of  the  late  1980s, 
they  still  rose  by  8.4%  in  the  thir'd  quarter  of 
1998,  vs.  2.9%  dming  the  same  period  in  1997, 
estimates  mar'ket  r'esear-cher'  IMS  Health  Inc.  in 
Plymouth  Meeting,  Penn.  Contributing  to  the  uptick  are 
sh;up  incr-eases  in  the  prices  of  some  generic  pr"oducts — a  sec- 
tor that  more  tyjiically  sees  steady  cuts.  Rising  prices  ar-e 
"slowly  creeping  back  into  the  system,"  says  hsrc  Securities 
Inc.  analyst  Jack  Lamberton. 

Tire  liigher-  cost  of  medicine  is  gaining  the  industr-y  the  en- 
mity of  a  power-firl  interest  gr-oup:  managed-care  oper-ator-s. 
HMOs  and  other  health-car-e  insur-ers  have  seen  their  pr-e- 
scription-drug  costs  soar  in  r-ecent  year-s,  lar-gely  because  of  in- 
creased volumes  and  the  popularity  of  expensive  new  thera- 
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pies.  That's  triggering  r-enewed  efforts  to  trim  the  dr 
where  possible.  In  Januar-j',  for  example,  Trrfts  Healtlj 
will  stop  reimbursing  for-  certain  popular — and  pr-ofit^ 
drugs,  including  Merck's  hypertension  dr-ug  Vasotec 
cholester-ol  reducer  Zocor-,  encom-aging  patierrts  to  use  £| 
but  less  expensive  alternatives.  Despite  such  moves, 
er,  most  pharmaceutical  executives  think  it  is  unlikelj 
managed  car-e  will  be  able  to  r-estrict  access  to  new  dni| 
nificantly.  "At  the  end  of  the  day,"  says  Karen  L. 
pr-esident  of  Pfizer  Inc.'s  U.S.  Phar-maceuticals,  "these 
ucts  offer  such  value  and  benefit  that  it  will  be  very 
keep  them  away  fr-om  people." 

Even  if  managed  car-e's  efforts  don't  dampen  the  drt 
dustr-y's  hot  per-for-nrance,  there  is  another-  potential  n 
the  feder-al  gover-nment.  A  debate  is  likely  to  start  next  yi 
whether  Medicare  should  pay  dh-ectly  for  prescriiJiiM 
benefits.  Norinan  M.  Fidel,  a  health-cai  f  , . 
at  Alliance  Capital  Management,  wai  n 
while  such  a  change  would  incr-ease  i  - 
mand  for-  prescription  drags,  it  would  al; 
the  feder-al  gover-nment  a  more  du-ect 
the  pricing  of  those  nredicines.  "That  \\  i  1 
a  real  negative,"  says  Fidel,  who  thin 
legislation  on  the  issue  in  1999  is  a  loii.u  ii 
It  would  also  be  a  r-eal  change.  Tin ' 
pharmaceutical  mar-ket  has  long  been  fi'ei '! 
sort  of  price  r-estrictions  foiuid  in  Eiu-optM  ' 
goverTiments  ar-e  the  lar-gest  customer  a  i 
quently  set  prices.  C.  Anthony  Butlei',  ' 
analyst  at  Lehman  Brothers  Inc.,  poii.- 
that  the  spate  of  recent  deals — includi? 
$84.6  billion  Astr-a-Zeneca  Gr-oup  plc  if 
and  the  planned  consolidation  of  Hoecli.^s 
Rhone-Poirlenc's  drag  and  agr'ochemical  businesses,  with  !( 
lion  in  sales — have  involved  Eur-opean  players  vrith  re  :i 
weak  positions  in  North  America.  With  the  U.  S.'s  unri" 
ed  pricing  and  higher  mar-gins,  rrrany  big  American  cop-; 
have  enjoyed  greater  retur-ns  and,  as  a  r-esult,  have  I  t 
pressiu-e  to  merge.  But  as  those  midsize  Eiu'opean  )i  ; 
nies  pair-  up,  Leliman  Brother-s  Vice-ChairTnan  FredericlFr-ail 
figirr-es  the  pressiu-e  birilds  on  other-s.  "Those  deals  r-aise  re  I'' 
as  to  what  is  competitive  mass,"  he  contends. 

So  look  for  1999  to  likely  hold  mor-e  deabnaking  in  tl; 
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iss.  Stephen  S.  Tang,  national  di- 

for  the  health-care  industry  prac- 
;  A.  T.  Kearney  Inc.,  figures  some 
e  companies,  including  Bayer,  Phar- 

&  Upjohn,  and  Schering-Plough, 
)ok  to  find  partners  in  the  coming 
)thers  say  it  wouldn't  be  suiprising 

American  Home  Products  Corj). — 

saw  potential  deals  with  Smith- 

and  Monsanto  fall  apart — go  on 
owl  again.  And  there  is  always  the 
ility  of  a  resumption  of  the  merger 
^ions  between  Glaxo  Wellcome  PLC 
mithKline.  But  Tang  doesn't  ex- 
rie  major  U.  S.  players  to  nish  into 
als  anytime  soon.  "They  have  dou- 
rit  growth  across  the  board,"  says 
"The  incentive  clearly  isn't  there." 
re  is  one  glitch  threatening  that 
h  outlook,  though — the  looming 

of  patent  expirations.  SG  Cowen's 

figures  that  from  1999  through 
irugs  that  generated  $14  billion  in 
sales  in  1997,  including  Schering- 
I's  Claritin  and  Astra  Phaimaceu- 

Prilosec,  will  go  off  patent.  That 

trigger  the  rollout  of  cheaper 
c  versions  of  those  dioigs  that  could 
/  erode  the  branded  product's  mar- 
are. 

T  REPRIEVE.  Big  Pharma  compa- 
ren't  going  to  take  that  hit  without 
Drugmakers  will  likely  try  to  tie 
neric  competitors  in  court  while 
search  for  ways  to  protect  their 
ise.  Lilly,  for  example,  vwll  be  fight- 
challenge  from  Barr  Laboratories 
patent  on  the  blockbuster  antide- 
mt  Prozac  next  year.  At  the  same 
;he  company  has  stinack  a  deal  with. 
Massachusetts  dmgmaker  Sepra- 
e.  to  develop  a  newer,  puiified  ver- 
if  Prozac.  That  version  may  have 
benefits  over  the  original — including 
:ially  fewer  bad  interactions  with 
drugs — but  the  big  payoff  for  Lilly 
,  the  new  Pi-ozac  could  enjoy  patent 
;tion  as  far  out  as  2015. 

•  the  biotech  industi-y,  1999  will  be 

•  when  the  promise  of  that  sector  comes  closer  to  real- 
number  of  new  biotech  products  will  be  ramping  up,  in- 
g  Enbrel,  the  potential  blockbuster  rheumatoid  arthri- 
ug  from  Immunex  Corp.  that  hit  the  market  in  late 
Salomon  Smith  Barney  analyst  Meirav  Chovav  figures 
he  drug,  which  will  be  co-marketed  by  American  Home 
icts,  could  generate  sales  of  $900  million  in  2001.  This 
ffiW  also  mark  the  first  full  year  of  sales  for  Herceptin, 
novative  breast-cancer  drag  ft-om  Genentech  Inc.  that 
ipproved  in  September  and  is  estimated  to  bring  in 
nillion  in  revenues  in  2000,  and  the  expected  approval 
aunch  of  a  new  aids  protease  inhibitor  fi'om  Vertex 


BATTLING  BLOCKBUSTERS 


SBm£ 


Get  ready  for  a  clash  of 
the  titans.  Monsanto's  Searle 
division,  with  the  help  of 
marketing  powerhouse  Pfiz- 
er, is  on  track  to  launch 
its  new  painkiller,  Cele- 
brex, in  early  1999.  Merck 
is  expected  to  follow  with 
its  own  product,  Vioxx,  in 
the  second  half  of  the 
year.  With  both  sides 
expected  to  add  hundreds 
of  sales  representatives  for 
the  drugs,  a  massive  pro- 
motional blitz  will  erupt  as 
each  tries  to  snag  a  piece  of  the  $6 
billion  market  for  arthritis  relief. 

The  drugs — the  most  anticipated 
pharmaceutical-product  launches  of 
1999 — are  part  of  a  new  class  called 
Cox-2  inhibitors.  They  are  meant  to 
provide  the  same  pain  relief  as  non- 
steroidal anti-inflammatory  drugs 
(NSAIDs)  such  as  ibuprofen  and 
aspirin  but  without  the 
sometimes  serious  stomach 


100  Capsules 


Celebrex™ 

(Celecoxib) 
200  mg 

UlRCT1072i  e»pir»«SEPOTO 
3ter«>l59'-  77'F  (15'-25-C) 

CAUT10J4  N»w  DfuO  -  LfTi'l*'' 
'--cr»l(i;  SA  llj*  Igmves-s^-c^a  -<« 

STOMACH  SAVER: 

First  Cox-2  drug 


FOCUS 


But  don't  look  for  the  Food 
&  Drug  Administration  to 
back  those  claims  without 
some  tough  scrutiny.  In 
fact,  Monsanto  and  Pfizer 
have  already  run  into 
skepticism.  Although  clin- 
ical trials  showed  that 
Celebrex  was  linked  to 
many  fewer  stomach  side 
effects  than  regu- 
lar (NSAIDs),  an 
FDA  panel  thinks 
the  drug  should  still  carry  a 
warning,  albeit  a  much  less 
onerous  one  than  is  carried  by 
(NSAIDs).  The  panel  indicated  that 
Monsanto  should  do  follow-up  studies 
to  prove  that  the  warning  should  be 
removed  completely.  The  FDA  has  not 
ruled  yet,  but  it  usually  follows  the 
advice  of  its  expert  panels. 

Merck  recently  filed  with  the  FDA  for 
approval  of  its  entry,  Vioxx.  The  drug's 
success  will  be  critical  to 
Merck,  which  is  facing  patent 


side  effects. 

Regular  (NSAIDs)  work  by 
blocking  the  action  of  two  enzymes, 
Cox-2,  which  is  believed  to  have  a  pri- 
mary role  in  pain  and  inflammation, 
and  Cox-1,  which  is  thought  to  help 
maintain  the  lining  of  the  stomach. 
The  Cox-2  drugs  inhibit  only  the  pain- 
causing  enzyme,  thus  avoiding  ulcers 
and  other  stomach  complications  that 
can  develop  when  the  stomach  enzyme 
is  blocked. 


PAIN  DRUGS    expirations  on  a  number  of 
important  drugs  in  2000  and 
2001.  The  betting  on  Wall  Street  is 
that  Merck  may  have  the  data  to  win 
an  even  less  stringent  warning  than 
Monsanto  is  likely  to  receive.  "Merck 
does  extremely  strong  clinical  trials," 
says  Lehman  Brothers  analyst  C. 
Anthony  Butler.  If  that's  the  case  with 
Vioxx,  Merck  will  have  an  additional 
weapon  in  its  high-stakes  battle  with 
Pfizer  and  Monsanto. 


Pharmaceuticals  Inc.  that  could  generate  sales  as  high  as 
$250  million  in  2000. 

Biotech  profits  as  well  as  sales  will  likely  get  a  boost  this 
year.  Samuel  D.  Isaly,  a  partner  at  biotech  research  fu-m 
OrbiMed  Advisors,  figiu-es  that  21  biotech  companies  will  be 
in  the  black  this  year,  generating  $2  billion  in  net  profits,  up 
from  $1.5  billion  in  1998.  "It's  harvest  time  in  biotech,"  says 
Isaly.  LInless  managed  care  really  bites  back,  biotechnology 
companies  and  big  dnigmakers  will  find  1999  to  be  a  healthy 
year  indeed. 

By  Amy  Barrett  in  Philadelphia,  with 
Ellen  Licking  i)t  New  York 


f  Medicare  starts  paying  directly  for  drugs.^ 
the  feds  will  have  more  say  on  pricing 


BUSINESS  WEEK  /  JANUARY  11,  1999  105 


LIFE  SCIENCES 


AGRICULTURE 


N 


OUTPUT 

BILLIONS  OF 
'98  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

FHOUSANOSOF  '98  DOLLARS 
PER  EMPLOYEE 


267.88 


289.98  3.62 


3.63 


73.93 


79.91 


■98  AND  '99  ARE  ESTIMAFES 


DATA  DRI/McGRAW-HILL 


POSITIVES 


►  Grain  prices  have 
already  recovered  a  little 
from  lows  in  early 
September 

►  The  federal  government 
is  distributing  $6  billion  in 
aid  for farmers  and  acceler- 
ating subsidy  payouts 


N  E  GAT  IV 


El 


►  World  demand  am 
exports  were  dotvn  la  , 
year  and  will  likely  o 
further  in  1999 

►  Th  e  rest  of  th  e  von 
getting  better  at  prod 
food,  and  that  will  ho 
prices  long-term 


ormally,  Ron  McCartney  would  be  ecstatic  about  the  bum] 
crop  of  corn  he  harvested  last  fall.  But  now,  it's  looking  1 
a  mixed  blessing.  That  large  crop,  along  with  sever 


depressed  com  piices,  has  forced  him  to  rent  expensive  stor- 
age space  in  a  silica  sand  mine  30  miles  from  his  1,700-acre 
farm  in  northeast  Iowa.  "I  hate  doing  this,"  says  McCartney. 
"They've  taken  advantage  of  the  situation  and  raised  rates." 

He's  not  alone.  The  situation  for  most  of  the  fami  sector  is 
dismal.  The  tlu-ee  major  U.S.  cash  crops — com,  soybeans,  and 
wheat — were  down  27%,  13%,  and  29%,  respectively,  thi'ough 
Dec.  21.  Thousands  of  farmers  are  holding  on  to  their  cro])s, 
hoping  to  sell  them  at  better  prices  later  this  year'. 

Welcome  to  fi'ee-market  agTiculture.  Two  years  after  the 
passage  of  the  1996  Fann  Bill,  which  phases  out  federal  sub- 
sidies for  fanri  piices,  American  famiei's  are  experiencing  the 
downside  of  market-based  prices.  Half  the  problem  is  weak 
demand.  Other  than  the  dairy  industry,  which  sells  virtually 
all  of  its  milk  and  buttert'at  domestically, 
every  agiicultui'al  sector  has  been  hurt 
by  the  crisis  in  Asia.  The  Agi'iculture 
Dept.  estimates  that  farm  exports 
dropped  by  6%,  to  ,$.54  billion,  in  1998 
and  will  fall  this  year  to  $.50  billion. 

The  second  part  of  the  problem  is  in- 
creased supply.  "Competitors  have  been 
producing  good-to-record  crops,"  explains 
economist  Teiry  Francl  of  the  American 
Farm  Bureau  Federation.  For  all  the 
dire  predictions  about  El  Nifio,  big  agri- 
cultural producei's  such  as  Brazil,  Ar- 
gentina, and  Australia  hauled  in  bumper 
crops  of  soybeans  and  wheat  last  year,  as 
did  the  U.  S.  And  with  better  use  of 
technology  and  farming  techniques,  the 
rest  of  the  world  will  likely  continue  to 
improve  production. 

WHERE'S  THE  BEEF?  Livestock  producers 
fai'ed  even  worse  than  gi-ain  farmers  last 
year  While  exports  make  up  a  smaller 
proportion  of  animal  production,  cattle 
and  hog  herds  are  still  too  large  for  the 
domestic  market.  Despite  three  years  of 
downsizing  the  beef  herd,  cattle  prices 
are  off  20%  since  the  beginning  of  1998. 
Any  improvement  will  likely  be  muted 
by  the  glut  of  hogs  ciUTently  on  the  mar- 


ket, as  consumers  substitute  cheaper  pork  for  beef, 
hog  prices  at  .50-year  lows,  the  industry  is  a  basket  ca: 

Weak  demand,  strong  supply:  The  combo  adds  up 
poor  outlook  for  most  of  the  U.S.  agi'icultural  sectur. 
the  $6  billion  aid  package  passed  by  an  election-yeai-  (  oi 
was  some  help,  U.  S.  farm  incomes  fell  an  estimated  :;.( 
.$48  billion,  in  1998.  "The  best  tiling  farmers  can  hoj)!'  fn 
is  bad  weather  elsewhere,"  says  Michael  Singer,  agricii 
economist  for  the  F^ederal  Reser^ve  Bank  of  Chicago. 

The  only  other  thing  that  would  improve  prices  is  - 
kind  of  significant  shock  to  global  grain  supplies.  Otln  i 
farmers  such  as  Ron  McCartney  could  be  selling  tlieii : 
harvest  into  an  even  weaker  market  this  year 

By  Andrew  Osterland  in  CI. 


THE  PORK  INDUSTRY  GETS  ROASTED 


FOCUS 


HOGS 


it  has  been  a  difficult 
year  for  most  U.S.  farm- 
ers— but  it  tias  been  a  dis 
aster  for  hog  producers.  "This  is 
beyond  tough,"  says  Charles  K. 
Levitt,  senior  hvestocl<  analyst  for 
Alaron  Trading.  "This  is 
tragedy,  despair,  and  panic 
all  rolled  into  one." 

For  the  first  time  since  the 
1940s,  live  hog  prices  have 
fallen  below  $10  per  IOC 
pounds — nearly  a  75%  drop 
in  the  last  12  months.  With 
an  industry  average  produc-    no  luau 
tion  cost  of  over  $35  per  100 
pounds,  Levitt  expects  thousands  of 
producers  to  go  belly-up  in  the  next 
six  months. 
The  pork  industry  is  undergoing 


the  same  transformation  t 
poultry  business  went 
through  in  the  1980s,  with 
big  producers  such  as  Murphy  Fan 
and  Premium  Standard  Farms  buil 
ing  giant,  low-cost  hog  factories  i 
war  for  market  share.  But 
demand  hasn't  kept  pace 
with  the  expansion  in 
capacity.  Export  markets, 
predominantly  Asian,  havf 
stalled,  and  packers  and 
retailers  have  only  recenti 
begun  to  lower  pork  price; 
for  domestic  consumers. 
Lower  retail  prices  may 
spur  some  new  demand  from  heall 
conscious  U.S.  consumers.  But  wit 
supplies  expected  to  grow  further, 
1999  looks  like  a  hog  hell. 
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SYMANTEC 


NORTON 


Antivirus 

NORTON  

Utilities 

NORTON  

CleanSweep 

One  Suite  Way  to  Gear  Up 
for  Top  Performance. 

Introducing  Norton  SystemWorks^  Complete  versions  of  the  latest  award-winning 
utilities  for  Windows"  95  and  Windows'  98  from  Symantec"  Corporation  -  now  available  for  the 
first  time  ever  in  a  single  integrated  suite.  Geared  to  work  together,  they  eliminate  the  confusion 
of  choosing  from  all  the  different  utilities  on  the  shelf.  Just  shift  up  to  Norton  SystemWorks  and 
you  have  everything  you  need. 

The  smartest  way  to  keep  your  computer  working.  Norton  SystemWorks  protects, 
maintains,  fixes  and  fine-tunes  your  system.  Easily  customized,  you  can  choose  whether  you  want 
Norton  SystemWorks  to  run  automatically  in  the  background,  or  personalize  it  to  suit  the  way  you 
prefer  to  manage  and  maintain  your  system. 

An  incredible  value.  Along  with  complete  versions  of  five  award-winning  utilities,  Norton 
SystemWorks  features  a  FREE  Bonus  Pack  that  includes  Norton  Mobile  Essentials ,  Visual  Page" 
WinFax'  Basic  Edition,  and  pcANYWHERE'  Express.  $500  worth  of  software  for  just  $69.95!* 
More  than  30  million  customers  have  relied  on  Norton  products  to  protect  their  computers. 
And  at  this  price,  shouldn't  you? 

Gear  up  for  top  performance.  Go  to  your  local  reseller  to  get  five  award-winning 
utilities  plus  a  FREE  bonus  pack  for  one  amazing  price  -  just  $69.95! 


*Manufacturer's  suggested  retail  price. 


SYMANTEC. 


Symantec,  the  Symantec  logo.  Norton  Antivirus,  Norton  Utilities.  pcANYWHERE.  and  WinFax  are  registered  U.S.  trademarks  of  Symantec  Corporation. 
Norton,  Norton  SystemWorks.  Norton  CrashGuard,  Norton  Web  Services.  Norton  Mobile  Essentials.  Norton  CleanSweep.  and  Symantec  Visual  Page 
are  trademarks  of  Symantec  Corporation.  Windows,  and  the  Windows  logo  are  registered  trademarks  of  Microsoft  Corporation.  Ail  other  brand  names 
or  trademarks  are  the  property  of  their  respective  owners.  ©  1998  Symantec  Corporation.  All  rights  reserved. 
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OUTPUT 
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PRODUCTIVITY 

THOUSANDS  OF  '98  DOLLARS 
PER  EMPLOYEE 


76.93 


'98  AND  '99  ARE  ESTIMATES 


DATA  DRI/McGRAW-HILL 


►  Insurers  will  win  higher 
premium  increases, 
especially  from  smaller 
customers 

►  Deynographics  and 
managed-care  pressures 
favor  nursing  homes, 
assisted-living  centers 


N  E  G  A  T  I  V  El 


►  Medicare  cutbacks 
continue  to  eat  into  \ 
revenue  growth  throv^ 
the  industry 

►  Giant  physician- 
management  compari 
haven't  found  a  viabl\ 
formula 


an  managed  care  finally  make  some  decent  money  in  19^ 
After  a  three-year  profit  drought,  indications  are  promisir 
Most  health-maintenance  organizations  are  holding  the  li 


on  medical  costs.  They've  pulled  out  of  Medicare  in  weaker 
mai'kets.  And  they're  winning  more  than  nominal  commercial 
premium  increases — almost  unthinkable  in  recent  years. 

Operating  margins  remain  thin,  typically  4%  or  less,  and 
HMO  stock  multiples  won't  nearly  approach  their  levels  of 
1995.  Still,  Wall  Street  expects  net  profit  increases  of  15%  to 
20%  this  yeai"  from  all  the  giants — Aetna,  Humana,  Pacificare 
Health  Systems,  Wellpoint  Health  Networks,  and  United 
Healthcare. 

Such  relative  bounty  is  made  possible  by  the  emergence  of 
long-absent  pricing  discipline.  Nationwide,  insiu'ers'  premium 
increases  to  large  employers  should  average  5%  to  7%  this 
year,  up  from  3%  for  1998.  Some,  such  as  Indianapolis-based 
Anthem  Insurance  Cos.,  say  they've  won  average  hikes  of 
10%  or  higher  Increases  are  even  steep- 
er in  the  small-gi'oup  market. 

At  the  same  time,  HMOs  are  keeping 
costs  down.  Although  double-digit  in- 
creases in  pharmaceutical  expenses  will 
persist,  insurers  will  perhaps  pay  physi- 
cians only  4%  more  than  in  1998.  Many 
hospitals  will  get  even  smaller  hikes.  "It's 
going  to  remain  difficult  for  us  to  gener- 
ate anything  in  the  way  of  significant 
price  increases,"  says  Eric  R.  Wagner, 
vice-president  at  Helix/Medlantic  Health- 
care Group,  a  newly  merged  combine  of 
seven  hospitals  around  Washington. 
PULLING  OUT.  Hospitals  will  win  modest 
relief  from  Medicare.  The  federal  pro- 
gi"am,  wliich  t>^3ically  accounts  for  40%  of 
hospital  revenue,  w\\\  grant  a  0.5%-  rate 
increase  after  holding  pay  flat  in  1998. 
HMOS,  too,  should  see  healthier  retiu-ns 
from  their  Medicare  operations — mostly 
because  they've  withdrawn  from  mar- 
kets where  pricing  caps  and  regulations 
made  their  operations  untenable. 

The  dominant  industiy  dynamic,  how- 
ever, remains  consolidation.  Aetna  Inc.'s 
Dec.  10  announcement  that  it  would  pay 
$1  billion  for  Pnadential  Insurance  Co.'s 
massive  and  mediocre  health  business 


raised  the  ante,  as  insui'ers,  hospitals,  and  doctors  race 
leadership  in  local  markets.  "We're  still  acquiring.  The  i 
rules  are  the  same,"  says  Alan  B.  Miller,  ceo  of 
Health  Services  Inc.,  the  third-largest  hospital  operatu 
Rule  No.  1:  Size  truly  matters.  The  continuing  arm- 
though,  concerns  some  health  executives  and  analysts,  i ; 
insurers,  hospitals,  and  physician  gi-oups,  they  note 
necessaiily  sei-ve  patients  better  And  heightened  conijH- 
could  make  this  year's  profits  an  anomaly.  "I  don  i 
health  care  is  a  high-margin  business,"  says  Fraii^ 
Crosson,  executive  dii-ector  of  Kaiser  Pennanente  Fedt-r 
part  of  the  big  not-for-profit  Kaiser  hmo.  "I  don't  Uiin 
country  wants  it  to  be." 

By  Keith  H.  Hammonds  in  Neir 


ADJUSTING  THE  PRESCRIPTION 


It  seemed  like  a  good  idea:  Physi- 
cian practice-management  firms 
(PPMs)  would  buy  or  manage  thou- 
sands of  doctors'  operations,  gain- 
ing vast  efficiencies  and  negotiating 
muscle  to  fight  health-maintenance 
organizations  (HMOs). 

But  the  PPM  model  proved 
fatally  flawed.  The  industry 
leaders  did  manage  to  affil- 
iate with  40,000  physician 
practices  by  this  year.  But  after 
massive  losses,  MedPartners  said  in 
November  that  it  would  quit  to  focus 
on  its  pharmacy  unit.  Its  biggest 
rival,  Phycor,  took  a  $93  million 
charge  and  said  it  might  go  private. 
Smaller  PPMs  have  also  foundered. 

PPMs  crashed,  in  part,  because 
they  lacked  the  actuarial  expertise  to 


TREND 


PHYSICIAN 
PRACTICES 


predict  medical  costs.  More  impor 
tant.  doctors  didn't  react  well  to 
becoming  employees — especially  o 
remote  national  companies.  Med- 
Partners and  Phycor  proved  adept 
consolidators,  but  they  couldn't  eff| 
ciently  manage  operations 
Yet  physicians  remain  a 
mostly  fragmented  bunch 
with  an  economic  imperati' 
to  agglomerate.  Some  ana- 
lysts, such  as  Morgan  Stanley's  To( 
Richter,  think  Phycor  will  emerge  a 
vital  force.  Others  think  PPMs  will  ' 
return  in  changed  forms.  "The  PPM 
industry  is  not  dead,"  says  MitcheN 
Blutt,  executive  partner  at  Chase 
Capital  Partners.  "Sometime  in  the 
next  6  to  24  months,  we'll  see  som 
reinvention." 


108  BUSINESS  WEEK  /  JANUARY  1 1  1999 


2nry  Ford  dreamed  of  "making  the  desirable  affordable!' 


Obviously,  it's  a  recurring  dream. 
Introducing  the  $17,995*  Ford  Taurus. 

innovation  helps  lower  costs,  for  us  and  for  you.  That's  why  the  lowest  price  ever 

day's  Taurus  is  $1000  less  than  last  year  for  the  same  equipment."  And  that  same  spirit  of  innovation 

nade  Ford  Taurus  the  Only  Car  in  its  class  to  earn  a  five-star  ***** 

ernment  front  crash  test  rating!  More  affordable.  More  desirable.  Designed  for  safety. 


:ould  be  the  car  Henry  Ford  dreamed  of. 


Ford  Taurus 

Second  Ceneration  airbags!'  s.o-Jiter  V-b. 
Power  windows.  Air  conditioning.  All  standard. 


1^800-258-FORDor 
www.fordvehicles  com 


urns  LX  MSRP  Tax.  title  extra  "Based  on  MSRP  of  "98  Taurus  LX  vs  MSRP  of  '99  Taurus  LX  'Driver  and  passenger  front  crash  test  Government  data  only 
1  comparing  vehicles  within  500  pounds  Class  is  mediuiTi  cars  starting  under  $20,000  "Always  wear  your  safety  belt  and  secure  children  in  the  rear  seat 


Pennzoil  Company  has  restructured 
into  two  separately  traded  companie 


PENNZOIL 


PennzEnercy 

COMPANY 

•  Top  10  domestic  independent  oil  and  gas  company 

•  Over  400  million  barrels  of  oil  reserves 

•  Annual  production  of  nearly  50  million  barrels  of  oil 

•  Substantial  and  growing  international  presence 


Femnzoil-Quhker  Stm 

COMPANY 

•  Pennzoil  and  Quaker-State  have  merge 

•  Over  1,300  branded  products 

•  Leading  brands  in  every  car  care  categ(y 

•  #1  fast  oil  change  provider 


www.pennzoil-quakerstate.com 
www.pennzenergy.com 

For  Investment  Information 
(713)  546-4000 


INDUSTRY  OUTLOOK  1999 


VIANUFACTURING 


AUTOS  Low  interest  rates,  rising  wages,  and  plenty  of  jobs 
will  keep  showrooms  fairly  crowded.  But  Detroit  will  have  to 
offer  ever-larger  rebates — and  even  that  won't  get  sales  to 
match  last  year's  record  figures.  Output*  for  1999:  +3.9% 


4 AEROSPACE  With  defense  spending  rising,  revenues  are 
at  an  all-time  high.  Fewer  companies  will  share  the  bounty, 
  however,  as  merger  mania  continues  in  the  U.S.  and  abroad, 

signaling  tougher  competition.  Output"  for  1999:  +2.01% 


METALS  Last  year's  flood  of  imported  steel  seems  to  be 
subsiding,  but  that  doesn't  mean  domestic  producers  can 
rest  easy.  Look  for  more  mergers — and  more  lobbying  efforts 
to  erect  stronger  antidumping  barriers.  Output"^  for  1999:  -2.5% 
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ENERGY  Crude-oil  prices  are  in  the  cellar  and  likely  to 
stay  there  as  economic  woes  in  Russia  and  Asia,  a  global  oil 
glut,  and  balmy  weather  rock  the  industry.  Cost-cutting  and 
mergers  should  keep  on  coming.         Output*  for  1999:  -0.59% 


NTS  PLUS  INVENTORY  CHANGES  IN  1998  DOLLARS 
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MANUFACTURING 


AUTOS 


N 


OUTPUT 

BILLIONS  OF 
'98  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  '98  DOLLARS 
PER  EMPLOYEE 


318.16 


0.89 


357.78 


365.26 


'98  AND  '99  ARE  ESTIMATES 


DATA:  ORI/McGRAW-HILL 


POSITIVES 


►  Sales  of  sport-utility 
vehicles,  minivans,  and 
pickup  trucks  continue  to 
roar  and  could  outpace 
passenger  car  sales  in  1999 

►  New  leadership  at 
General  Motors  and  Ford 
is  reinvigorating  Detroit 


N  E  GAT  I  V 


►  Sales  of  passenger  i 
continue  to  lag,  despi 
rebates 

►  Japanese  auto  ma) 
have  set  their  sights  c 
Detroit's  truck  domin 
with  new  models  like 
Toyota  Tandrapickw^ 


0  one  is  expecting  the  wheels  to  fall  off  car  sales  this  ye  3 
But  auto  executives  who  are  usually  buoyant  are  cominaJ^ 
terms  with  a  dim  prospect:  Their  best  days  are  behi* 


them.  "I'm  womed,"  confides  an  anxious  Ricliard  B.  Colliver, 
executive  vice-president  of  American  Honda  Motor  Co.  "I've 
seen  showi-oom  traffic  slow  down.  People  are  concerned  about 
the  market." 

Such  pessimism  was  hard  to  find  in  the  go-go  sales  reports 
of  1998,  when  car  and  light-tiiick  sales  in  the  U.  S.  topped 
15.5  million,  the  best  year  of  the  decade.  But  auto  executives 
acknowledge  that  global  economic  malaise  and  wavering  con- 
sumer confidence  will  finally  put  the  brakes  to  the  car  busi- 
ness this  year.  "It  will  be  weaker,"  admits  Ford  Chief  Exec- 
utive Jacques  A.  Nasser.  He  quickly  adds:  "But  we're  still 
forecasting  industiy  sales  that  begin  with  a  1  and  a  5." 

Indeed,  15  milhon  cars  and  light  tmcks  is  this  year's  sales 
consensus  among  industry  analysts.  Low  interest  rates,  a 
robust  job  market,  and  rising  wages  will  keep  autos  rolling 
out  of  showrooms. 

That  lofty  sales  level  is  going  to  cost, 
though.  Detroit  may  lay  out  the  biggest  re- 
bates since  the  last  recession.  .J.  D.  Power  & 
Associates  Chief  Economist  Paul  Ballew  esti- 
mates that  auto  makers  spent  an  average  of 
$1,200  per  vehicle  on  incentives  at  the  end  of 
1998,  up  $100  fi-om  1997.  And  this  yeai;  the  in- 
dustry may  slap  on  an  additional  $100  to  $125 
per  vehicle  to  prop  up  sales.  The  rebates  will 
drive  down  the  average  piu-chase  price  by  1%, 
to  $22,750,  predicts  Ballew.  "We'U  see  incentive 
wars  in  '99,"  he  says.  "We'll  have  phenome- 
nally high  incentives." 

BEETLEMANIA.  Even  once  rebate-proof  light 
tincks  are  showing  weakness.  DaimlerChiysler 
has  $1,000  rebates  on  its  minivans,  Ford  Motor 
Co.  is  offering  cut-rate  financing  on  the  Ford 
Explorer,  and  General  Motors  Coi-p.  is  discounting  its  sport- 
utility  vehicles  by  $1,000  to  .$3,500.  And  with  900,000  suvs 
coming  off  lease  in  1999,  good  deals  on  slightly  used  wheels 
will  abound,  putting  pressure  on  new  models.  The  fat  suv 
profit  margins  that  have  been  stuffing  Detroit's  pockets  will 
plunge  nearly  20%  over  the  next  two  years,  to  an  average  of 
$6,500  per  vehicle,  predicts  Merrill  Lynch  &  Co.  auto  analyst 
Nicholas  Lobaccaro. 

Still,  the  tnack  juggernaut  seems  unstoppable  this  year 
Sales  of  minivans,  sport-utilities,  and  pickup  trucks  gi'abbed 
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U.S.  CAR  AND  LIGHT- 
TRUCK  SALES 
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more  than  half  of  the  U.  S.  auto  mai'ket  for  the  fii'st  tim( 
in  November,  1998 — and  they  could  hold  a  slim  majori 
all  of  1999,  analysts  predict.  Good  thing,  too,  because 
tional  passenger  cars  remain  money  losers.  With  Detro 
ing  on  the  rebates  to  move  the  metal,  the  average  pui 
price  of  a  passenger  car  will  fall  2%  this  year,  to 
diets  Ballew. 

U.  S.  cars  are  getting  hint  by  more  than  just  the  po; 
ity  of  trucks.  Overseas  rivals  ai'e  simply  doing  a  better 
satisfying  customers.  "The  Europeans  are  selling  eveAw, 
they  can  build,  but  Detroit  is  straggling,"  says  Wesl 
Brown,  auto  consultant  at  Nextrend  Inc. 

European  cars  are  proving  there's  a  vibrant  marketlp 
under  Detroit's  nose  for  good  design  and  engineering  ■wi, 
Volkswagen  Beetle's  wild  success  in  1998  helped  boost 
U.  S.  sales  more  than  60%.  Analysts  expect  v^v  vAW  dc 
better  this  year  with  the  launch  of 
designed  .Jetta  sedan  and  Golf  small  carMfral ) 
cedes-Benz  will  also  gi'ow  briskly — and 
threaten  Detroit's  lead  in  luxury  car  s 
with  a  new  S-class  sedan  starting  at  $( 
That's  a  price  cut  of  10%.  Overall,  Eui 
auto  makers  will  boost  their*  shai'e  of  th( 
market  to  5.8%  in  1999,  from  5.1%  last 
Brown  predicts. 

Asian  caraiakers  are  also  expected  t 
ground.  Their  share  will  rise  1.1  poir 
25.6%,  Nextrend  projects.  Most  of  the 
will  go  to  Toyota  Motor  Corj).  and  Hone 
tor  Co.  These  two  will  be  fighting  a  p 
battle  for  top-selling  car  honors,  with  th 
ota  Camry  defending  its  1998  title  agair 
Honda  Accord. 
However,  Detroit  is  even  more  worried  about  Jai 
plans  to  invade  its  tmck  tmf.  Market  watchers  expect ' 
and  Honda  to  make  inroads  with  hot  new  models  111 
Honda  Odyssey  minivan  and  Toyota  Tundra  pickup 
But  Detroit  remains  confident  it  can  fend  off  the  Ja] 
truck  threat,  as  it  cioiises  into  its  eighth  consecutiv( 
year.  "I  don't  expect  consumers  will  roll  over  and  stop 
ing,"  says  Ford  Chief  Economist  Martin  B.  Zimmermai 
Power  predicts  the  combined  share  of  gm,  Fore 
DaimlerChrysler  will  rise  to  73%  from  71.6%,  thanks 
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s  recoveiy  fi'om  its  strike  last  sum- 
^alysts  expect  the  three  auto  mak- 
I  earn  a  combined  $19.1  bilHon,  up 
from  last  year's  $16.1  billion. 
iV  will  Detroit  keep  the  profits  flow- 
/en  as  sales  are  slowing?  By  con- 
g  to  slash  costs.  The  three  compa- 
lave  pledged  a  crash  diet  in  1999, 
ng  costs  by  as  much  as  $6.4  billion. 
OR  top  of  the  billions  they  have 
;  out  since  the  mid-1990s.  Ford,  for 
)le,  has  cut  $700  per  vehicle  in  just 
,st  two  years,  says  Zimmerman, 
ito  makers  are  squeezing  suppliers 
zings  while  pruning  product  devel- 
it  costs  and  payi'olls. 
TAKEOVERS?  That  keen  eye  on 
is  critical  in  an  industry  glutted 
vercapacity.  Auto  factories  ai'ound 
orld  can  spit  out  20  million  more 
nd  trucks  than  the  global  market 
Besides  putting  pressui'e  on  prices 
irofits,  that  excess  capacity  is 
<;  consolidation.  Daimler  Benz'  stun- 
55  billion  acquisition  of  Chiysler-  in 
iroved  that  anything  can  happen 
!  auto  business.  Says  Ballew: 
ng  would  sui-prise  me  anymore." 
istry  insiders  expect  the  next  big 
,  to  come  from  Foi'd,  which  is  sit- 
1  a  staggering  $23  billion  pile  of 
:MW  and  Volvo  have  both  been  m- 
as  takeover  targets,  but  the 
eans  deny  it,  and  Ford  remains 
/e  like  having  all  that  cash,"  dead- 
Jasser.  "That  places  us  in  a  veiy 
strategic  position."  Ford's  cash 
tion  will  remain  peppy  this  yeai'  as 
aings  hit  $6.8  billion,  nearly  keep- 
ce  with  1998's  expected  record 
)f  $7  billion,  predicts  Bumham  Se- 
5  auto  analyst  David  B.  Healy. 
le  its  Ford  nemesis  looks  to  bulk 
neral  Motoi-s  is  slimming  dovra. 
ar,  GM  will  unload  its  huge  Delphi 
irts  unit.  The  Delphi  spin-off  will 
n  the  fu'st  quarter  with  a  $1.5  bil- 
;ial  public  offeiing — and  more  than 
workers  will  move  from  gm's  pay- 
the  "new"  ventui'e.  On  the  heels  of  the  Delphi  move 
me  this  summer's  national  contract  talks  with  the 
Auto  Workers.  So  1999  shapes  up  as  another  year  of 
labor  relations  for  gm.  But  if  the  No.  1  auto  maker  can 
,  crippling  strike,  Healy  believes  it  will  nearly  double 
:s,  to  $5  billion.  That's  still  shy  of  the  $6  billion  in  op- 
earnings  GM  banked  in  1997,  but  its  overseas  opera- 
ave  suffered  a  62%  decline  in  profits  since  then. 
DaimlerChrysler,  pulling  off  the  biggest  industrial 
in  history  will  be  the  main  challenge  tliis  year.  Wliile 
»  companies  have  mostly  complementary  pr'oduct  lines, 
iltures  couldn't  be  more  differ-ent.  Blending  American 


DETROIT  DETENTE? 


After  all  the  pain 
caused  by  last  sum- 
mer's United  Auto 
Workers  strike 
against  General 
Motors,  there's  now 
talk  of  repairing 
relationships.  We'll 
soon  know  if  there's 
any  chance.  In  July, 
negotiators  for  the 
union  and  GM,  Ford, 
and  DaimlerChrysler 
will  begin  hashing 
out  terms  of  a  new 
national  contract. 
The  GM  talks  will  be 
the  litmus  test. 

Whether  the  two  sides  can  reach 
an  accord  depends  on  finding  com- 
mon ground  on  a  number  of   

hot  issues.  One  is  GM's  plan 
to  spin  off  its  Delphi  parts- 
making  unit.  Delphi  Presi- 
dent J.T.  Battenberg  III 
wants  to  negotiate  a  separate  UAW 
contract  matching  the  lower  pay  and 
less  stringent  work  rules  of  nonunion 
suppliers.  The  UAW  instead  will  push 
to  organize  workers  and  raise  wages. 

Another  thorny  issue  is  GM's  drive 
to  use  more  preassembled  modules 
from  suppliers  that  workers  would 
simply  snap  together.  GM  would  trim 
fixed  costs  by  transferring  more 
design  and  manufacturing  work  to 
suppliers,  but  the  UAW  worries  the 
plan  would  reduce  union  jobs. 


OPTIMISTIC:  The  UAWs 
Yokich  talks  of  cooperation 


The  union  is  on 
mushy  ground.  GM 
isn't  selling  enough 
cars  and  trucks  to 
keep  all  its  factories 
running.  Its  market 
share  has  slipped  to 
29.4%,  down  4  per- 
centage points  from 
1994.  Says  Schroder 
&  Co.  auto  analyst 
John  Casesa:  "If  GM's 
market  share  doesn't 
turn  up  soon,  they're 
going  to  have  to  con- 
front this  issue  of 
excess  capacity,  and 
be  in 


TREND 


LABOR 
TALKS 


that's  something  the  union  will 
no  mood  to  discuss." 
GM  has  grand  expectations, 

  though.  Its  goal  is  to  boost 

its  market  share  to  32%  and 
profits  to  $4  billion  in  1999. 
But  that  assumes  a  year  free 
of  strikes — a  pretty  big  "if." 
In  the  past  three  years,  GM  plants 
have  been  hit  by  strikes  13  times. 
UAW  President  Stephen  P.  Yokich 
remains  optimistic.  "I  hope  we  can 
get  through  these  negotiations  next 
July  without  a  bigger  struggle." 

If  the  number  of  recent  GM-UAW 
dinners  is  any  sign,  cooperation  is  in 
the  air.  But  that  doesn't  necessarily 
mean  smooth  negotiations.  What 
both  sides  need  is  fewer  hors 
d'oeuvres  and  more  meat. 

By  Joann  Muller  in  Detroit 


brashness  with  buttoned-down  Ger-man  stodginess  is  going  to 
be  r-eally  tough,  says  Healy.  But  Wall  Str-eet  is  optimistic:  A 
First  Call  Corjj.  sm'vey  of  analysts  pr-edicts  DaimlerChrysler's 
earnings  will  grow  14%  this  year,  to  $7.3  biUion. 

On  Main  Str*eet,  though,  car-  dealers  ar'e  cutting  their-  prof- 
it projections  and  br-acing  for  dangerous  cur-ves  ahead.  "What 
goes  up  must  come  down,"  shr-ugs  Fr-ank  Ursomarso,  a  Pon- 
tiac  and  For-d  dealer  in  Wilmington,  Del.  So  1999  may  be  a 
letdown  from  1998,  but  it  should  be  easy  to  take — even  if  it 
does  mar'k  the  beginning  of  the  end  for  an  extraor-dinary 
period  of  expansion  for-  the  auto  industry. 

By  Keith  Naugliton,  with  Kathleen  Kenvin,  in  Detroit 


^^We  11  see  incentive  wars,^^  says  one 
lonomist,  who  expects  prices  to  drop  by  1  % 
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MANUFACTURING 


AEROSPACE 


N 


OUTPUT 


EMPLOYMENT 


PRODUCTIVITY 


236.38 


104.55 


177.52 


8  AND  99  ARE  ESTIMATES 


DATA:  ORI/McGRAW-HILL 


POSITIVES 


►  Defense  spending  is 
likely  to  rise  in  the  U.  S.  a  nd 
abroad,,  pushing  revetiues 
to  all-time  highs 

►  Better  financial 
controls  should  stem  the 
three-year  tumble  in 
operating  margins 


N  E  G  AT  I  V 


►  Inteimational 
customers,  led  by  A 
are  canceling  com  rn 
aircraft  orders 

►  If  consolidation  i 
Europe  takes  roof,  t 
atlantic  competitioh 
could  intensify 


orget  all  the  downbeat  headlines  about  cutbacks  and  lay(  i 
in  the  aerospace  industry — at  least  for  now.  Those  trei 
aren't  due  to  make  much  of  an  impact  until  the  millenni 


And  with  defense  spending  iinally  turning  around,  1999  is 
shaping  up  as  a  banner  year. 

Although  sales  may  blossom,  the  bouquets  could  go  to  few- 
er companies.  Merger  mania  is  fai-  fi'om  over.  Second-tier  U.  S. 
playei-s  ai'e  scratcliing  for  critical  mass,  and  consolidation  in  Eu- 
rope is  set  to  take  off.  The  next  phase  could  be  transatlantic 
megamergers.  "Eveiyone  is  either  a  buyer  or  seller,"  says 
Jon  B.  Kutler,  president  of  investment  banker  Quarterdeck 
Investment  Partners  Inc.  "There's  no  futui-e  in  standing  still." 

Despite  woes  at  Locklieed  Maitin  Corp.,  industiy  revenues 
tills  yeai'  ai'e  exjiected  to  grow  3.2%,  hitting  an  all-time  high  of 
.$145  billion,  accordmg  to  the  Aerospace  Industries  Assn.  (aia). 
And  analysts  figiu-e  that  earnings  also  could  top  1998's  record 
$7.4  billion — providing  Boeing  Co.  and  Aii-bus  Industrie  keep 
their  pledges  to  focus  on  the  bottom  line. 
Better  financial  controls  might  even  stem 
the  industiy's  three-year  tumble  in  oper- 
ating mai'gins.  Tliey  slipped  to  5%  in  1998, 
down  fi'om  .5.6%  in  1996. 
SOFT  CHOPPERS.  Nearly  every  category 
is  due  for  gTowth.  Aircraft  sales  will  rise 
4%,  to  $80.9  billion.  Revenues  from  com- 
mercial space  gear,  such  as  satellites, 
have  tripled  since  1991,  to  $8.4  billion  in 
1998,  and  are  looking  up  again.  There  is 
one  soft  spot:  helicopters.  Civilian  chop- 
per shipments  will  slump  almost  10%. 

On  the  military  side,  the  Pentagon  is 
shifting  ft'om  development  to  procure- 
ment in  such  key  weapons  as  Lockheed 
Martin's  F-22  fighter.  As  a  result,  aia 
pegs  Defense  Dept.  purchases  of  aero- 
space gear  at  $41.5  billion,  up  $1.3  billion 
fi'om  1998.  Eui'opean  countries  in  com- 
pliance with  the  strict  Maastricht  budget 
requirements  now  may  have  flexibility 
to  sweeten  defense  budgets,  too. 

These  incremental  gains  seem  sure  to 
be  overshadowed  by  news  on  the  merger 
front,  though.  Despite  Washington's 
thumbs-down  on  a  Lockheed  Martin- 
Northrop  Grumman  Coi-p.  combo,  ana- 
lysts expect  more  moves  such  as  B.  F. 


Goodrich  Co.'s  $1.5  billion  bid  for  Coltec  Industries  Ine 
under  review  by  the  Justice  Dept.  Companies  on  the 
include  General  Dynamics,  Litton  Industries,  Noi-thi'op 
man,  and  TRW. 

Across  the  Atlantic,  consolidation  also  is  in  the 
British  Aerospace  PLC  and  DaimlerCluysler  Aerospace,  i  k 
others,  are  mulling  Continental  mamages.  And  BAe  oi  t 
eral  Electric  Co.  plc  might  even  be  coaxed  into  unions  t 
say,  Lockheed  Martin  or  Northrop  Grumman.  | 

After  1999,  the  outlook  is  less  rosy.  If  the  global  ecc ; 
doesn't  pick  up,  commercial  orders  and  defense  spe  i 
could  come  back  to  earth.  But  for  1999,  the  aerospace 
ness  will  be  flying  high. 

By  Stan  Crock  in  Washi 


SPACE  IS  THE  PLACE 


Space  and  defense 
operations  could  be  the 
salvation  of  Boeing 
Co.'s  bottom  line  again 
this  year,  as  they  were 
in  1998.  The  two  units 
will  generate  margins 
of  7%  to  9%  on 
unchanged  revenues  of 
roughly  $19  billion. 

However,  those 
upbeat  numbers  will  be  overwhelmed 
by  the  sluggish  commercial-plane 
division.  Its  1999  sales  are 
pegged  at  $38  billion.  While 


NOSE  JOB: 


FOCUS 


sive  price  competitio 
Two  of  Boeing's  ho 
for  space  will  be  sho\ 
cased  early  this  year. 
Liftoffs  are  slated  fo 
its  new  Delta  3  rocke 
and  the  joint-venture 
Sea  Launch  booster. 

Multibillion-dollar 
projects  stoking  Boe- 
ing's military  busine: 
include  the  loint  Strike  Fighter  an 
the  antimissile  Airborne  Laser  pla 
form.  But  if  orders  don't  p 
up  for  the  F-15  fighter,  th 


that's  an  8%  increase,  mar- 
gins will  be  dismal — 3%  or 
less.  Blame  the  low  profits  on  pro- 
duction snarls  stemming  from 
1997's  surge  in  sales  and  aggres- 


BOEING       line  could  be  shut  down  tl  "'r 
summer.  That  would  make 
better  profits  on  commercial  plant 
even  more  vital. 

By  Seanna  Browder  in  Sea 
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.or  Jerri.  Oniron  means  a  better  way  to 

a  car  and  an  easier  wav  to  unlock  her  own. 


Ivery  day.  Oiiii'dii  loiiclic^  million^  of        in  ilimisands  oi 
vays.  Like  ilic  Oiiiinii  coinpacf  vision  MMcm  llial  allows 
erri  to  build  cars  faster  with  greater  (|nalil\.  \ni 
he  keyless  entry  system  she  uses  to  nnlm  k  licr 
twii  car  ai  the  end  of  the  dav.  For  iiivaier 
'ontrol.  safety,  and  convenience,  look  lo  the 
luman  side  of  Ouwon  irchnolou'v 
It  www'.onnon.coni  
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PRODUCTIVITY 


171.79 


233.95 


257.53 
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POSITIVES 


►  StreamUning  has  made 
U.  S.  steel  better  able  to 
withstand  the  current 
downturn 

►  .4  steel  industry 
lobbying  effort  could  result 
in  tougher  and  faster- 
acting  antidumping  laws 


N  E  G  AT  I  V 


►  A  flood  oj'jort 
imports  is  causimj 
in  U.  S.  steel  prices 
up  to  30% 

►  U.  S.  steel  produc 
laying  off  10.000  w 
and  thousands  mo 
lose  their  jobs 


I 


f  it's  luck>',  the  U.  S.  steel  industry  will  soon  be  recovering  f 
last  year's  import  crisis.  But  a  lot  of  pieces  need  to  fall 
place:  The  economy  must  chug  ahead  and  sustain  deml 


for  cai-s.  appliances,  and  new  buildings.  And  foreign  producei-s 
will  have  to  ease  up  on  exports  and  allow  the  cuiTent  inven- 
toiy  bloat  to  thin  out.  That  won't  happen  oveiTiight.  "The  &*st 
part  of  1999  %\ill  continue  to  hiut.  but  things  should  fall  in  line 
by  the  second  half,"  predicts  Mai"k  L.  Pan*,  senior  \ice-pres- 
ident  and  steel  analyst  at  ^^IcDonald  Investments. 

For  now.  the  industiy  is  still  reeling  fi-om  the  tsunami  of 
foreign  steel  that  crashed  ashore  in  199S.  In  just  months. 
Asian.  Russian,  and  Brazilian  imports  leapt  l(X)'~f  or  more.  By 
yeai'end.  some  40  million  tons  of  cheap  imported  steel — :30^f 
more  than  in  1997 — had  clobbered  mai'gins.  Prices  of  "hot- 
rolled"  steel,  the  industiy "s  bread  and  butter,  fell  up  to  30*7, 
to  about  -§250  a  ton.  Some  10.000  steelworkei's  got  pink  slips. 

Although  the  CUnton  Administration  has  balked  at  pro- 
tectionist measiu'es.  an  industiy  coim-   

terattack  seems  to  be  making  headway. 
Antidumping  lawsuits  were  filed  in  Sep- 
tember against  sevei*al  foreign  pi-oducei-s. 
seeking  penalties  of  up  to  199'~f  to  offset 
allegedly  unfaii"  prices.  "The  avalanche 
of  imports  has  slowed  dramatically  as  a 
result  of  the  trade  lawsuits."  says  Keith 
E.  Busse.  president  of  Steel  DjTiamics 
Inc..  a  top  minimill. 

AFTEREFFECTS.  Still,  any  respite  could 
be  temporaiy.  says  Busse.  The  foreign 
producers  may  simply  switch  to  cold- 
rolled  steel,  wliich  isn't  covered  by  the 
lawsuits.  That's  one  reason  the  industiy 
has  proposed  tough  trade-law  re\isions 
that  would  force  ^^'ashington  to  pro\ide 
quicker  antidumping  relief. 

Domestically,  the  aftereffects  of  1998 
could  hnger  for  yeai-s.  There  may  be  a 
new  consohdation  round,  similai'  to  the 
one  after  the  import  onslaught  in  the 
'80s.  This  time.  hea\">-\veights  may  gobble 
up  minimiUs.  Some  smaller  playei-s  have 
weathei-ed  the  stomi  reasonably  well  by 
controlling  theii-  costs.  That  impresses 
usx-U.  S.  Steel  Group  Pi-esident  Paul  -J. 
Wllhelm.  He  thinks  a  major  nuU-niininuU 
blend  might  \'ield  beneficial  s\niergies. 


In  addition,  big  usei-s  of  steel  ai'e  sui'e  to  tiy  to  casl 
the  low  prices.  Ford  Motor  Co.'s  multiyeai*  steel  c^ 
comes  up  for  renewal  in  1999,  and  tough  bai'gaining 
pected.  Genei-al  ]\Iotoi"s  Coi"p.  and  Daimlei-Chiysler  ma 
to  renegotiate  theu-  contracts  as  weU. 

Still,  if  the  U.  S.  economy  avoids  a  major  slowdo\ 
should  hold  its  own  this  yeaiv  says  Andi'ew  G.  Shai'l 
president  of  the  American  Iron  &  Steel  Institute.  He 
1999  shipments  of  about  102  million  tons,  roughly  tlie  si 
1998.  Pi'ofits  ■«"ill  remain  skimpy,  but  any  signs  of  recol 
Asia  and  elsewhere  might  help  buoy  bottom  lines.  Th| 
so  many  other  factoids  affecting  this  industiy,  may  tun 
be  more  wishful  thinking  than  gi'een-eyeshade  realit\ 

By  Peter  Galaszka  in  Clt 


ERECTING  A  FOREIGX  STEEL  BARRIE 


The  U.  S.  steel  industry  expects  to 
get  stung  by  cheap  imports  when 
foreign  producers  suffer  economic 
calamities  at  home.  But  the  scope  of 
last  year's  deluge  was  unprecedent- 
ed. So  Big  Steel  wants  big  changes 
in  U.  S.  trade  policies  to 
shield  against  a  recurrence 

Joined  by  its  labor  unions.  TRADE 
the  industry  is  pushing  the  LAWS 
Senate  Steel  Caucus 


FOCUS 


-sen- 

ators  from  the  16  steel-producing 
states — to  steer  the  changes 
through  Congress.  One  key  measure 
would  make  it  easier  to  file 
antidumping  suits.  "There  shouldn't 
be  a  need  to  show  actual  layoffs  or 
losses  "  before  going  to  court,  says 
David  L.  Robertson,  executive  vice- 
president  of  Weirton  Steel.  And  when 


lawsuits  succeed  and  antidumpir 
penalties  are  imposed,  some  of  t 
money  should  go  to  injured  comp 
nies.  not  just  the  U.  S.  Treasury. 

Another  provision  would  force 
Commerce  Dept.  to  speed  up  its 
reporting  on  steel  import 
Now.  the  data  are  two 
months  out  of  date,  while 
"Mexico  and  Canada  hav 
almost  real-time  reportin 
says  Paul  J.  Wilhelm.  president  o 
USX-U.S.  Steel  Group. 

Whether  such  ideas  fly  depend 
largely  on  working  out  regulation 
that  jibe  with  those  of  the  World 
Trade  Organization.  Steel  execs  d 
expect  any  relief  before  fall,  if  at 
That  will  be  too  late  to  ease  the  i 
rent  crisis.  But  it  may  blunt  the  i 
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or  Belli.  Oinron  makes  it  easier  to  taive 
customer  orders  and  to  I'ollovv  doctor's  orders. 


Every  day.  Oiiii'mi  luiichcs  iiiiliioiis  of  lives  in  ilidiisiniU  of 
vays.  Like  the  POS  system  Betli's  restaurant  uses  lor  easier 
food  ordering  and  |)ayinent.  And  the  aiitoniaticallv 
adjustaljle  monitor  she  uses  to  accm-atelv  check  her 
blood  pressure.  For  products  that  deliver 
greater  control,  safety,  and  conveuieuce. 
look  to  the  human  sifle  of  Omrou 
techiiolooy  at  www.omron.com 
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237.13 


492.89 


397.02 


'98  AND '99  ARE  ESTIMATES 


DATA:  DRI/McGRAW-HIU. 


POSITIVES 


►  After  sinking  to  a  12- 
year  low  in  1998,  crude  oil 
prices  are  expected  to 
stabilize 

►  Technological  advances 
and  belt-tightening  have 
the  industry  better 
prepared  for  a  downturn 


N  E  G  A  T  I  V  I 


►  Demand  will  cont 
to  be  sluggish  in  the j 
economic  woes  in  As 

►  Natural-gas  price.' 
which  held  up  relatt 
well  in  1998,  are  e.rjj, 
to  drop  this  year  by  i 
U.S.  demand  weakeii 


t  looks  as  if  the  energy  sector  will  strike  out  everywhere 
1999.  Rock-bottom  prices  for  crude  oil  and  deteriorating  r 
for  natural  gas,  combined  with  low  chemical  prices  and  w 


I 


refinen-  margins,  have  sent  shudders  thi-ough  the  industiy. 
Alan  H.  Strath,  senior  economist  at  Philhps  Petroleum  Co., 
says  he  "can't  recall  a  time  when  all  [parts]  of  the  business 
were  at  or  neai'  record  lows.  I  don't  think  anyone  thought  it 
would  come  down  to  this."  Now,  the  pressm-e  is  mounting  to 
find  more  costs  to  cut  and  improve  profitability. 

The  pres-sure  was  already  on  in  1998,  when  inflation-ad- 
justed prices  for  crade  fell  to  theii-  lowest  levels  in  12  years. 
The  prospects  for  1999  are  not  much  better.  The  economic 
woes  in  Asia  and  Russia,  a  worldwide  oil  glut,  slumping 
demand,  and  the  prospect  of  yet  another  waiTn  winter  in  Eu- 
rope and  America  will  continue  to  rock  the  industrj^  "It's  go- 
ing to  be  ugly,"  predicts  -Jack  Taylor,  national  industry-  di- 
rector for  KPMG  Peat  Man\ick's  energj'  practice. 

But  while  supplies  will  remain  at  lofty   

levels  in  1999,  industn'v^ide  production 
cuts  should  ease  inventoiT  growth  some- 
what. OPEC  is  expected  to  make  the 
biggest  cut,  though  no  one  is  sure  how 
much,  duiing  the  fii"st  half  of  the  year.  As 
a  result,  1999  supplies  will  gi'ow  only 
0.1%,  vs.  1.1%  last  year,  figui-es  ciBC  Op- 
penheimer  analyst  L.  Brace  Lanni.  Mean- 
W'hile.  world  demand  is  expected  to  rise 
1.0%.  com]jared  with  1998's  0.7%. 
BALMY  WEATHER.  Still,  industiy  experts 
say  those  gains  won't  be  enough  to  give 
oil  prices  a  bounce  until  late  1999 — at 
the  earliest.  Energ^•  consultant  Pur\in 
&  Gertz  Inc.  sees  the  average  cost  of  a 
haiTel  of  oil  in  1999  at  between  i\A  and 
•'514..50.  In  1998,  the  average  price  set- 
tled at  .514.40.  after  sinking  to  .S10.-50  in 
late  December 

Energy-  companies  won't  be  able  to 
use  natui'al  gas  to  cushion  the  blow-.  Un- 
til recently,  natm-al-gas  prices  had  been 
holding  up  relatively  well.  But  in  the 
past  few  months,  prices  have  been  in 
ft'ee  fall,  thanks  to  balmy  weather 
throughout  the  U.  S.  This  year,  nattu-al- 
gas  prices  ai'e  expected  to  decline  to 
about  .§2.2.5  per  1.000  cubic  feet.  dowTi 


from  .$2..5-5  in  1998,  according  to  Aithur  Andersen 

Wall  Street  analysts  expect  service  companies  and  d 
to  be  the  hai'dest  hit.  According  to  Wall  Street  estimate 
piled  by  Fu'st  Call  Coq).,  1999  eaiTiings  will  fall  some  i 
drilling  companies,  vs.  a  13%  jump  last  year,  anc 
equipment  companies,  compared  with  a  12%  rise  in  19 
In  that  sort  of  business  climate,  look  for  ever  mo 
stracturings,  cost-cutting,  and  mergers,  such  as  the 
.S7.5.3  billion  Exxon-Mobil  match.  "Most  companies  ha 
cepted  the  new  reality  of  low  prices,  low  mai'gins,  and  If 
cess  to  capital,"  says  Victor  A.  Burk,  managing  direc 
Andersen's  worldwide  energj'  services  group.  Good  tl 
there  aren't  a  lot  of  options  for  the  energj^  business. 

By  Step}ianie  Anderson  Forest  in 


THE  UPSIDE  OF  CHEAP  OIL 


The  undisputed  beneficiaries  of 
the  low  crude  oil  prices  that  have 
knocked  the  bottom  out  of  the  energy 
business  are  U.  S.  consumers  and 
the  economy.  But  in  1999,  some 
industry  players  will  try  to  join  that 
winners'  circle. 

No  doubt,  the  new  low- 
price  era  poses  serious 
challenges  to  companies 
that  are  highly  leveraged, 
have  high  cost  structures,  or  depend 
on  projects  that  are  not  economically 
viable  at  depressed  oil  prices.  But  it 
also  creates  "a  time  of  opportunity 
for  companies  with  strong  balance 
sheets  and  access  to  capital,"  says 
Victor  A.  Burk,  managing  director  of 
Arthur  Andersen  &  Co.'s  worldwide 
energy  services  group.  "It  will  be  a 
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SMALL  ENERGY 
COMPANIES 


time  for  those  companies  to  buy  p 
ducing  assets,  expand  strategic 
positions,  and  even  acquire  other 
companies." 

Take  Houston-based  Apache  Co 
In  late  1997,  before  most  of  its  cc 
petitors,  Apache  began 
slashing  capital  spending 
sold  assets,  and  shored  u 
its  balance  sheet.  Now 
Apache  is  hoping  to  snap 
the  assets  that  merging  big  oil  cc 
panies  and  struggling  rivals  will 
likely  shed  in  1999.  "We  could  pr( 
easily  spend  $500  million  or  $60C 
million  without  it  being  too  diffici 
a  stretch,"  says  Lisa  A.  Floyd,  vie 
president  for  business  developme 
Look  for  other  independents  to  co 
to  the  same  conclusion  this  year. 
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A  Great  Plains  midmarket  enterprise-wide  solution 
includes  more  than  Y2K-compliant  software  fully 
integrated  with  Microsoft  BackOffice. 

It  includes  great  people.  A  Great  Plains  solution  is 
backecf  by  the  most  qualified  and  extensive  partner 
network  of  resellers  in  the  industr\'.  Working  hand  in 
hand  with  our  own  support  team  members,  who  display 
messages  from  thousands  of  delighted  customers. 

Our  reputation  for  service  and  support  is  legendary. 
We  were  first  to  offer  customers  guaranteecf  response 
times,  and  we've  delivered  a  99.97%  success  rate.  And 
along  the  way  we've  earned  virtually  every  service  award 
out  there,  including  the  STAR  Award  from  the  Software 
Support  Professionals  Association  —  twice 

To  learn  more,  call  us  at  1-800-456-0025  or  visit 
www.greatplains.com  today  And  discover  a  company 
ready  to  go  the  distance  with  vou. 


GREAT  PLAINS 


51998  Great  Plains  Software.  Inc  All  rights  reserved  All  company  and  product  names  included  in  this  document  mav  he  trademarks  or  registered  trademarks  nf  their  respective  companies. 
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WORLDRISK  coverage 

Y 

iMm  OU  sent  him  halfway  around  the  world  to  mine  opportunity.  He's  a  valuable 
employee.  He's  in  trouble.  What  should  you  do?  Do  you  know  the  laws?  The  culture? 
The  courts? 

This  is  the  real  world  small  companies  live  in  when  they  work  overseas.  When 
things  go  wrong,  they  go  wrong  on  a  large  scale.  And  if  your  company  is  not  properly 
covered,  the  world  becomes  an  ugly  place. 

How  can  AIG  help?  By  doing  things  others  can't.  By  taking  what  you  know 
about  "insurance"  and  turning  that  notion  on  its  head. 


7ho  insures 


Take  our  WORLDRISK™  coverage.  It  goes  far  beyond  the  mere  coverage  of 
method  of  shipment  or  unforeseen  events.  Our  coverages  insure  you  against  property 
damage,  product  liability,  marine  and  foreign  travel  accidents,  kidnapping,  ransom, 
and  extortion,  and  provide  for  emergency  medical  assistance. 

Perhaps  our  greatest  strength  lies  in  our  ability  to  act  swiftly  most  anywhere. 
Because  we  have  operations  in  virtually  every  major  market,  we  have  people  who 
bring  a  local  understanding  to  your  business,  who  grasp  the  intricacies  of  a  foreign 
culture,  who  can  negotiate  foreign  law. 

This  experience  uniquely  positions  us  to  work  where  others  cant,  to  tackle 
problems  others  shy  away  from.  And  because  our  reputation  is  solidly  backed  by 
Triple-A-rated  financial  strength,  you  can  rest  assured  that  the  AIG  Companies  will 
be  there  for  you. 

So  no  matter  what  the  risk,  no  matter  where  the  risk,  the  AIG  Companies  possess 
the  experience,  sophistication,  and  global  resources  to  custom-tailor  a  pohcy  that  places 
a  buffer  between  you  and  the  unexpected. 

CaU  your  broker  or  e-mail  daniel.confalone@aig.com  to  find  out  more  about  our 
WORLDRISK "  coverage. 

What's  the  worst  that  could  happen?  That's  what  we  think  about  every  day. 

WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  International  Companies,  70  Pine  Street,  Dept  A,  Mew  York,  NY  10270  wwwaig  com 
erage  provided  Dy  membei  companies  ot  Ainencaii  Inlernational  Group,  inc.  issuance  of  coverage  is  subiscl  lo  undec.vnlrrig.  Please  refer  lo  me  aclual  policy  lor  a  complete  tlescriplion  of  scope  ana  iimitalioni  of  coverage 


A  six-day  investment 
this  April  can 
pay  dividends  for 
years  to  come. 
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Exhibitor  and  Visitor  Services  -  Special 
Presentations  -  Supporting  Events 
Travel  and  Accommodations  -  Tickets 
Cultural  Events  ■  Press  Service 
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Deutsche  Messe  AG 

Hannover  Germany 


Call  today  for  ticket  and  travel  information  I 

Hannover  Fairs  USA,  Inc.,  •  103  Carnegie  Center  ■  Princeton,  NJ  08540  ■ 
Tel.:  (609)  987-1202  •  Fax:  (609)  987-0092  ■  E-mail:  hannoverfair@hfusa.com 


In  today's  global  economy  the 
of  an  industrial  enterprise  ofte 
depends  on  how  rapidly  it  ada 
change.  A  showcase  for  more 
7,500  exhibitors  from  70  coun 
the  HANNOVER  FAIR  delivers 
latest  solutions  and  innovatior 

HANNOVER  FAIR  '99 
Exhibition  Program 

■  Factory  Automation 

■  Power  Transmission  and  C 

■  Factory  Equipment,  Tools, 
Compressed  AirTechnoloc 

■  Subcontracting  and 
Industrial  Materials 

■  Rail  Transport  Technology 

■  Research  and  Technology 


HANNOVE 
MESSE 

APRIL  19-24, 19<i 
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INDUSTRY  OUTLOOK  1999 


)ISTRIBUTION 


RETAILING  Some  analysts  think  U.S.  shoppers,  spooked 
by  stock  market  dips,  are  preparing  to  tighten  their  purse 
strings-causing  retailers'  sales  growth  to  slacken.  But  the 
big  discount  houses  will  benefit  from  consumers'  new  caution.  And 
the  home  furnishings  trade  will  be  brisk,  thanks  to  the  strong  gain 
in  housing  sales.  Revenue  for  1999:  +3.48% 
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FOOD  Increasingly,  bigger  is  better  for  both  restaurant  and 
supermarket  chains,  as  mergers,  takeovers,  and  market 
saturation  squeeze  out  the  smaller  fry.  Meanwhile,  the  major  food 
packagers  are  cutting  costs,  making  double-digit  earnings  declines 
seem  less  likely  this  year.  Revenue  for  1999:  +1.1% 


TRANSPORTATION  Union  Pacific  has  finally  cleaned  ; 

up  its  act-so  much  so  that  it's  making  the  whole  rail  sector  j 
look  stronger  than  it  really  is.  Overall,  growth  will  be  slowing 
for  both  railroads  and  trucking,  and  trucks  are  further  hampered 
by  a  manpower  shortage.  Revenue  for  1999:  +1.5% 
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D I  S  T  R  I  B  U  T 1 0  Ni 


RETAILING 
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EXCLUDES  EATING  &  DRINKING  PLACES  AND  GROCERY  STORES 
OUTPUT  EMPLOYMENT  PRODUCTIVITY 


BILIIUNS  Of 
'98  DOLLARS 


MILLIONS  OF  WORKERS 


THOUSANDS  OF  98  DOLLARS 
PER  EMPLOYEE 


167.59 


146.89 


1637.01 


'98  AND '99  ARE  ESTIMATES 
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POSITIVES 


►  Electronic  commerce 
continues  to  grow.  TJie 
Christmas  boom,  in  online 
shopping  should  carry 
over  in  to  1999 

►  Asian  econom  ic  woes 
have  had  little  ripple  effect 
on  American  consumers 


N  E  G  A  T  I  V 


1^ 

►  Sales  help  is  gettini 
harder  to  hire  and  lie<  . 
Stores  must  pay  mon 
staffers 

►  Consumers  continv' 
resist  a  ny  price  hikes 
threatening  retailers'^  . 
profitability 


s  consumers  start  reacting  to  signs  of  an  economic  slacken! 
watch  for  retailers  to  feel  their  pain.  The  National  Re 
Federation,  the  industry's  leading  trade  group,  predicts  t 


sales  growth  will  slow — from  a  5%-to-6%  pace  in  1998  to  a 
4%-to-5%  rate  tliis  yeai".  Merchants  say  they  were  ah-eady  ex- 
pecting the  shift,  having  been  tipped  off  by  a  slowdown  dur- 
ing the  second  half  of  1998.  "We're  not  negative,"  says  Mar- 
vin J.  Girouard,  ceo  of  Pier  1  Imports  Inc.  "But  we're  not 
stupid,  either.  We're  practical  enough  to  know  this  boom 
can't  last  forever." 

Merchants  and  industiy  experts  point  to  several  economic 
trends  that  ai'e  making  consumers  tighten  theu'  pui'se  strings. 
Swings  in  the  stock  market,  for  example,  have  proved  dan- 
gerous to  consumer  confidence.  Witness  jeweler  Tiffany  &  Co., 
which  suffered  imeven  U.  S.  sales  in  the  summer.  Analysts  say 
futiu'e  market  dips — and  even  future  recoveries — will  damp- 
en sjjending.  "Tiie  fact  that  the  market  went  dowoi  and  then 
went  back  up  again  only  underscores 
how  little  conti-ol  we  as  consumers  have," 
says  Wendy  Liebmann,  president  of  WSL 
Marketing  in  New  York.  "Nothing  makes 
consumers  more  nervous  than  having  no 
idea  what's  going  to  happen  to  all  that 
money  next." 

CAUTIOUS.  Continued  layoffs  are  also 
worrying  retailers.  Even  if  most  Ameri- 
cans keep  their  jobs,  news  of  fii-ings  at 
employers  such  as  Boeing  Co.  and  Menill 
Lynch  &  Co.  shakes  people's  confidence. 

But  several  pockets  of  retailing  will 
benefit  from  consumers'  caution.  Dis- 
counters, already  leading  the  pack  in 
1998,  are  getting  ready  for  another  big 
year.  Wal-Mart  Stores  Inc.  is  expected  to 
show  a  16%  gain  in  sales,  to  $137  bil- 
lion, for  its  fiscal  year  ending  .Januaiy. 
Wal-Mart  ceo  David  D.  Glass  says  the 
company  should  show  same-store  gains  of 
"high  single  digits"  in  1999.  "Even  with  a 
little  softening  in  the  economy,  we'll  have 
a  gi-eat  year,"  he  boasts. 

Home-furnishings  stores  are  also  ex- 
pected to  benefit,  thanks  to  the  strong 
gain  in  housing  sales  over  the  past  year. 
Tliat  gives  many  consumers  empty  rooms 
to  fill. 


Despite  all  the  forecasts  of  coming  gloom,  many  mere 
say  they'll  believe  it  when  they  see  it.  After  all,  1998's 
sales  performance  was  hardly  steady.  Sales  were  heall  f 
spring,  slipped  during  summer,  bounced  back  again  at  TI  r 
giving,  and  slipped  some  more  when  unusually  balmy 
er  liit  the  East  Coast  in  December  The  roller  coaster  h 
tailers  trashing  the  trend  guinas.  ".Just  before  Thanksg 
the  headlines  weren't  positive.  The  media  was  makii 
all  nervous,"  says  David  Feld,  ceo  of  Today's  Man  Inc. 
Thanksgiving  weekend  happened,  and  it  was  higher 
expected.  Maybe  I  should  read  less."  Better  to  keep  a 
on  consumers  instead. 

By  Elkni  Neuborne  in  New  Yoric,  with  Wendy  Zi 
and  Steplta)iie  Anderson  Forest  in  Dallas 


ANYTHINGY0UWANT.COM 


What  do  you  do  when  you're  one  of 
retailing's  oldest  existing  venues — 
but  all  the  excitement  in  the  industry 
is  going  on  in  cyberspace?  Federated 
Department  Stores,  parent  to  the 
Macy's  and  Bloomingdale's  depart- 
ment-store chains,  has 
decided  to  tollow  the  trend 
online,  launching 
www.macys.com  to  offer  the 
store's  full  selection  of  mer- 
chandise to  their  customers  on  the 
Internet. 

Traditional  department  stores 
have  been  slow  to  experiment  in 
cyberspace,  but  that  could  soon 
change.  Macys.com  President  Kent 
Anderson  says  that  the  Web  site, 
which  had  its  debut  a  few  months 
ago,  is  attracting  consumers  who 


ed  the 


FOCUS 


MACY'S 
ONLINE 


are  somewhat  younger  than  those 
that  Macy's  usually  sees  in  its 
stores.  In  addition,  it  is  drawing 
shoppers  who  don't  live  near  a 
Macy's.  "We  have  effectively  exten 
lacy's  shopping  experience 
he  says. 

Some  outsiders  tend  to 
agree  with  him.  "Macy's  h 
set  the  bar  quite  a  bit  hig 
'  for  its  direct  competitors, 
says  Kate  Delhagen,  director  of 
online  retail  strategies  at  Forrest 
Research  Inc.  "Instead  of  the  old 
toe-dipping  strategy,  they  went  foj 
broke,  brought  in  a  serious  mana 
put  up  all  their  products  and  mon 
It's  a  bellwether  move."  But  will  if 
they  have  a  virtual  Santa  next 
Christmas? 
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From  Amazon.com  to  Yahoo!,  the  most  popular  Web  sites  depend  on  Oracle's  abihty  to  handle  huge  numbers  of  users 
and  enormous  quantities  ot  intormation — text,  images,  audio,  video — everything.  In  tact,  nearly  70%  of  the  Internet's 
top  e-commerce  sites  use  Oracle.  And  now,  with  the  introduction  of  Oracle<S/    things  will  get  even  better.  To  find 
out  why  Oracle  is  the  foundation  of  the  hiternet,  come  visit  us  at 
wu  ii:onide.coiiiliiifol28  or  call  1-800-655-0517,  ext.  18924. 
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POSITIVES 


►  The  shift,  toward  higher- 
margin  prepared  food  will 
cmtinne,  with  swperrnarkets 
offering  store  brands 

►  Low  co7mnodity  prices 
will  boost  margins  for 
packaged-goods  makers 
and  restaurants 


N  E  G  A  T  I  VI 


►  Tight  labor  mark\s 
driving  wp  wages  f 
sector's  20  million 
employees 

►  The  industry  ha 
figured  out  how  to 
advertise  or  sell  ov 
Internet 


here  has  been  no  big-bang  merger  in  the  food  industry 
Exxon-Mobil  or  DaimlerChrysler.  But  consolidation 
come  nonetheless.  There  have  been  hundreds  of  sn 


r-estaiu'ant  merger's  and  a  handful  of  large  gr'oceiy  takeovers. 
And  it  is  likely  to  set  the  tone  for  the  industry  in  the  yeai-s  to 
come. 

Increasingly,  size  is  what  counts.  In  a  bid  to  win  market 
share,  the  big  restaurant  chains  have  been  expanding  so  fast 
over  the  past  few  yeai's  that  they  have  outpaced  the  surge  in 
diners.  McDonald's,  for  example,  has  increased  its  number  of 
U.  S.  outlets  by  50%  over  the  past  decade.  That  kind  of  satu- 
ration makes  it  tough  for  the  mediocre — or  midsized — chains 
to  stay  in  the  game.  And  as  consumers  buy  more  and  moi-e 
prepai'ed  foods,  and  look  to  the  Internet  for  deliveiy,  medium- 
size  supermarkets  will  also  find  themselves  outclassed.  "Wlien 
the  going  gets  tough,"  says  Piper  Jaffray  Inc.  restaurant  an- 
alyst Alan  F.  Hickok,  "the  weak  get  weaker." 

The  problems  affecting  the  industry 
aren't  getting  any  easier.  Although  most 
analysts  expect  food  costs  to  remain  low, 
they  will  rise  slightly  from  1998's  his- 
toric lows.  Low  unemployment  rates  will 
keep  labor  costs  relatively  high.  And  the 
number  of  new  restaurant  outlets  added, 
though  slowing  aftei-  the  decade's  huge 
building  spree,  will  continue  to  exceed 
demand.  The  National  Restaurant  Asso- 
ciation estimates  that  the  nation's  restau- 
rants will  produce  real  gi'owth  in  1999  of 
only  1.8%,  compai-ed  with  2.6%  last  year. 

Looming  over  the  industry  is  a  possi- 
ble downtum  in  the  economy.  Much  of 
the  restaurant  sector's  recent  gi'owth  has 
come  at  pricey  joints  like  steakhouses, 
which  saw  sales  increase  6.5%  in  1998. 
Even  without  a  slowdown,  profit  mar- 
gins have  been  squeezed  industrywide 
to  below  3%',  not  much  more  than  half 
what  they  were  in  the  early  1990s,  a  I'e- 
sult  of  too  many  seats  and  not  enough 
bodies.  Given  the  high  cost  of  labor  and 
pricing  pi-essui'es  at  fast-food  and  mid- 
scale  restaiu'ants,  "I  can't  see  a  scenario 
in  which  margins  will  impi'ove,"  predicts 
Ron  Paul,  president  of  Technomic  Inc.,  a 
Chicago  market  researcher'. 


For  packaged-foods  companies,  the  goal  will  be  a  I 
year-  vrith  solid  gr'owth.  Last  year,  old  standbys  Kelld 
and  Nabisco  Inc.  paid  the  pr-ice  for  losing  touch  wil 
simiers,  allowing  private  labels  to  gr'ab  market  share.  A 
suit,  their  1998  ear-nings  got  hammer'ed.  "Historical 
industry  has  been  known  for  its  consistency,"  says  Pnl 
Secm-ities  Inc.  analyst  John  M.  McMiUin.  "It  was  anyth| 
consistent  in  '98." 

With  cost-cutting  programs  and  new  management 
at  many  major  firms,  double-digit  earnings  declines  sh| 
less  likely  this  year  In  this  uncertain  economy,  that'J 
the  best  news  to  be  found  for  an  industry  that's  supp| 
be  relatively  r-ecession-proof. 

By  David  Leonhardt  in 


"LIKE  IT?  I  NUKED  IT  MYSELF  " 


The  late  20th  century  has  seen  a 
big  shift  in  U.S.  eating  habits.  More 
than  ever  before,  people  pay  others 
to  prepare  their  food.  As  a  result, 
restaurants  and  food-service  outlets 
have  seen  their  share  of  food  dollars 
grow  to  48%  from  46%  in  1993. 

But  a  new  trend  is  emerging — 
consumers  may  spend  less  time  in 
the  kitchen,  but  they  still  want  to 
play  a  part  in  the  process.  So  expect 
a  range  of  hybrid  products  to  come 
onto  the  scene  in  1999. 
Sales  of  refrigerated  pre- 
pared meals — which  can 
require  more  steps  than 
frozen  meals — will  grow 
10%  to  12%,  says  Technomic,  a 
Chicago-based  researcher.  And  in 
February,  ConAgra  will  launch  Marie 


HOME-FRY:  Linle  work,  lots  ufkm 

Callender's  skillet  meals.  This  li(j|f 
products  allows  pseudo-chefs  to 
dump  frozen  meat  and  \j|r 
gies  into  a  pan,  fry  for  'i\ 
minutes,  and  feel  as  if 
they've  cooked  a  meal,  'f 
'  you  cook  for  somebody, 
you're  saying  you  love  them,"  sa; 
ConAgra  CEO  Bruce  Rohde.  Just 
don't  let  them  see  the  box. 


TREND 


PREPARED 
FOOD 
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'It's  an  unsettling  thought  but  if  every  other  t 
company  in  the  world  mysteriously  disappeared,  we  could 
probably  get  by  on  NEC  alone." 

—  THE  RED  HERRING 


That's  because  NEC's  expertise  spans  the  computer,  communications,  imaging  and  semiconductor  technologies  that 
together  make  up  the  world  of  multimedia.  Our  ATM  systems  integrate  voice,  video  and  data  so  you  can  collaborate 
on  just  about  any  kind  of  project  with  colleagues  just  about  anywhere.  Our  graphics  accelerators  give  countless 
interactive  games  their  turbocharged  thrills.  Our  full-color,  hand-held  computers 
let  you  slip  your  office  into  your  briefcase.  Our  new,  flat  panel  monitors 
are  delivering  superior  image  quality  from  almost  any  angle.  And  our  virtual 
microscopes  are  creating  a  whole  new  way  to  study  the  motions  of  molecules. 
Discover  the  world  of  multimedia.  Because  it's  your  world.  And  NEC  can  help 
you  run  it  WWW.neC.com  1.800.338.9549 
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POSITIVES 


►  Some  truckers  are  iv in- 
ning back  business  lost  to 

a  strike  threat  in  1998.  and 
shipping  rates  are  rising 

►  Low  fuel  costs  continue 
to  boost  all  sectors 

►  Union  Pacific's  service 
recovery  should  gain  speed 


N  E  G  AT  I  V 


>■  The  breakup  ofCo- 
could  cause  rail  sen 
problems  in  theEasi  * 

►  Regulatory  tinker 
could  pinch  rail  pro 

►  Driver  shortages  i 
trucking  firms,  lead 
wage  hikes  of  3%  or  \ 


hile  railroads  and  truckers  had  more  business  than  t 
could  comfortably  handle  last  year,  customers  could 
back  in  the  driver's  seat  in  1999.  Slowing  econo: 


growth,  rising  competition  in  some  sectors,  and  efforts  to 
smooth  out  last  yeai-'s  senice  problems  should  give  some  cus- 
tomers more  leverage. 

In  the  rail  business,  mergers  continue  to  dominate  the 
agenda.  Union  Pacific  Corp..  the  nation's  lai'gest  railroad, 
should  return  to  profitability  for  the  year  as  it  fLxes  the 
traffic  snai'ls  stemming  fi-om  its  1996  acqtiisition  of  Southern 
Pacific.  Chief  Executive  Richai'd  K.  Da\idson  figiu'es  the 
company  lost  business  worth  S600  million  and  some  S400 
milhon  in  potential  new  contracts  because  of  its  problems  in 
the  past  year  and  a  half.  Now  it's  scrambling  to  win  that 
business  back.  "We're  not  expecting  huge  price  increases 
[in  '99].  ^Miat  we've  got  to  do  first  is  to  re-eam  oui-  cus- 
tomers' respect."  says  Davidson,  who  has  pushed  more  re- 
sponsibility to  regional  managers,  who 
ai'e  closer  to  customers. 

With  Union  Pacific's  problems  fi-esh  in 
their  minds,  csx  Corp.  and  Norfolk 
Southern  Coip.  ai-e  treading  cai'efully  as 
they  plan  to  divide  up  Conrail  in  the 
fu-st  quaiter.  Raih-oad  analysts  feai*  that 
any  problems  with  these  mergei^s,  ap- 
proved by  federal  regulators  in  1998, 
could  prompt  costly  re-regulation  of  the 
industiy. 

Menill  Lynch  &  Co.  analyst  Michael 
H.  Lloyd  predicts  that  the  five  biggest 
U.  S.  i-aih-oads.  including  Com-ail.  will  see 
revenue  gi'owth  of  4.4Tf  this  year,  vs. 
OA'vc  in  '98.  But  that's  because  of  Union 
Pacific's  rebound.  Without  up,  growth 
would  slow  to  2.9^,  from  3.5'~f  in  '98. 
JUST  IN  TIME.  Ti-ucking  companies  ai'e 
also  expected  to  see  a  slowdowTi  fi'om 
the  robust  gi'owth  rates  of  the  past  few 
yeai-s.  But  they  will  stiU  post  sohd  gains, 
thanks  to  a  growing  demand  for  just-in- 
time  deliveries.  Lower  fuel  prices  and 
rate  increases  should  boost  the  bottom 
line,  though  a  continuing  scaixity  of  dri- 
vers will  push  up  labor  costs. 

Trtickload  cairiei-s,  which  cany  fi'eight 
on  a  tmck  for  one  customer,  will  post 


earnings  and  revenue  gains  of  about  lO*"?,  compai'ec 
Ih'^c  in  '98.  predicts  analyst  Douglas  W.  Rockel  of  IXG 
Fimnan  Selz.  Nonunion  less-than-tnickload  (LTL)  ca 
which  consolidate  fi-eight  for  multiple  shippei"s  on  their 
will  see  strong  gains,  too,  possibly  matching  la.'^t  yeai 
growth.  And  after  being  hmt  by  a  strike  tkreat  ir 
1998.  unionized  ltl  carriers  should  rebound. 

Industn"  giants  Fedei-al  Express  Coip.  and  United 
Senice  of  America  Inc.  ai'e  facing  a  lot  more  comp 
from  these  smaller  companies.  But  FedEx  and  its  shot 
see  gains,  thanks  in  part  to  the  shipping  boom  sparked 
rise  of  Internet  shopping.  There's  a  development  tha 
both  customers  and  their  shipping  companies. 

By  Wendy  Zellner  i'n 


After  the  service 
snafus  that  hit 
Union  Pacific  and 
Burlington  North- 
ern Santa  Fe  fol- 
lowing their  recent 
mergers,  the  worst 
might  be  expected 
when  CSX  and 
Norfolk  Southern 
split  up  Conrail  early  this  year. 

But  railroads,  analysts,  and  some 
shipping  groups  say  things 
will  be  different  this  time— 
CSX  and  Norfolk  Southern 
are  assumed  to  have 
learned  from  past  mistakes 
If  they  haven't,  regulators  and  Con- 
gress will  likely  pounce.  A  Union 
Pacific-style  disaster  "will  have  dev- 


CSX:         r  from  past  mistakes 


FOCUS 


RAIL 
MERGER 


astating  ramifi 
tions  for  the  w 
industry,"  says 
analyst  Anthon 
Hatch. 

So  far,  the  o 
look  is  good. 
Unlike  Union 
Pacific,  the  rai 

  roads  in  this  d 

plan  to  merge  operations  only  afl 
new  labor  agreements  are  in  pla( 
and  computer  systems  ai 
melded.  And  they  have  bi 
adding  people  and  locom 
fives  in  advance.  "Everyt 
at  Norfolk  Southern  is  co 
scious  that  the  world  really  is 
watching  us,"  says  CEO  David  R. 
Goode.  He  can  count  on  that. 
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All  You  Need  to  Invest 

You  can  invest  in  stocks,  options, 
and  over  4,200  mutual  funds. 
You  also  get  cash  management 
features  like  free  checking,  direct 
deposit,  and  competitive  interest 
on  uninvested  funds. 
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Free  Real-Time  Quotes 

Because  old  information  is  bad 
information.  Also  get  breaking 
news.  Charts.  Analysis  from 
leading  sources.  Morningstar 
research.  Upgrades.  Downgrades, 
All  for  free. 

1-800-ETRADE-l 
www.ettade.  com 

a  o  I  keyword:  etr  ad  e 


Still  $14.95  a  Trade- 

E*TRADE  not  only  gives  you 
free  tools  to  track  and  manage 
your  money,  but  you  can  place 
orders  around  the  clock — 
online  or  by  phone — and  trade 
stocks  for  as  low  as  $14.95. 


Someday,  we'll  all  invest  this  way.' 


X  more  research  than  previous  generation  Web  site.  'Nasdaq,  limit,  and  stop  orders  are  S19.95.  For  listed  orders  over  5.000  shares,  add  U/share  to  the  entire  order, 
^dd  $15  for  broker-assisted  trades.  Direct  modem  and  touchtone  connect  fees  are  27C/minute,  but  with  a  credit  of  12  free  minutes  per  trade,  you  may  pay  nothing, 
rs  executed  during  market  hours.  E»TRADE'  rated  #1  online  broker  by  Gomez  Advisors'  3rd  &  4th  quarter  reports  on  Internet  brokers,  issued  8/12'98  &  11/19/98  respectively 
Gomez  Advisors  is  a  leading  independent  authority  on  online  finanaal  services.  "^1999  E'TRADE'  Securities,  Inc.  Member  NASD,  SIPC. 
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The  Business  Week/Lawson  Software 

Healthcare  CIO  Summit 

January  10  -12,  1999 
Hyatt  Regency  At  Gainey  Ranch,  Scottsdale,  AZ 


Setting  Course 

. . .  when  Y2K  problems,  labor  shortages,  mergers,  and  justifying  IT 
value  is  set  to  derail  you.  A  successful  Healthcare  CIO  must  be  a 
vital  part  of  the  organization's  decision-making  process,  but  are 
you?  Success  requires  building  cmd  implementing  an  IT  strategy 
that  can  flex  with  a  company 's  vision  that  changes  almost  daily. 
Will  you  be  prepared?  Or  do  you  have  plans  in  place  for  risk 
sharing  new  and  unproven  technologies  that  promise  improved 
performance?  Join  Business  Week  and  Lawson  Software  to 
explore  these  and  other  issues  at  this  lively,  unusual  cmd  fully 
interactive  program:  A  business  meeting  by  Healthcare  CIOs  for 
Healthcare  CIOs. 


featured  speakers 


Stephanie  Reel 

V?(  ('  Fnwiclcnl  and  CIO 
.l(ihn\  Hapkins  Hcallh  System 


David  B.  Pryor  M.D. 

Sxsleiu  Vice  Fiesuleiil- 
Infoniuitiim  Officer 
Allina  Heiilih  Sxsleiii 


Debra  Speight 

Vice  Presuleiil  liifiiniialiiiii 

Techiioli>)>y  ami  ClU 

Han  unl  Pilgrim  Health  Care 


Albert  Sinisi 

Vice  Fiesideiit  &  Chief  liifonnation 
Officer.  Children's  Hospital  nf 
Philadelphia 


Abbie  Lundberg 

Editor  in  Cliiet 
CIO  Max^azine 


Dave  Printz 

Vice  President  and  CIO 
MacNeal  Hospital 


Buddy  Gillespie 

Vice  President  &  Chief  Infiiniuition 
Officer  York  Health  System 


Paula  Anthony 

Vice  President,  liifonnation  Sywtems 
East  Texas  Medical  Center 
Ref^ional  Healthcare  System 


TO  REGISTER  CALL  1-888-838-8383  or  visit  www.lawson.com 

(Space  and  attendance  is  limited) 


INDUSTRY  OUTLOOK  1999 


SERVICES 


) 


EDUCATION  The  $660  billion  schooling  business  will 
grow  only  5%  to  6%  this  year.  However,  torrid  expansion  will 
come  in  corporate  training  and  in  supplemental  programs  for 
tech-minded  adults.  Revenue  for  1999:  +2% 
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TRAVEL  A  hotel-building  boom  could  cause  prices  to  dip, 
while  airlines  may  face  a  regulatory  assault  from  Washington 
and  anger  from  business  travelers  over  the  high  ticket  prices 
they  routinely  have  to  pay.  Revenue  for  1999:  +1.63% 


REAL  ESTATE  Because  of  the  crisis  rocking  Asia,  Russia, 
and  Latin  America,  this  sector  didn't  overheat  in  1998.  Now, 
it's  looking  at  low  interest  rates,  healthy  demand,  and  sur- 
prisingly small  inventory  levels.         Revenue  for  1999:  +0.87% 


UTILITIES  The  deregulation  revolution  that  was  predicted 
in  California  has  stalled  as  safeguards  for  current  players 
have  kept  potential  rivals  from  entering.  A  new  wrinkle:  For- 
eign utilities  are  buying  American.      Revenue  for  1999:  +0.98% 
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OUTPUT 

BILLIONS  OF 
'98  DOLLARS 


EMPLOYIVIENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF '98  DOLLARS 
PER  EMPLOYEE 


46.36 


95.84 


'98  AND '99  ARE  ESTIMATES 


DATA:  DRI/McGRAW-HILL 


POSITIVES 


►  Increasing  numbers  of 
high  school  graduates 
seeking  highly  focused 
career  training  drives  for- 
profit  college  growth 

►  A  need  for  constant 
ret  ra  in  ing  propels  th  e 
corporate  training  market 


N  E  G  AT  I  V 


►  Regulations  and 
resistance  hinder  grc\ 
in  the  for-profit 
management  of  schdi., 

>  Desp  ite  a  big  jumj. 
IPOs  of  for-profit  edu 
companies,  investors 
punish  any  missteps 


tilt 


he  complaints  are  loud  and  familiar:  Primary  and  second 
schools  are  flailing  about.  Colleges  and  universities 
turning  out  insufficient  numbers  of  graduates  for  the  ^ 


Vw 
ESSR 


Economy.  And  Corporate  America  can't  keep  its  employees 
properly  up  to  speed  on  technological  change.  Education  may 
seem  to  be  in  crisis  and  decline,  but  therein  lies  opportunity: 
Scores  of  entrepreneurs  and  companies  sense  a  chance  to 
make  money  by  doing  better. 

As  a  result,  the  .$660  bilHon  education  industry  is  taking  on 
some  of  the  hallmarks  of  an  emerging-gi-owth  market,  fueled 
by  demogTaphics,  technology,  and  dissatisfaction  with  the 
status  cjuo.  Well-financed  entrepreneurs  are  spending  tens 
of  millions  of  dollai's  of  then-  fortimes  on  education  staitups  or 
on  helping  established  companies  expand.  As  much  as  $4 
billion  in  venture  capital  is  looking  for  deals  well  beyond 
the  traditional  secondaiy  and  college  markets.  Eveiything  is 
being  considered,  fi'om  educational  softwai'e  to  online-leaiTiing 
programs  for  college  students  and  managers. 

Financier  Michael  R.  Milken  and  Oracle  Corp.  Chaimian 
Lawrence  J.  Ellison  are  assembhng  a  "cradle- 
to-post-retu-ement"  collection  of  companies  un- 
der the  Knowledge  Universe  umbrella.  "We 
have  a  bi'oad  Nrsion,"  says  Thomas  -J.  Kalinske, 
president  of  Knowledge.  "If  you  start  with 
kids  and  help  them  leam  faster  and  better, 
the  chances  are  that  when  they  are  parents 
they'll  have  a  positive  feeling,  and  later  tiun  to 
us  for  continuing  education."  He  says  Knowi- 
edge  Universe  has  sales  of  .$1  billion  to  .$1.5 
billion. 

QUICK  TO  ANGER.  Microsoft  Corp.  co-founder 
Paul  Allen's  Vulcan  Ventures  Inc.  has  also  in- 
vested in  a  handful  of  deals,  including  a  cor- 
porate training  company,  Asymetrix  Corp., 
and  a  series  of  high  school  advanced-place- 
ment courses  for  online  distribution.  "The  o|> 
portunities  are  tremendous,"  says  Vulcan  President  William 
Savoy. 

Will  a  toirent  of  private-sector  money  suddenly  transform 
learning?  Certainly  not  overnight.  And  the  public  markets, 
wliich  have  gobbled  up  some  three  dozen  initial  public  offer- 
ings in  education  in  the  past  few  years,  are  quick  to  anger  at 
the  slightest  misstep.  Case  in  point:  cbt  Group  plc,  one  of  the 
leaders  in  computer-training  software  for  companies,  saw  its 
stock  plunge  from  a  peak  of  nearly  64  to  below  7.  ("Bt's  tum- 
ble affected  many  other  newly  public  education  stocks,  send- 


SPOTLIGHT 


fli  •■■  ^  ^  \  1 

■94     '95     '96     '97     '98  '99 
A  BILLIONS  OF  DOLLARS  I-EST.-J 
DATA:  INTERNATIONAL  DATA  CORP 


ing  an  important  signal.  "There  has  been  so  much  em;  and  \ 
on  education  that  it  has  driven  some  very  good  compai  ivert 
tremendous  [trading]  premiuins,"  says  Susan  Hairnan,  itii^ 
the  first  education  industry  investment  bankers,  no  tri 
president  of  the  new  ventm-e  finn  Core  Learning  Grou  fiiioai 
"It  reminds  me  a  lot  of  biotech — there  will  be  blip  u 
you  have  to  have  a  long-teirn  perspective." 
"PIPE  DREAM."  Tlie  education  industiy  will  grow  by  only  fr 
6%  this  year — but  some  pieces  will  gi-ow  at  nearly  jfpp 
that  pace.  Among  them  are  businesses  supplying  k  ^jjnjj 
gartens  through  high  schools  with  computers  or  tut  js  goj 
Others  likely  to  gi-ow  fast  ai'e  those  delivering  speciahz 
lege  or  professional  degi'ees  to  the  gi-owing  number  c  ojvji^; 
school  gi'aduates  or  working  adults  who  ai'e  seeking  edi  ifj] , 
at  nontraditional,  for-profit  schools — such  as  DeVry  ] 
University  of  Phoenix  Inc.  In  the  $60  billion  coi-porate  ij^jg 
ing  market,  revenues  in  the  informatioi 
nology  arena  should  rise  nearly  12%,  t(  "jjjjj 
billion,  with  online  delivery  up  42%,  est  iffij^j. 
International  Data  Corp.  uj^v ; 

Tlie  troubled  K-12  sector  is  gaining  sc 
terest,  although  there  are  plenty  of  ski^j.^' 
Making  money  by  managing  primary  ai  j^j, 
ondary  schools  is  "a  pipe  dream,"  sajiffju'i 
tionsbanc  Montgomeiy  Secmities  anal  j 
Keith  Gay,  "but  the  ancillary  opporti  ,j 
are  enormous  and  nonthreatening."  Sti  p,jj|. 
Edison  Pi'oject  has  contracts  to  ran  48  i 
in  2.5  cities.  And  Sylvan  Learning  Sjjjpfj., 
Inc.  is  expanding  beyond  tutoiing  cente ^^^^ 
on-site  coacliing  in  reading,  math,  and  a  ^  j^^^.' 
in  hundreds  of  public  schools.  In  respon  j  jj^j' 
looming  teacher  shortage.  Sylvan  is  Pmu.: 
hard  into  the  training  and  testing  of  futm-e  educators  j  ^jj^ 

The  increasing  ability  of  teachers  to  control  so-calle  \^ 
plemental  teaching  materials — texts  or  CD-ROMs — is  ci 
yet  another  new  investment  area.  Now  a  .$2  billion  r 
supplemental  education  could  gi-ow  as  much  as  9%  thi 
vs.  4%'  for  traditional  textbooks,  says  Tiibune  Co.  ed' 
unit  president,  Robert  Bosau.  Tiibune  plans  to  bo 
sales  in  this  sector,  in  part  by  accjuisition,  fi'om  arour 
million  to  .$.500  million  over  the  next  year. 

Supplemental  education  is  also  attracting  the  tech; 
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A  San  Ramon  (Calif.)  startup, 

Corp.,  is  putting  computer  labs 
iternet  connections  into  middle 
h  schools,  free  of  charge.  Tech- 
^endors  and  other  coipoi-ate  spon- 
1  advertise  in  comers  of  the  Web 

3  coming  year,  there  will  continue 
;w  for-ces  driving  the  market  for 
r  beyond  high  school.  For  one 
he  sheer  numbers  of  projected 

and  pail-time  college  students  is 
sanding:  From  a  trough  of  2.2 
students  in  1992,  the  total  is  ex- 
to  gi'ow  to  3.2  million  by  2004. 
%  of  those  students  are  now 

adults  over  the  age  of  24.  Com- 
uch  as  DeVry,  Apollo  Group  Inc. 

of  the  University  of  Phoeni.x), 
Educational  Services,  which  have 
id  by  providing  narrowly  focused 

degi-ees,  ai'e  all  expanding  their 

and  course  offerings.  Sales  could 
7c  for  the  group,  to  $1.7  billion  in 
nates  NationsBanc. 
ESS  RUSH.  The  ability  to  deHver 

and  professional  certification 

over  the  Internet  is  generating 

t  breathless  iTish  to  the  mediimi, 

es  bringing  together  for-profit 

itional  schools.  Sylvan  and  MCi 

m  Inc.  developed  a  joint  ven- 

iliber  Learning  Network  Inc., 

ley  took  public  last  May,  with 

of  providing  distance  leaming 

'ssionals  in  classrooms.  So  far, 

as  signed  deals  vrith  -Johns  Hoi> 

versity  and  the  Wharton  School 

niversity  of  Pennsylvania  to  de- 

dical  and  business  courses  at 

und  the  countiy.  But  the  com- 

osing  money.  "There  are  great 

)rospects,  but  it  won't  happen 

,,"  admits  Sylvan  President  Dou- 

lecker. 

lasn't  stopped  plenty  of  educa- 
eyeing  distance-learning  pros- 
vlinske,  of  Knowledge  Universe, 
roll  out  a  Knowledge  Univer- 
le  fall  of  '99,  offering  professional  certificates  and, 
a  master's  in  business.  He's  aiming  for  a  program 
,ures  the  attention  of  the  busy  professional.  "You 
put  up  endless  hours  of  lectures  and  note-taking," 

•ate  trainers  are  especially  keen  to  go  high  tech. 
ising  the  Intemet  and  cn-ROMS  to  teach  managers 
ig  from  how  to  use  software  to  the  principles  of  fi- 
1  staff  diversity.  International  Data  Corp.  reckons 
lology-delivered  training  will  gi"ow  fi'om  $1.9  billion 
$2.7  bilhon  this  year  and  hit  $7.8  billion  in  2002. 
ies  have  to  live  with  the  fact  that,  Vvith  tight  labor 


CLASS  IS  WHERE  THE  COMPUTER  IS 


Cheryl  Rowles-Stokes,  a  38-year- 
old  working  mother  of  two  girls,  is 
Hearing  completion  of  a  master's  in 
business  communication.  After  slog- 
ging through  four  years  of  night 
school  to  finish  a  law  degree  at  the 
University  of  Denver  in  1994, 
Rowles-Stokes  decided  that  "tradi- 
tional school  was  out."  So  she  joined 
the  fast-growing  cohort  of  adults 
who  are  distance  learners,  forsaking 
the  classroom  for  an  Internet-driven 
program  that  allows  her  to  learn 
when  and  where  she  wants.  "Your 
classroom  is  now  anywhere  your 
computer  is,"  enthuses 
Rowles-Stokes,  director  of 
human  resources  at  Rifkin  & 
Associates,  a  Denver  cable- 
management  firm. 

Distance  learning  has  become  far 
more  than  the  slightly  cheesy  corre- 
spondence courses  advertised  on 
matchbook  covers.  As  many  as 


FOCUS 


DISTANCE 
LEARNING 


ROWLES-STOKES:  ''Traditional  school  was  out' 


400,000  students  are  spending  $2 
billion  on  courses  provided  by  both 
traditional  colleges  and  high-quality 
private  firms,  according  to  consul- 
tants Hezel  &  Associates. 

Rowles-Stokes'  degree  is  offered 
by  Jones  International  University, 
started  by  cable-TV  entrepreneur 
Glenn  R.  Jones.  Its  18  professional 
certificate  programs,  plus  bachelor's 
and  master's  degrees  in  business 
communications,  are  delivered  to 
some  700  students  who  pay  $700  for 
each  eight-week  class.  During  her 
lunch  hour  or  late  at  night,  Rowles- 
Stokes  logs  on  to  the  Jones 
Web  site  to  find  out  her 
reading  assignments  and  to 
participate  in  online  discus- 
sion groups.  Online  learning 
is  not  for  everyone,  she  cautions: 
"You  really  need  self-discipline." 
And  she  would  steer  high  school 
grads  away  in  favor  of  the  social 

interaction  that  tradition- 
al colleges  provide. 

Those  quibbles  aside, 
Rowles-Stokes  couldn't  be 
more  pleased  with  the 
flexibility  of  her  classes — 
and  their  relevance  to  her 
work.  Rowles-Stokes  must 
design  her  own  Web  page 
to  graduate,  which  she'll 
use  to  link  Rifkin  em- 
ployees more  closely  to 
her  human  resources 
department. 


forces,  they  have  to  train  who  they  have,"  says  Vulcan's 
Savoy. 

But  the  industiy  is  learning  it  can't  take  corporate  cus- 
tomers for  granted.  A  common  problem:  Companies  don't 
become  repeat  buyers  of  the  courses  without  regular  fol- 
low-up and,  often,  in-class  teaching  and  customization.  "Too 
many  companies  ai'e  designing  products  without  regard  to  the 
customer's  needs  and  how  they'll  use  them,"  warns  Matthew 
Feldman,  managing  director  of  Leaming  Insights,  which  offers 
CD-ROM  finance  products.  Tliis  fast-emerging  mai'ket  has  little 
tolerance  for  such  shortsightedness. 

By  Richard  A.  Melcher  in  Chicago 


today  s  crop  of  college  students^  44%  are 
adults  over  24.  They  want  tech  skills 
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198.76 


2.72 


73.07 


76.84 


■98  AND  99  ARE  ESTIMATES 
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POSITIVES 


►  Carriers  in  sm  aller 
comnmnities  could  benefit 
from  proposed  federal  rules 
agaiml  preda  to  ry  pricing 

►  ne  hotel  industry  will 
continue  to  snap  up  new 
properties,  thanks  to  low 
financing  costs 


N  E  G  AT  I  V 


►  Commission  caps 
change  the  way  trav 
agencies  operate  am 
drive  m  any  smaller 
out  of  business 

►  High  aviation  lab 
costs  will  mean  prod 
cost-cutting  elsewhei 


Ithough  the  travel  industry  has  long  been  vulnerable 
economic  storms,  airlines,  hotels,  and  travel  agents  h 
been  able  to  shrug  off  the  warnings  from  Asia.  N 


however,  they  face  some  homegrown  problems. 

Hotel  chains,  for  example,  spent  1998  building  and  acquir- 
ing properties  like  mad,  driven  by  the  low  cost  of  financing. 
That  could  lead  to  a  dip  in  prices  in  early  1999  for  low  and 
moderately  priced  rooms.  As  this  building  boom  peaks  in 
2(MX)  or  2001,  analysts  ai'e  expecting  pince  wai-s,  with  even  the 
best  hotels  lowering  rates  by  as  much  as  10%. 

The  major  au-line  caniers  have  a  slightly  different  problem. 
With  full  planes  and  flat  ticket  prices,  they  have  to  find  new 
ways  to  feed  profits.  David  A.  Swierenga,  chief  economist  for 
the  Air  Transport  Assn.,  says  airlines  are  ready  for  a  slow- 
down: Ti'affic  is  expected  to  gi'ow  2.8%  in  1999,  but  earners 
have  upped  capacity  by  only  3%'.  "We've  set  oui'selves  up  for 
the  coming  cycle  to  weather  it,"  says  Swierenga. 

The  airlines  have  more  pi'oblems  than 
slowing  demand,  though.  Major  cairiers 
will  likely  face  a  regulatory  assault  and 
discontent  from  business  travelers  an- 
gered over  the  high  fares  they  pay.  That 
could  benefit  low-fare  au'lines.  "We  may 
ver\'  well  pick  up  mai'ket  shai'e  as  people 
shop  harder  for  low  fares,"  says  Gary 
C.  Kelly,  chief  financial  officer  of  Dallas- 
based  Southwest  Airlines  Co. 
BIG  BLOCS.  To  keep  costs  low,  the  air- 
lines are  increasingly  turning  to  inter- 
national alliances.  Camers  in  1998  bi'oke 
into  four  camps:  the  Wings  gi'oup,  led 
by  Northwest  and  KLM;  United's  Star 
Alliance;  oneworld,  led  by  American  Air- 
lines and  British  Airways;  and  a  Delta 
pailnershij)  with  Eui'opean  carriers.  This 
year  will  tell  whether  the  teams  can  go 
beyond  marketing  agreements. 

Alliance  pmlnei-s  will  begin  by  shaiing 
ticket  countei-s  and  expanding  theii-  pow- 
erful purchasing  blocs.  Look  next  for 
consolidation  at  terminals,  where  Wings 
agents,  for  example,  will  replace  em- 
ployees fi'om  Northwest  Auiines  Inc.  and 
KLM  Royal  Dutch  Airlines. 

Electronic  ticketing  will  help  the  bot- 
tom line  by  sa\ing  the  aiiiines  millions  of 


dollars  in  distribution  costs.  About  40%  of  domestic 
passengers  already  fly  on  E-tickets,  and  some  analys 
E-ticketing  could  be  universal  in  the  U.  S.  by  yearend 
Ti'avel  agents  ai'e  coping  with  the  rash  to  E-ticketing 
fering  new  services,  such  as  charging  $10  to  $20 
clients  the  lowest  ticket  price.  Full-service  shops  wil 
their  clients  everything  from  a  car-and-driver  in 
Lumpur  to  a  cellular  phone  in  Pakistan.  And  look  fo 
more  specialization.  "You've  got  some  very  naiTOw  cat( 
like  golf  tours,  culinaiy  tours,  and  occult  tours,"  says 
D.  Loucks,  a  spokesman  for  the  American  Society  of 
Agents.  Maybe  even  some  cheap  tours  to  Asia? 

By  Lorraine  WoelleH  in  Wash 
with  Wendy  Zelhier  in 


A  SKY  FILL  OF  SQUABBLES 


Small  airlines  cheered  when  Vice 
President  Al  Gore  hopped  on  the  re- 
regulation  bandwagon  in  late  1998. 
In  an  Iowa  stump  speech,  the  Vice- 
President  took  Republicans  to  task 
for  siding  with  carriers  against  a 
Clinton  Administration  effort 
to  inject  more  competition 
into  the  airline  industry. 

The  Presidential  hopeful 
might  have  won  over  one 
constituency  with  his  remarks,  but 
he  alienated  another:  labor.  Unions 
are  mobilizing  against  a  Transporta 
tion  Dept.  plan  to  control  what  it 
calls  predatory  pricing:  low  fares 
and  increased  capacity  offered  by 
big  airlines  in  deals  that  last  only 
long  enough  to  drive  small  players 
oui  of  a  market. 


FOCUS 


PREDATORY 
PRICING 


The  union  push  could  sway  the 
still-hot  debate  in  the  coming  yec 
peeling  off  support  of  Democrats 
who  otherwise  might  back  Trans- 
portation. Labor  isn't  especially  fi 
of  big  airlines,  but  it  harbors  a  S| 
cial  dislike  for  startups  tl 
hold  down  costs  by  payin 
lower  wages.  The  splinter 
constituencies  will  only 
make  it  harder  for  Congre 
and  Transportation  to  push  one  s 
or  the  other  of  the  debate. 

Which  might  not  be  so  bad.  On 
the  industry,  Capitol  Hill,  and  the 
Administration  stop  shooting  ate' 
other,  a  compromise  could  be  pos 
ble.  The  big  question — will  comp 
mise  lead  to  more  competition?  T 
elers  can  only  hope. 


ill! 


I 
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"Whoa. 
You  been 
working  out?" 


It's  a  head-turning  combination:  Compaq 
Armada  7000  Series  notebooks  have  the 
muscle — Intel  Pentium  II  processors  up  to 
300  MHz — to  run  desktop-class  software. 
Yet  they're  built  for  the  road,  with  models 
ling  ultra-durable  magnesium  alloy  casings. 
I  they«  loaded:  d,spkys  up  to  14.1".  Hard  dnves  „,.,„ 
o  8  GB.  Dazzling  AGP  graphics.  Plus,  they  dock  into  our 
ily  expandable  ArmadaStation  or  Tower  Stand.  To  learn  more, 
1-800-AT-COMPAQ.  Or  visit  wwvv.compaq.com/whoa. 

I OMPAQ  Better  answers. 


SERVICES 


i 


REAL  ESTATE 


N 


OUTPUT 

BILLIONS  OF 
'98  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  '98  DOLLARS 
PER  EMPLOYEE 


187.72 


186.05 


1547.48 


8.24 


'98  AND  '99  ARE  ESTIMATES 


DATA  DRI/McGRAW-HILL 


POSITIVES 


►  The  Federal  Reserve  is 
expected  to  keep  interest 
rates  low,  cushioning  any 
economic  slowdomn 

►  Commercial  developers 
have  resisted  overbuilding, 
so  office  inventories 
remain  surprisingly  low 


N  E  G  AT  I  V 


►  Rampant  overbui 
of  budget-priced  hot 
about  to  lead  to  a  bv 
those  chains  go  thro 
a shakeout 

►  Too  many  stores  t 
being  built  when  a 
shakeout  is  looming 


I 


f  the  global  currency  crisis  that  has  rocked  Asia,  Russia, 
Latin  America  was  good  for  any  U.S.  industry,  it  was 
estate.  The  financial  crisis  in  Asia  helped  cool  off  an  indul 


that  was  on  the  brink  of  overheating.  When  the  Asian 
storm  clouds  began  building  last  spring,  lenders  and  in- 
vestors began  pulling  back  on  speculative  commercial  and 
residential  developments.  At  the  same  time,  the  plunge  in  in- 
terest and  mortgage  rates  provided  a  needed  shot  in  the 
arm  to  the  residential  market.  "We  managed  to  cut  off  the 
boom  before  it  overshot,"  says  Ray  H.  D'Ardenne,  chief 
operating  officer  of  Atlanta-based  Lend  Lease  Real  Estate 
Investments  Inc.  As  a  result,  "We're  going  to  realize  a 
longer  real  estate  cycle  this  time." 

Thus,  the  real  estate  sector  gi'eets  the  new  year  with  low 
interest  rates,  healthy  demand,  and  inventoiy  levels  that 
are  suipri singly  small  by  historical  standards.  The  biggest 
benefits  have  come  on  the  commercial  front.  Coming  off  a  23% 
surge  this  year,  U.S.  constinction  starts 
are  likely  to  rise  only  -5%  this  year,  to 
247  million  square  feet  of  office  space, 
according  to  The  McGraw-Hill  Compa- 
nies' F.  W.  Dodge  Div.  The  value  of  those 
contracts,  however,  will  rise  9%,  to  .$27.8 
billion,  thanks  to  the  tight  office  mar- 
kets in  many  cities.  Arthur  J.  Mirante, 
president  of  New  York-based  Coldwell 
Banker,  believes  those  tight  conditions 
will  also  allow  landlords  to  raise  rents 
by  5%  to  10%  this  year.  Hottest  mar- 
kets will  be  major  tech  and  finance  cen- 
ters like  San  Francisco,  New  York,  and 
Boston,  while  overheated  Sun  Belt  mai'- 
kets  like  Dallas  and  Atlanta  are  most 
likely  to  slow. 

NICE  RIDE.  The  Asian  crisis  is  having 
salutary  benefits  on  the  residential  front 
as  well:  It  triggered  a  flight  to  quality 
by  foreign  investors  buying  into  Ti'ea- 
suries,  mortgage-backed  assets,  and  oth- 
er securities.  The  shift  in  capital,  cou- 
pled with  the  Federal  Reserve's  own 
moves  to  ease  credit,  helped  reduce 
mortgage  rates  so  much  that  housing 
affordability  hit  a  20-year  high  last  year. 
That's  one  of  the  reasons  for  the  1.61 
million  new  single-family  and  multi- 


family  housing  starts  in  1998,  a  record  year — and  perr 
new  residential  construction  remain  strong  at  the  s 
1999. 

While  it  will  be  hard  for  builders  to  match  1998's 
constmction,  David  .J.  Seiders,  chief  economist  for  t 
tional  Association  of  Home  Builders,  is  forecasting  1.48 
starts  this  coming  year.  That  would  still  be  a  shai 
over  1996  and  1997. 

Even  though  growth  seems  Uke  a  comedown  froir 
record  pace,  real  estate  veterans  aren't  complaining, 
hved  through  too  many  booms  that  invariably  led  tc 
most  bmldei-s,  lendei-s,  and  agents  will  be  content  to  er 
ride  for  at  least  one  more  year. 

By  Dean  Foust  in 


CASA  SWEET  CASA 


For  decades,  immigrants  aspiring 
to  own  their  own  homes  were  denied 
this  slice  of  the  American  Dream  by 
mortgage  lenders  who  "red 
lined"  low-income  and  eth- 
nic neighborhoods.  How 
times  have  changed.  With 
the  U.  S.  enjoying  an  immi- 
gration wave  not  seen  since  the  ear 
ly  1990s,  lenders  and  builders  are 
targeting  these 
New  Americans. 

The  trend  is 
gathering  steam  in 
border  states,  par- 
ticularly California, 
where  one  in  four 
new  home  buyers  is 
a  non-native  Amer- 
ican. Nationwide, 


TREND 


SELLING  TO 
IMMIGRANTS 


NEW  WAVE:  Immigrants  will  buy 
i  ncreasing  numbers  of  homes 


E&Y  Leventhal  Real  Estate  Grouf 
predicts  that  between  now  and  2r 
new  immigrants  and  their  childr^ 
will  account  for  30  millicg 
home  purchases.  i 
Builders  are  getting  tia 
idea,  too:  In  Vallejo,  Cali.' ' 
the  Campobello  subdivisn 
has  attracted  Filipinos  by  constr;t 
ing  many  of  the  305  homes  with] 
to  six  bedroom; 
parents  and  otllf 
relatives.  And  rl 
of  the  street  niij 
bers  in  one  irvi; 
(Calif.)  subdivi'Dr 
includes  the  nu- 
ber  "4" — whici 
connotes  deathn 
some  Asian  culffl 
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The  airline  that  rewards  you 

with  more  choices  to  Asia 
now  gives  you 

two  reward  i  ng  choices  to  Taiwan. 


Tokyo 
Osaka 


Homilulu 


. .  Minneapolisl  '■■ 

■SeattlelTacoma  St.  Paul  .. 

San  Francisco  ■    \  ' 

Lijs  A  ngeles 


■  Detroit 


Neif  York 


Taipei^ 


Northwest  introduces  direct  service  to  Kaohsiung. 
Four  times  weekly,  starting  January  15th. 

I^^^P      ■         Getting  to  Taiwan,  tor  Ixi.siness  or  pleasure,  ha.s  never  l^een  easier  or  more 

rewarding.  Tliat's  because  Northwe.st  Airlines,  with  daily  flights  to  Taipei,  is  now 
up  to  launching  direct  service  to  Kaohsiung  from  our  convenient  gateways  in  Los  Angeles, 

Detroit,  and  Seattle.  And  each  and  every  flight  to  Kaohsiung  and  Taipei  includes 
10,000     .     a  generous  supply  of  WorldPerks'  Bonus  Mileage. ..up  to  10,000  extra  miles.  Just 
emoW  by  calling  1-SO()-S08-2000,  ext.  1612. 
WorldPerks     "         Northwest,  the  U.S.  aidine  that  knows  Asia  best,  and  .serves  more  cities  in 

Asia  than  any  other  U.S.  carrier,  now  inckides  Kaohsiung  on  its  list  of  rewarding 
Bonus  choices.  Four  times  a  week,  .starting  January  15th. 

Call  your  travel  agent,  or  Northwest  at  1-800-447-4747.  Or  reach  us  on  the  web 
Miles     .     at  vmw.nwa.com. 


Tetms  and  Condrtions:  Must  be  U.S./Canada  WoridPerks  Member  Must  be  enrolled  prior  to  travel.  Travel  must  be  completed 
between  |anuary  15  and  March  H.  1999  Travel  must  be  on  pad  fares  booked  in:  F/WBC-F/P/OJ:  Coach-Y/B/M  WortdPeri>s 
Bonus  Miles:  For  F/WBC  travel.  10,000:  for  Y/B/M  travel.  5,000;  for  H/Q  travel.  3.000  Allow  2  to  3  weeks  after  travel  for 
Bonus  Miles  to  be  credited  to  your  WoridPerks  Account  Enroll  for  bonus  miles  by  calling  1 .800-508-2000  ext  1612 
©1998  Northwest  Airlines.  Inc  Northwest  recycles  enough  paper  products  in  one  year  to  save  16,000  trees.  Q 


NORTHWEST 

AIRLINES 


1-800-4^7-4747  /  www  nwa  com 


SERVICES 


UTILITIES 


N 


POSITIVES 


OUTPUT 

BILLIONS  OF 
'98  DOLLARS 


ElVIPLOYIVIENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 


THOUSANDS  OF  '98  DOLU^RS 
PER  EMPLOYEE 


252.36 


262.65  0.75 


334.97 


■98  AND  '99  ARE  ESTIKMTES 


►  Independent  system 
operators  that  act  like  air- 
traffic  controllers  on  the 
national  energy  grid  are 

402.44    coming  into  their  own 

►  Some  utilities  are 
positioning  themsehws  as 

DATA  DRUMCGRAW.HIL1     multi-energy  distributors 


N  E  G  A  T  I  V 


►  Bad  publicity  du,<f 
the  June/July  en  erg 
has  Congress  takini, . 
at  reregulation 

►  Some  states  have 
it  difficult  for  outsit 
utilities  to  grab  a 
significan  t  custome 


ince  1995,  utility  bosses  have  either  fretted  or  fantas 
about  the  opportunities  that  would  flow  from  deregula 
the  $210  billion  market  for  electricity.  Efficient  utilities  \ 


lower  rates  could  gi'ow  rapidly  by  winning  business  from 
sloppy  rivals,  since  consumers  could  pick  ft'om  a  menu  of 
producere.  The  revolution  was  to  kick  off  with  CalifoiTua's  .$23 
billion  electricity  market,  then  spi-ead  to  other  states. 

It  hasn't  worked  that  way.  California's  carefully  orches- 
trated initiative  includes  built-in  iTiles  and  safeguards  to  help 
existing  utilities  recover  their  investments.  The  bairiers 
proved  so  high  that  potential  rivals  have  shunned  California. 

Now,  there's  a  new  wrinkle.  For  the  first  time,  U.  S.  utih- 
ties  are  in  the  sights  of  foreign  rivals.  In  December,  Ian 
Robinson,  chief  executive  of  Scottish  Power  PLC,  bid  .$7.9 
billion  for  PacifiCorp  in  Portland,  Ore.  A  week  later,  Na- 
tional Grid  Group  PLC,  a  power  distributor  in  England  and 
Wales,  offered  .$3.2  billion  for  New  England  Electric  Sys- 
tem, the  Westborough  (Mass.)  parent  of 
foui'  utilities.  Both  British  companies  say 
they  may  make  more  acquisitions,  and 
Robinson  predicts  that  within  12  months, 
"there  are  going  to  be  a  handful  of  other 
[foreign]  power  coinpanies  in  the  U.  S." 

For  utihty  execs,  the  first  concern  is 
finding  effective  recipes  for  states  making 
the  transition  to  a  competitive  market. 
With  Illinois,  New  York,  and  other  states 
pushing  aliead  with  deregulation,  the  util- 
ities hope  to  avoid  repeats  of  the  Cali- 
fomia  situation  and  foster  environments 
that  don't  prevent  newcomers  from  set- 
ting realistic  prices.  The  industry  is  also 
lobbying  Congress  to  change  the  Public 
Utility  Holding  Co.  Act  of  193.5,  which 
has  killed  several  proposed  mergers  be- 
tween utilities  in  neighboring  states. 

But  there  are  issues  beyond  deregula- 
tion as  well.  The  Environmental  Protec- 
tion Agency  wants  tougher  controls  on 
powei'-plant  emissions.  And  some  states 
are  pushing  the  environmental  button, 
too — requiring  monthly  bills  that  tell  con- 
sumers in  detail  how  much  of  theii"  pow- 
er comes  from  nuclear,  coal-fired,  or  gas- 
powered  generators.  Environmentalists 
hope  that,  armed  with  this  knowledge, 


consumers  will  select  the  companies  that  pollute  th 
There  ai^e  also  some  nuts-and-bolts  matters  to  clear 
Federal  Energy  Regulatory  Commission  is  still  tr 
figui"e  out  how  to  set  up  a  system  for  efSciently  trans 
electricity  across  the  U.  S.  power  giid.  Managing  t 
pergrid  may  requii'e  a  new  authority — the  need  for  wh 
highlighted  last  .July,  when  ten-itorial  disputes  blocked 
Uvery  of  power  bought  by  utihties  in  the  Midwest  fro 
er  plants  in  Georgia  and  New  England. 

Nobody  expects  government  and  the  industry  t 
out  such  problems  overnight.  That  means  a  truly  com] 
deregulated  market  for  electricity  will  remain  a  distj 
in  1999. 

By  De'Ann  Weimer  in 


HAPPY  INVESTORS,  ANGRY  CISTOME 


Psst!  Wanna  buy  some  nukes?  Pow- 
er plants,  that  is.  John  W.  Rowe  might 
come  up  with  a  quantity  discount.  His 
company,  Unicom,  is  the  par- 
ent of  Commonwealth  Edison, 
which  serves  Chicago  and 
most  of  Illinois  and  Indiana.  It 
owns  six  nuclear-power  plants  Rowe 
wants  to  sell.  Since  taking  the  reins  in 
February,  Rowe,  58,  has  put  15  coal- 
fired  generating  plants  on 
the  block. 

"We  need  to  focus  on 
delivery,  not  generation," 
he  says.  "Delivery  will  still 
be  a  regulated  industry, 
and  that's  what  Common- 
wealth Edison  will  be  able 
to  do  best." 

Since  the  utility  expects 


FOCUS 


UNICOM 


ROWE:  Service  woes 


to  pay  its  bills  by  piping  electricity 
homes  and  offices,  repairing  its  d 
reputation  among  customers  is  a 
priority.  During  last  year's 
summer  of  discontent,  pO: 
failures  angered  custome 
and  Chicago  Mayor  Richa 
Daley  even  called  a  press  conferei 
to  lash  out  at  the  utility. 

Despite  the  problems,  Rowe  er 
patient  support  on  Wi 
Street,  thanks  in  part 
his  pioneering  role  in 
ty  deregulation  in  Nev 
England.  If  he  manag 
palm  off  those  nude 
plants,  America  migh 
have  a  new  star  in  th 
gallery  of  turnaround 
artists. 


rei 

HI 

rat 
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INDUSTRY  OUTLOOK  1999 


nNANCE 


SECURITIES  There's  no  question  that  1998  was  a 
humbling  year  for  the  industry.  A  slowdown  in  corporate 
profits  could  hurt  the  stock  market  again  in  '99.  But  that  hit 
may  be  offset  by  low-even  declining-interest  rates.  The  biggest 
wild  card  is  Y2K  computer  glitches.  The  best  source  of  solace: 
mergers  and  acquisitions.  Revenue  for  1999:  +9.9% 


142 


INSURANCE  Flat  pricing,  stagnant  demand:  a  recipe  for 
"dullsville,"  as  one  analyst  puts  it.  Insurers  are  capital-rich, 
but  growth  looks  tepid.  And  they're  unusually  vulnerable  to 
Y2K  disasters-not  just  their  own  but  on  policies  they've  written  to 
reimburse  other  companies.  Revenue  for  1999:  +2.2% 


BANKING  With  the  Federal  Reserve  lowering  interest 
rates,  analysts  suspect  that  banks  will  see  their  margins 
squeezed,  as  deposit  rates  stay  put  and  returns  on  loans  and 
bonds  fall.  But  with  the  domestic  economy  robust  and  asset  quality 
strong,  the  outlook  is  not  all  bleak.        Revenue  for  1999:  +2.2% 


14 
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FOR  AD  RATES  AND  INFORMATIDN 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2C 
CHICAGO.  IL  8061  1  1 


Corporate  Gifts 


Logo  Tattoos 


MAKE  A  BIG  HIT 

Logo  &  Personalized  C3ol£  Balls 


PRECEPT  \:.:K',\<i 

qJderl  MAXFLI. 


I  Call 


LD.GOLFBALLA 

1-888-ID  BALLS 

(1-888-432-2557) 


CD-ROM  Equipment 


1000  Tempofaiy  Tattoos  with  your  Logo, 

Just  S189.00!! 
plus  SlO-00  S«H  (CA  add  7.25%  sales  la«) 
CustanoedlFoiColoil  rxr  | 

Calico 

3000 Afcmo  Drive.  Sle  201  •  \faca»fc.CA 95687 
Tet707«48-7072  •  FaE707/Mfr8273 


Men's  Footwear 


MEN:  BE  TALLER! 


Easy  to 
use!  No. 
computer 
needed. 


CD  COPIER 


c».«-  55  i«5^  MONEY-BACK  GUARANTEE-  C 
FREE        •^■i  x  _ 

ELEVATORS'  D 


1 .800-290-TALL 


Home  Furnishings 


r     Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HoMEWAY  Furniture  Company 
P.O.  Box  1  548.  Mt.  Airy,  NC  27030 
^  (800)  334-9094  |336|  786-6151  . 


Education  /  Instruction 


COLUMBIA 
BUSINESS 
SCHOOL 


Columbia  Executi\-e  Education 
Learning  that  powers  performance.  ' 


UPCOMING  COURSES 


Finance  and  Accounting  for  the  Nonfinancial  Executive 

•,Mar  21  -  25     Jon  13  ■  IS 
The  Transition  to  General  Management 

iD'  18  ■  30      Oct  31  -  \ov  12 
Emerging  Leader  Development  Program 

Mar  14 -19      Dec  12  -  1~ 


Men's  Footwear 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  "High  quality*  160  styles 


HITCHCOCK  SHOES,  INC 

Zi-^.'.  55m  nngran.  '.lA  52043 

1  -800-992-wiDE  vA'.T.'.v.ioesnoes.c:" 


Asian  Consulting  Services 


Asia's  Crisis  Is  America's 
Business  Opportunity 


Exc«r;  consu'-.aLo'-  Asian  strategies 
including  RE.Equity  Investment. 
Partnerships/Joint  Ventures.  OEM. 
Outsourcing.  &  Market  Distribution  & 
De.eloD'^eri  U.S.  408-779-9085 
Fax  408-779-2374;  Seoul.  Korea 
82-20547-0705  •  Fax  82-2-646-3771 
e-mail:  johnlee@jek.co.kr  


Conference  Calls 


COMPLETE,  HIGH  QUALITY 
FULLY  AUTOMATED 
CONFERENCE  CALL  SYSTEM 


NO  equipment  to  buy.  phone  lines  to  £>e 
installed,  or  set  up  charges.  Save  big  S 
Owe'  other  companies  "Lowes;  Rates' 
Ca  '  Re"-QteL to  -'-ee ':- l-^  " 


Education  /  Instruction 


MONTICELLO 
UNIVERSITY 


The  Practitioner  s  MBA  &  JD 
Programs.  .Accredited 
Doctor,  Master.  Bachelor, 
ww^w.monticello.edu 
Fax  913-661-9414 
800-405-7935 


MBA  BY  Distance  Learming 


imei'DsnceUntascrer 
HEffC 


(800)  MBA-0707 


For  immediate  FaxBack  literature:  from  your 
tax  machine's  phone,  call  (510)  486-8900. 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate-Bachelor-MastenDoctor 

Business  (Mgmt,  HRM,  Heartn  Carei 
Management  of  Technology, 
Pschology  Law 
Southern  California  University 
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►  The  mergers-arid  - 
acquisitions  business 
should  continue  to  boom, 
and  interest  rates  are 
expected  to  stay  low 

►  A  financial-reform  bill 
may  finally  pass  Congress 
this  year 


►  Hie  global  econoi 
downturn  and  Year 
compu  ter  problems 
hurt  profits 

►  Newly  merged  fit 
giants  are  still  stru< 
for  cohesion,  synerg 
and  brand  identity 


all  Street  will  probably  not  do  too  badly  in  1999,  barring 
unforeseen  economic,  political,  or  technological  disa^ 
Consider  the  recent  travails  of  market  leader  Me 


Lynch  &  Co.  The  fiiTn  laid  off  59c  of  its  workforce  at  the  end 
of  1998.  It  expects  the  stock  market  to  tum  down  in  1999's 
first  half  and  forecasts  only  1.25%  global  economic  gi'owth 
this  year.  Yet  Menill  and  other  industiy  leaders  are  still  op- 
timistic about  the  industry  and  their  own  firms.  Says  Chief 
Executive  David  H.  Komansky:  "I  think  1999  will  be  better 
than  1998.  Low  rates  will  generate  an  environment  that 
we  can  operate  in." 

Komansky  is  betting  that  the  benefits  of  low  and  possibly  de- 
clining interest  rates  will  offset  the  biggest  negative  facing  the 
industiy:  a  continuing  slowdowTi  in  coiporate  profits,  which 
could  depress  the  stock  nwket.  Declining  interest  rates  provide 
the  best  possible  en\ii'onment  for  Wall  Street,  because  lower 
rates  buoy  the  stock  market  and  encoiu'age  issuers  of  debt. 

There  is  no  question  that  1998  was  a 
humbhng  year  for  the  industry.  Global 
fiascos,  from  Prussia's  debt  default  to 
Long-Term  Capital  Management  LP's 
near  collapse,  generated  losses  and  pro- 
duced tenif>ing  market  volatility.  As  a 
result,  the  industiy  earned  an  estimated 
$8.5  billion  in  pretax  income  in  1998, 
dowTi  ft-om  a  record  $12  billion  in  1997. 
And  risk-conscious  investors  stampeded 
out  of  brokerage  stocks.  Through  mid- 
December,  1998,  an  index  of  brokerage- 
stock  prices  weighted  by  market  cap 
w^ere  up  only  1.5%,  says  research  firm 
Financial  Senice  Analytics.  That  w-as  af- 
ter soaring  85%  in  1997. 
BIG  BUG.  The  wild  card  this  year  that 
could  seriously  hurt  earnings  is  the  dis- 
rtiption  from  potential  computer  crashes 
caused  by  computers  not  programmed 
to  recognize  the  yeai-  2000.  Morgan  Stan- 
ley Dean  Witter  is  concerned  that  a  num- 
ber of  its  global  customers  will  be  unable 
to  ui)gi-ade  their  systems  in  time.  That 
could  force  Morgan  Stanley  to  stop  doing 
business  with  them.  Charles  Schwab 
Corp.  Co-Chief  Executive  David  S.  Pot- 
track  is  wonied  about  eveiything  fi'om 
powei"  inten-uptions  to  the  ripple  effect  of 


an  unprepared  Internal  Revenue  Service.  "It's  a  big, 
question  out  there,"  he  says. 

Pi'o\iding  solace  is  the  outlook  for  mergers-and-acqi 
volume,  which  set  a  new  record  at  more  than  $1  tri 

1998,  says  Securities  Data  Co.  And  U.  S.  securitie 
think  they're  poised  to  benefit  fi'om  the  advent  of  the 

1999.  In  .Japan,  U.  S.  fii-ms  expect  to  benefit  fi-om  fijian 
\ices  refoiTn  and  as  sa\^'  buyers  of  troubled  financial 
Japan's  market  deregulation  will  also  give  U.  S.  firms 
access  to  that  mai-ket.  In  the  U.  S.,  legislators  could  fir 
prove  a  financial-senices  reform  bill,  which  would  let 
ties  fii*ms  acquire  banks.  Add  it  all  up,  and  this  f( 
high-flying  industiy  has  a  shot  at  a  fair-to-middling  } 

By  Leah  A^athans  Spiro  in  Ne 


For  the  mergers-and 
acquisitions  business, 
1998  was  nirvana. 
Global  deals  exceeded 
$2.4  trillion,  up  50% 
from  1997,  estimates 
Richard  J.  Peterson, 
chief  market  strategist 
for  Securities  Data 
(SDC).  In  the  U.S.  alone,  $1.5  trillion 
worth  were  announced.  The  boost 
comes  from  bigger  deals, 
such  as  the  $75  billion 
Mobil-Exxon  merger. 

No  firm  caught  the  M&A 
wave  better  than  Goldman 
Sachs  &  Co.  Because  of  its  focus  on 
grooming  and  hiring  top  bankers, 
the  firm  advised  on  $909  billion 
worth  of  deals  last  year,  up  from 


CORZINE:  "Banner  year" 


FOCUS 


GOLDMAN 
SACHS 


$343  billion  in  1997 
says  SDC.  No.  2  dea 
maker  Merrill  Lynch 
far  behind,  with  $6i 
billion,  "it  was  an 
absolutely  banner  yi 
for  M&A,  says  Jon  S 
Corzine,  Goldman's 
chief  executive. 
Not  that  Goldman  didn't  have 
er  problems,  such  as  big  trading 
losses.  And  after  finally 
deciding  to  go  public,  th 
firm  embarrassed  itself 
postponing  its  own  high 

 '  profile  offering  in  Septer 

Despite  speculation  that  Goldma 
will  try  again  sometime  in  1999, 
Corzine  will  say  about  the  IPO  isi 
will  do  it  when  the  time  is  rightj 
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The  New  Rules: 

Mastering  the  Challenges 
OF  the  New  Economy 


Winning  at  the  Intersection 
of  Fear  and  Opportunity 

Michael  Bloomberg,  the  former  invest- 
ment banker-turned  news  baron  has  a 
lot  to  say  about  a  lot  of  things  -  the  econ- 
omy, technology,  the  media  business, 
even  his  prospects  for  becoming  mayor. 
But  the  last  thing  you'd  expect  the 
swashbuckling  entrepreneur  to  willingly 
discuss  is  fear.  But  fear  was  precisely 
what  was  on  Bloomberg's  mind  when 
he  faced  prominent  CEOs  at  Business 
Week's  CEO  summit,  The  New  RULES: 
Mastering  the  Challenges  of  a 
New  Economy. 

"My  great  fear,"  he  announced,  "is 
that  there  are  three  guys  in  a  garage 
right  now  doing  the  same  thing  to  us 
that  we  did  to  Reuters  and  Dow  Jones." 
Companies  rise  and  fall  before  they 
know  it,  Bloomberg  warned,  and  staying 
on  top  requires  a  CEO  to  anticipate 
major  technological  changes  before 
they  happen. 

That  kind  of  fear,  fear  of  the 
unknown,  fear  of  a  world  with  new 
rules,  fear  that  a  shift  in  technology  will 
decimate  some  businesses,  is  the  most 
salient  emotion  driving  executives  into 
the  New  Economy.  The  forces  of  tech- 
nology and  global  competition  are 
redefining  trade  and  business,  forcing 
a    fundamental    shift    in  economic 


thinking,  and  lending  credence  to  a 
new  type  of  economy  now  known  as 
the  New  Economy. 

The  changes  that  await  industry  will 
be  a  major  boon  to  some  but  a  perilous 
threat  to  others.  Ironically,  the  biggest 
threat  is  the  one  CEOs  won't  see. 
"What  is  Ukely  to  kill  you  in  the  New 
Economy  is  not  somebody  doing  some- 
thing better,  it's  somebody  doing 
something  different,"  Bloomberg  insists. 
In  two  days  of  intense  discussions  at 
Business  Week's  11th  annual  CEO 
summit,  CEOs  of  mid-  and  large-cap 
corporations  heard  presentations  fi-om 
companies  that  have  harnessed  the 
power  of  the  New  Economy  and  begun 
to  see  the  fiaiits.  Attendees  met  with  law- 
makers, regulators  and  economists  who 
are  thrashing  out  the  legislative  and 
economic  models  that  will  drive  the 
U.S.  flirther  into  the  New  Economy,  and 
were  given  a  clearer  picture  of  what  the 
New  Economy  will  and  won't  be. 

Facts  and  Fiction 

The  New  Economy  is  about  informa- 
tion and  how  it's  used.  It  favors  ideas 
over  tangible  goods,  and  it's  more  about 
the  mainstream  use  of  technology  than 
the  technology  itself.  Its  most  fun- 
damental principle  is  that  a  boom  in 
technological  development  and  global- 


essWeek 


My  great  fear  is  that  there  are  three  guys  in  a  garage 
right  now  doing  the  same  thing  to  us  that  we  did  to  Reuters 
and  Dow  Jones."  -  Michael  R.  Bloomberg, 

founder  and  CEO,  Bloomberg  Financial  Markets 
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ization  liave  transformed  tlie  economy, 
allowing  it  to  rumble  taster  than  ever  with 
little  rise  in  inflation. 

Most  economists  agree  that  fimdamen- 
tal  changes  in  tlie  economy  have  occurred. 
But  a  debate  lingers  over  whether  the 
changes  are  unjjrecedented,  or  whetlier 
they  are  simply  a  blip  in  the  world's 
economic  timeline.  In  a  session,  The  Neic 
Rules  for  the  New  Economy:  The  Great 
Debate^  a  panel  of  top  economists  dis- 
cussed die  imjjlications  and  plausibility 
of  the  New  Economy,  and  whitded  d(iwii 
die  salient  issues  of  the  new  economics. 

The  biggest  problem  with  tiie 
concept  of  the  New  Economy  is  that  it  s 
largely  misunderstood,  argues  Michael 
Mandel.  Business  Week's  economics 
editor,  wlio  first  coined  tlie  name  for  tlie 
new  paradigm.  "Rather  than  being  par- 
adise, the  New  Economy  is  a  good  news, 
bad  news  stor),""  Mandel  said.  Many  have 


"EDS  will  continue  to  play  a  key  leadership  role 
in  the  increasingly  important  growth  of  the  digit 

economy."  -  John  Meyer,  EDS  corporate  vice-president; 
president,  EDS  Diversified  Financial  Services 


mistakenly  reasoned  that  the  New 
Economy  means  an  end  to  economic 
downturns,  for  instance,  but  the  opposite 
is  actually  true,  he  said.  "Histor)'  suggests 
that  both  technology  and  changes  in 
business  can  cause  enormous  volatility," 
he  said.  "In  some  ways,  the  New 
Economy  is  inevitably  susceptible  to 
sliaq)  downturns."  But  many  question 
whether  the  New  Economy  is  actually 
new.  "When  you  look  at  things  histori- 
cally, you'll  always  find  new  eras."  said 
Edward  Yardeni.  chief  economist  at 


"Some  companies  will  sink  in  the  new  sea  of 
information,  while  successful  management  teams 
will  use  technology  to  transform  the  sea  of  data  into 
value-added  information  to  create  competitive 

advantage."  -  Vince  Tobkin,  director.  Bain  &  Company 

Trust  and  Antitrust  in  the  New  Economy 


No  case  will  have  as  big  an  impact  on  the  regulatory  standards  in 
the  New  Economy  as  the  antitrust  suit  waged  against  Microsoft, 
a  battle  that's  as  much  political  as  it  is  legal.  The  Justice  Depart- 
ment contends  that  Microsoft  forced  computer  manufacturers  to 
purchase  its  Internet  Explorer  browser  and  contractually  excluded 
Netscape  from  supplying  its  browser  to  Internet  service  providers, 
software  makers  and  computer  manufacturers.  Several  blocks 
from  where  the  battle  lines  were  being  drawn,  a  panel  of  legal 
experts  and  government  regulators  gathered  to  discuss  the  case 
and  explore  its  ramifications  on  other  industries. 

"Antitrust  is  not  regulation,  it  is  law  enforcement,"  said 
A.  Douglas  Melamed,  Principal  Deputy  Assistant  Attorney  General 
with  the  antitrust  division  of  the  Justice  Department.  "We  do  not 
approve  mergers,  and  we  have  the  narrow  mandate  of  enforcing 
only  the  antitrust  laws." 


A.  Douglas 
Melamed 

Principal  Deputy 
Assistant  Attorney 
General,  Antitrust 
Division,  U.S 
Department  of 

Unlike  other  antitrust  battles,  the  Microsoft  case  is  a  quagmire. 
Although  the  company  controls  90%  of  computer  desktops,  consumers  themselves 
have  seen  few  dour  effects  of  an  alleged  monopoly.  The  government's  supporters  say 
Microsoft's  practices  hinder  innovation  by  locking  competitors  out  of  markets  and  the 
effects  will  be  seen  a  few  years  down  the  line.  "It's  clear  to  everyone  that  Microsoft  has 
monopoly  power,"  said  Steven  Salop,  professor  of  economics  and  law  at  Georgetown 
University.  "The  issue  isn't  monopoly  power,  the  issue  is  whether  Microsoft  will 
maintain  its  monopoly  position  in  an  anticompetitive  way." 


Michael  Ma" 

economics  ( 
Business  We' 


Deutsche  Morgan 
Grenfel,  who  intro- 
duced the  concept 
of  a  "new  age  eco- 
nomy"" in  the  latt 
1980s.  "Wars  are 
inflationary,  and 
peacetime  is  defla- 
tionary," Yardeni 
said.  "All  I  was  say- 
ing is  that  the  end 
of  the  Cold  War  is  a  big  deal.  I 
a  new  paradigm  I'm  peddhng, 
old  concept  called  a  free  market." 

Yardeni  argaies  that  infladon  is 
if  not  completely  dead  and  defla 
taking  over.  As  a  result,  stampi 
inflation  completely  may  not  be  th 
solution.  "I  diink  the  Federal 
should  focus  on  2%  inflation  i 
zero  percent,"  he  said.  "Zero  is  to 
to  deflation."  Of  course,  the  eci 
itself  may  not  have  changed  at 
not  the  economy  that's  changed;  . 
we're  recognizing  just  how  imj 
the  changes  in  technology  are. 
Paul  Romer,  professor  of  ecoi 
at  .Stanford  University.  Romer  no 
instance,  that  politicians  are  ta 
entirely  new  look  at  the  econo 
have  a  better  grasp  of  economic 
j)les.  But  at  least  some  econo: 
stiU  skeptical  whether  the  chan 
real.  "The  New  Economy  doctrir 
assemblage  of  various  different 
says  Paul  Kiugman,  professor 
nomics  at  Massachusetts  Insti 
Technology.  "There  are  a  nuir 
pieces  in  it  that  are  humbug." 
calls  into  question  the  concept 
alization  can  kiU  inflation,  for  ir 
"Globalizadon  does  wonders  in 
down  jjrices  when  oil  prices  drop 
dollar  is  high,"  he  says,  "but  it's 
in  reverse;  globalization  cuts  both 

Krugman  also  questioned  the 
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/  Solutions  for  New  Economy  Problems 

Just  as  the  New  Economy's  opportunities  demand  new  ways  of 
thinking,  its  problems  also  require  new  solutions.  While  debate 
over  replenishing  the  IMF's  coffers  continued  on  Capitol  Hill,  Wall 
Street  bankers  concocted  their  own  bailout,  pooling  together 
$3.5  billion  to  shore  up  Long-Term  Capital  Management,  the 
$80  billion  hedge  fund  facing  near  collapse.  In  the  middle  was 
Sanford  L  WeiM,  the  deal  maker  extraordinaire  and  chairman 
and  CEO  of  Travelers  Group  who  orchestrated  Travelers'  merger 
with  Citicorp  last  year. 

A  day  after  announcing  the  bailout  with  executives  of  other 
major  Wall  Street  banks,  Weill  spoke  to  CEOs  at  the  Summit, 
Ing  the  importance  of  the  IMF  and  the  need  for  similar  insurance  policies 
!t  a  Wall  Street  meltdown. 

le  have  a  right  to  get  into  trouble,  and  they  have  a  right  to  deal  with  the  conse- 
es  of  their  trouble,"  Weill  said,  stressing  that  the  bailout  of  Long-Term  Capital 
le  best,  if  not  the  only  solution  to  avert  more  market  turmoil. 

lany  forebode  continued  turmoil  until  political  solutions  as  well  as  economic 
ins  are  found.  "It's  relatively  easy  to  change  your  budgets,  to  devalue  your 
cy,  and  such  but  the  Asia  crises  are  much  more  fundamental  than  that.  It  would 
i/e  to  think  this  will  get  better  anytime  soon,"  said  C.  Fred  Bergsten,  director  of 
:titute  for  International  Economics.  "If  the  U.S.  has  a  leadership  crisis  for  the 
vo  years,  the  worldwide  economic  crises  will  certainly  get  worse." 


i*e  successful  in  the  new  economy,  organizations 
must  first  offer  a  vision  that  goes  beyond  basic 
iness  requirements  and  enables  people  at  every 
level  to  create  value."  -  David  Duffield, 


president  and  CEO,  PeopleSoft,  Inc. 


technological  change  with  what 
he  2001  test.  "Is  this  world  more 
;chnologically  advanced  than  the 
at  Stanley  Kubrick  envisioned  in 
Vlandel  retorted,  however  that  in 
)s  and  80s,  there  was  consider- 
technological  advancement  than 
several  years.  To  get  to  current 
igical  levels,  there  had  to  be 
eration.  Ultimately,  the  real  test 
few  Economy  will  be  the  next 
),  Krugman  added. 

rs  and  Losers 

uts  who  are  boosting  their  sales 
!S  with  Internet  sites  are  winning 
"lew  Economy,  as  are  Internet 


brokerages  who  are  stealing  market  share 
from  old-world  investment  houses,  and 
retailers  who  have  eschewed  brick  and 
mortar  in  favor  of  Internet  commerce 
sites.  But  established  companies  like 
Caterpillar.  Eli  Lilly,  Citigroup  and  GE 
Capital  are  also  winning,  using  the  glob- 
alizing power  of  technolog)'  to  improve 
logistics,  boost  productivity  and  find 
hidden  value  in  their  operations. 


"Information  is 
the  rocket  fuel 
of  today's  global 
economy.  Imme- 
diate access  to 
vital  status  data 
translates  into 
competitive 
advantage." 


-  Scott  L.  Webster, 

chairman  and  CEO, 
ORBCOMM 


Perhaps  the  big- 
gest winners  in 
the  short-tenn  wiU 
be  companies  like 
Cisco  Systems 
which  supply 
plumbing  for  the 
New  Economy. 
"The  Internet  is 

going  to  change  ever)'  aspect  of  our 
lives,"  said  John  Chambers,  president 
and  CEO  of  Cisco  Systems.  "It's  going 
to  be  a  fiindamental  change  not  seen 
since  the  industrial  revolution." 

The  key  to  success  in  the  Internet 
Economy  will  be  adding  value  to 
products  Chambers  said.  The  timing  of 
technology  implementation  is  ecjually 
important.  "If  you  apply  technology  too 
early,  it's  a  long  infrastructure  build 
and  you  don't  get  the  best  payback," 
he  said,  "but  if  you  do  it  too  late, 
like  our  competitors  did,  you'll  be  at 
a  competitive  disadvantage." 

If  the  New  Economy  is  a  boon  to 
high-tech  players  and  financial  service 
comjjanies.  it  v\ill  also  be  a  watershed  for 
hard-goods  maiuifacturers.  Under  the 
helm  of  chairman  and  CEO  Donald 
Fites.  Caterjjillar  has  retooled  into  a 
high-tech  manufacturing  powerhouse, 
producing  machinery  on  demand  and 
offering  an  unprecedented  level  of 
service  to  its  customers. 

"In  a  global  economy,  it  is  distribution 
that  will  establish  the  winners  fiom  the 
losers.'"  Fites  said.  "Logistical  control  is 
the  heartbeat  of  the  system." 

Despite  the  successes  of  some  players, 


"Every  day  we  witness  new  forms  of  electronic 
commerce,  new  applications  and  new  gains 
in  productivity  enabled  by  a  networked  economy." 


Dr.  Eric  Schmidt,  chairman  and  CEO,  Novell,  in. 


tnHtUIAL      AUVtKIISINB  SECTION 


"Missouri's  current  strong  economy  has  allowed  us  to 
move  away  from  creatingjobs  for  jobs'  sake  and  on 
to  attracting  the  knowledge-based  industries  that 
will  be  the  foundation  for  the  economy  of  the  future." 

-  The  Honorable  Mel  Carnahan,  Governor  of  Missouri 


CEO  '98  Poll  Result 


the  New  Economy  will  .still  be  a  bumpy 
ride  for  many.  As  speakers  and  attendees 
arrived  to  the  Summit  in  late  September, 
dour  news  of  international  currency 
turmoil  anti  the  Year  2000  problem  were 
a  reminder  ol  the  pitfalls  that  await 
many  as  the  New  Economy  takes  hold. 
Ultimately,  the  winners  in  the  new 
economy  will  be  those  who  harness  in- 
formation to  the  flillest,  always  searcliing 
for  new  opportunities  to  sell  or  cut  costs. 
Rather  than  tocus  on  the  details  of 
technology,  the  winners  will  l)e  those  who 


figure  out  how  to  use  their  internal  and 
external  information  in  their  own  inter- 
est. As  many  speakers  at  the  CEO  sum- 
mit have  shown,  unconventional  thinking 
will  be  key,  and  managing  and  communi- 
cating with  the  w(jrkfoice  will  be  critical. 
And  while  high-tech  players  will  be 
short-term  winners,  it's  the  companies 
that  deal  in  real  goods  that  have  the  most 
to  win.  "If  you're  going  to  start  a  company 
today,  start  a  steel  mill,  not  an  Internet 
company,"  Bloomberg  said  emjjhatically. 
"The  economics  of  it  are  much  simpler." 


Managing  in  the  New  Economy 


Randall  Tobias 

former  chairman 
and  CEO,  Eli  Lilly 


When  new  ideas  and  information  are  the  key  to  success,  people 
become  the  business  driver.  Companies  lil<e  Eli  Lilly  and  News 
America  Publishing  have  seized  on  managing  as  a  competitive 
strategy.  Efforts  to  cultivate  an  atmosphere  for  creative  decision 
making  is  having  an  effect  on  the  bottom  line. 

"When  we  sell  a  pill,  the  value  of  what  we  sell  isn't  the  chemicals 
that  go  into  the  pill,  but  the  intellectual  property  that  goes  into 
making  It,"  said  Randall  Tobias,  former  chairman  and  CEO  of 
Eli  Lilly.  "How  companies  relate  to  their  employees  is  changing 
drastically  as  a  result."  Since  he  took  Eli  Lilly's  helm  four  years 
ago,  Tobias  has  leveraged  information  and  creativity  for  compe- 
titive advantage.  The  payoff  has  been  a  steady  stream  of  products  like  the  venerable 
Prozac,  that  have  propelled  total  sales  nearly  $8  billion  and  earnings  to  record  highs. 

"The  intent  of  our  programs  isn't  generosity,  but  reciprocity,"  Tobias  said.  "It's  a  re- 
ciprocal bond  of  loyalty  between  the  employer  and  the  employee."  Flexible  schedules, 
control  over  work  flow  and  easy  access  to  key  managers  cultivate  a  communicative 
and  productive  atmosphere,  while  remarkable  perks  like  68  weeks  of  maternity  leave, 
on-site  child  care,  and  adoption  assistance,  strengthen  the  bond  between  employee 
and  employer. 

The  payoff  can  be  massive,  Lilly  has  found.  "These  are  not  perks  but  business 
drivers,"  he  said.  "We  treat  people  as  assets  that  appreciate  over  time. ..the  biggest 
concern  of  our  employees  isn't  redundancy  but  irrelevance." 

Creativity  takes  more  than  perks,  however.  Allowing  people  to  make  mistakes  is  equally 
important  for  innovation  in  a  New  Economy  business,  some  CEOs  argue.  "You  can't 
have  a  company  that  makes  creative  decisions  if  the  CEO  hasn't  signed  on,"  said  Anthea 
Disney,  chairman  and  CEO  of  News  America  Publishing  Group.  "That  means  you  give 
employees  an  opportunity  to  fail.  You  have  to  make  sure  that  they  know  they  can  fail." 


I 


Results  of  anonymous  polling  c 
delegates  at  The  Eleventh  Annu. 
Business  Week  Suivimit  of  Chief 
Executive  Officers.  Each  CEO  h; 
access  to  a  keypad  and  was  ab 
answer  each  of  the  seven  questii 
asked  during  the  Summit. 

Does  the  New  Economy  exist? 

No  matter  what  name  you  put  on  it,  it's  c 
something  in  the  economy  has  changed, 
world  is  moving  into  a  New  Economy  tha 
permits  higher  growth  without  inflation  at 
government  policy-making  should  follow 

Agree 

Do  not  agree  ; 
Do  not  know 
Total  polled 


Should  Congress  boost  funding 
for  the  IMF? 

Congress  should  approve  the 
full  $18  billion  that  Treasury 
Secretary  Robert  Rubin 
requested  this  summer 

The  IMF  is  poorly  managed 
and  requires  new  tactics  before 
any  more  support  be  provided 

$18  billion  is  simply  too  much 

The  IMF  has  seen  its  day  and 
should  be  abandoned  altogether 

Total  polled 


Investing  in  Asia 

A  surprising  number  of  CEOs  continue  t 
growth  in  the  Asian  markets,  and  many 
taking  advantage  of  recent  market  dowi 


The  time  is  right  to  expand 
in  Asia 

Current  trends  act  against 
further  expansion  in  the  region 

Total  polled 


Asia  Strategy 

Part  of  our  current  strategy 
is  to  increase  the  revenues 
flowing  from  Asia 

It's  too  much  to  expect  their 
Asian  Business  units  to  increase 
revenues  considerably 

Total  polled 


In-hall  polling  provided  by  Meridia, 
Plymouth  Meeting,  PA 
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FINANCE 

INSURANCE 


N 


3UTPUT 

BILLIONS  OF 
'98  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  '98  DOLLARS 
PER  EMPLOYEE 


2.40 


157.24 


■98  AND  99  ARE  ESTIMATES 


160.81 


DATA;  DRI/McGRAW-HILL 


►  Life-insurance  firms  are 
poised  to  do  well  in  1999  as 
the  demand  for  retirement 
products  grows 

►  Consolidation  of  life- 
insurance  companies  will 
continue,  improving  their 
competitive  positions 


NEGATIVES 


►  Property  and  casualty 
companies  face  continuing 
pricing  pressures  and 
overcapitalization 

►  Demand  for  property 
and  casualty  insurance 
products  remains 
stagnant 


ame  an  industry  that's  flush  with  capital  but  has  almost  noth- 
ing else  going  for  it.  The  answer?  Insurance.  "I  wish  I  could 
say  the  business  is  exploding,"  laments  insurance  analyst 


Berg  of  CIBC  Oppenheimer  Corp.  in  New  York. 
!ertain  areas  are  doing  very  well,  the  rest  of  it  is 

h  the  property-casualty  and  the  life-insm-ance  sides  of 
less,  top-line  gi'owth  as  measiu-ed  by  premiums  writ- 
taken  only  baby  steps  over  the  last  few  years,  in- 
3%  to  4%  a  year.  And  there's  no  evidence  suggesting 
3  will  be  any  different.  Part  of  the  problem  is  that 
las  been  flat  while  demand  is  stagnant, 
seems  to  be  no  relief  in  sight.  The  dismal  trends  in 
likely  continue  in  1999,  predicts  Weston  M.  Hicks,  a 
jsearch  analyst  at  Sanford  C.  Bernstein  &  Co.  in 
•k.  For  the  fii'st  nine  months  in  1998,  investment  in- 
)wth  for  the  gi"oup  was  zero,  premium  growth  was 
!  earnings  were  down  15%.  "This 
that  without  a  lot  of  pi-emium 
ment  income  gi-owth,"  there  will 
mous  pressure  on  companies  in 
stry  to  either  consolidate  or  re- 
'  in  some  way,"  Hicks  says, 
lerwi-iting  losses  start  to  build, 
ndustiy  exhausts  its  reserves,  a 
eckoning  is  near.  "Companies 
Aed  a  critical  point,"  says  Alan 
;rmann  of  Morgan  Stanley  Dean 
i  they  don't  take  action  to  raise 
some  sectors  they  will  see  fur- 
riorating  results." 
!GINS.  There  have  been  some 
3ts  due  to  the  strong  stock  mai'- 
3  of  variable-annuity  products, 
pie,  jumped  as  much  as  30%. 
ysts  don't  expect  the  gains  to 
Even  if  they  did,  vanable-an- 
ducts  represent  only  5%-  of  the 
5  total  earnings,  because  they 
1  thin  margins. 

ualization  is  the  biggest  new 
he  industry.  That's  when  mutual 
3  that  have  been  owned  by  pol- 
=>,  such  as  Metropolitan  Life  In- 
Cc,  become  owned  by  stock- 
Since  mutual  companies  write 


40%  of  the  industry's  pi-emiums  and  tend  not  to  be  as  bottom- 
hne-oriented  as  stock  companies,  demutualization  will  even- 
tually be  a  big  positive  for  the  industry,  according  to  analysts. 
But  with  all  the  red  tape,  it  usually  takes  years. 

Despite  deflationary  times,  too  much  competition,  too  much 
capital,  and  gr-owth  only  in  low-margin  businesses,  some  com- 
panies ar-e  still  poised  to  do  well.  Ber-nstein's  Hicks  is  liigh  on 
businesses  that  sell  policies  by  phone  or  mail  directly  to  the 
customer,  on  the  theory  that  they  have  lower  expense  ratios 
and  thus  higher  mar-gins.  These  include  Geico,  Progressive, 
Mercury  Gener-al,  aig,  and  the  Hartford  Group.  But  on  the 
whole,  don't  expect  insur-ance  companies  to  move  from 
dullsville  to  Pleasantville  in  1999. 

By  Debra  Sparks  in  New  York 


ANOTHER  NAIL  IN  THE  COFFIN' 


As  if  the  outlook  for  1999  weren't 
lousy  enough  for  the  insurance 
industry,  there's  another  potential 
disaster  looming:  paying  out  on  poli 
cies  that  reimburse  companies  for 
the  infamous  Year  2000  computer 
problem.  "My  view  is  the  '/ear  2000 
issue  will  be  another  nail  in 
the  coffin  in  the  property- 
and-casualty  industry,"  says 
analyst  Weston  M.  Hicks  of 
Sanford  C.  Bernstein  in  New  York. 

Property  coverage  often  includes 
business  interruptions.  Thus,  if  a 
business  shuts  down  for  five  days 
because  its  computers  malfunction, 
companies  can  lose  millions  of  dol- 
lars. Hov;  much  exposure  does  the 
insurance  industry  have  to  Y2K  prob- 
lems? "Numbers  range  from  billions 


FOCUS 


to  a  trillion  dollars,"  says  Edward  E. 
Yardeni,  chief  economist  at  Deutsche 
Bank-Securities  Inc.  "A  lot  of  people 
are  just  waking  up  to  this  problem." 

On  a  positive  note,  Hicks  thinks 
that  the  Y2K  price  tag  won't  be  as 
high  as  such  former  troublemakers 
as  asbestos  and  environ- 
mental issues.  Combined, 


Y2K 


these  totaled  more  than  $70 
billion  in  losses  for  the 
insurance  industry.  And  if  the  Y2K 
problem  does  force  high  payouts,  it 
won't  be  long  before  the  industry 
has  to  raise  prices,  which  could  help 
end  the  cutthroat  pricing.  "However, 
getting  from  this  side  of  the  river  to 
the  other  in  terms  of  increased  pric- 
ing could  be  quite  a  long  and  diffi- 
cult trek,"  warns  Hicks. 
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FINANCE 


BANKING 


N 


OUTPUT 

BILLIONS  OF 
'98  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  '98  DOLLARS 
PER  EMPLOYEE 


394.14 


212.70 


190.89 


'98  AND  '99  ARE  ESTIMATES 


DATA  DRi/McGRAW-HILL 


POSITIVES 


►  TJie  strong  economy  is 
boosting  volumes,  limiting 
credit  losses 

►  Lower  interest  rates 
should  revive  capital- 
market  activities  and  help 
consum  ers  pay  th  eir  huge 
consumer  debts 


N  E  G  AT  I  V 


►  Further  emergini\ 
market  and  tradinil 
are  likely  and  lowe 
could  squeeze  profit 

►  Year  2000  compui 
problems  could  cut] 
profits  and  lessen  b\ 
of  industry  mergeri 


t  once  was  a  given:  Lower  interest  rates  were  good  for  ba] 
When  rates  fall,  the  thinking  went,  profits  grow — since  bj 
pay  less  for  deposits  yet  still  collect  interest  from  exisl 


loans  and  investments.  But  in  today's  noninflationary  envi- 
ronment, the  conventional  wisdom  has  been  turned  on  its 
head.  In  1999,  look  for  falling  rates  to  be  bad  for  banks. 

That's  because  banks  are  paying  so  little  for  deposits  that 
it's  hai"d  to  believe  they  can  cut  rates  much  fiuther.  CiuTently, 
according  to  Bank  Rate  Moiitor,  a  standard  money-market 
account  pays  about  2.3%,  while  an  interest-bearing  checking 
account  yields  around  1.3%.  With  the  Federal  Resei-ve  low- 
eiing  rates,  analysts  suspect  that  banks  will  see  then-  mai'gins 
squeezed  as  deposit  rates  stay  put  and  returns  on  loans  and 
bonds  fall.  And  although  fees  make  up  an  increasing  portion 
of  bank  income,  most  profits  still  come  from  interest.  "Con- 
trary to  popular  belief,  lower  and  lower  shoit-term  interest 
rates  are  not  good  for  deposit-funded  banks,"  says  David  S. 
Berry,  research  director  at  Keefe, 
Bruyette  &  Woods  Inc.  "It's  hard  to  low- 
er deposit  rates  in  concert  with  the  de- 
cline in  market  rates." 
BUG-PROOFING.  The  resulting  pressure 
on  profits  will  be  just  one  more  difficulty 
in  what  is  likely  to  be  a  challenging  year 
for  banks.  The  Fed,  after  all,  cut  rates 
because  market  turmoil  was  harming 
many  of  the  businesses  that  banks  have 
embraced  to  reduce  their  reliance  on  in- 
terest income:  fee-generating  activities 
such  as  undei-writing  and  trading.  And  if 
the  outlook  for  those  businesses  isn't 
enough  of  a  worry,  banks  will  also  face  a 
special  task:  the  expensive  job  of  prepar- 
ing their  computers  for  the  Year  2000. 

To  be  sure,  there  are  reasons  to  be 
cheerful  about  banking.  For  a  start,  the 
domestic  economy  is  robust.  Moreover, 
lending  standards  seem  to  be  tightening 
following  the  blowup  in  the  capital  mar- 
kets. Asset  quality  also  remains  good — as 
long  as  you  overlook  credit-card  charge- 
off  rates  rivaling  those  of  the  last  reces- 
sion. And  lower  interest  rates  should 
help  customers  pay  back  debts  and  re- 
vive capital  markets. 

But  uncertainties  abound.  -J.  P.  Mor- 


gan &  Co.'s  announcement  that  its  fourth-quarter  el 
would  fail  to  meet  expectations  raises  the  specter  of  ml 
news  fi'om  trading  desks.  "We  aren't  convinced  that! 
problems  have  been  fully  recognized  when  it  comes  tol 
cent  turmoil  in  the  emerging  markets,"  says  Mic| 
Mayo,  bank  analyst  at  Credit  Suisse  First  Boston. 

And  preparations  for  2000  could  get  hahy.  AJreadil 
ai-e  finding  that  they  underestimated  testing  costs.  StI 
detennined  ai'e  the  cost  of  logistics — fi-om  mnning  helj 
to  finding  enough  tiTicks  to  keep  atms  stocked  with  ] 
the  big  day,  says  Raymond  F.  Strecker,  vice-presi| 
American  Management  Systems  Inc.  of  Fairfax, 
ready  for  an  extraordinaiy  year. 

By  Gary  Silverman  in  N\ 


PICK  A  PARTNER.  ANY  PARTNER 


An  ongoing  profit 
squeeze  leads  to  the 
inevitable  conclusion: 
Banks  must  cut  costs. 
And  the  textbook  way  of 
doing  that  is  through 
mergers,  like  the  Citi- 
corp-Travelers team-up, 
engineered  by  co-ceos 
Sanford  I.  Weill  and  John  S.  Reed. 

This  year,  analysts  have  their  likely 
merger  scenarios.  Charles 
Peabody,  an  analyst  at 
Mitchell  Securities,  for  exam 
pie,  looks  for  Midwestern 
merger  action.  But  timing 
gets  tricky.  Banks  tend  to  announce 
mergers  in  the  spring.  Because  merg 
ers  take  months  to  close,  bankers 


CITI'S  WEILL  AND  REED 


FOCUS 


MERGER 
MANIA 


completed  around  Jal 
2000,  for  fear  of  ml 
troubles.  "We  think  J 
solidation  slows  sigil 
cantly  in  1999  becaJ 
the  year  2000  issue,| 
says  Michael  Mayo, 
analyst  at  Credit  Su| 
First  Boston. 
On  the  other  hand,  regulators  il 
prod  some  banks  to  merge  precisj 
because  they  aren't  readi 
2000.  And  one  given  in  tl 
merger  outlook  is  a  warrrj 
come  from  regulators.  "Tl 
regulatory  climate  contir 
to  be  very  favorable,"  says  Warrej 
Heller  of  bank-rating  firm  Veribarl 
That  could  be  a  recipe  for  fewer  ifl 


might  not  want  to  do  deals  that  will  be    by  the  Year  2000. 
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SUCCESS  IS  A  DIRECT  RESULT  OF  AMBITION, 
CONNECTIONS,  OR  A  REALLY  GOOD  TO-DO  LIST. 


0  I/O  us'' 


lize,  categorize,  and  prioritize  everything  you  need  to  do.  Conquer  a  goal  with  each 
you  check.  And  that's  |ust  the  to-do  list.  With  the  Palm  III'"  connected  organizer,  you 
store  thousands  of  contacts  and  years  of  schedules.  Even  exchange  that  information 
k  and  forth  with  your  PC  and  our  HotSync"  technology.  So  when  everything 
need  is  right  at  your  fingertips,  who  needs  a  corner  office''  Palm  Computing' 
nected  organizers  start  as  low  as  $249'  To  learn  more,  visit  www  palm  com. 


'  iifliT^es  rnay  be  tr^demcss  c  regisfsfec:  trcfdemaiss  of  their  lespective  owners 


More  connected. 


American  Express 
Invitational 


AMERIQ»N 
EXPRESS 


presented  by 


BusinessWeek 


February  8 -14, 1999 
Tournament  Players  Club 
At  Prestancia 
Sarasota,  Florida 

See  SENIOR  PGA  TOUR  pros  &  baseball 
legends  like  Arnold  Palmer,  Hale  Ii-win, 
Lee  Trevino,  Gil  Morgan,  Yogi  Berra,  Jim  I 
George  Brett,  and  Al  Kaline  tee  it  up 
for  a  week  of  exciting  golf  and  special 
events  at  the  American  Express  Invitatic 

For  Tickets  &  Information  Call 

888-TIHSPGA 
or  (888-849-77421 


i! 


m 


IE>tBRESS 


Financial 
Advisors 


C/IF  Deloitte 
v^s^AvoN  Consulting 


PRIORITY 
^MAIL 

41  TED  STATES  POSTAL  SERVICE  r« 


siness  Week  Index 


[JCTION  INDEX 


e  from  last  week:  0. 1'"'-^ 
e  from  last  year:  5.4% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

 Dec.  19=142.6  

1992=100 


Apr.  Aug  Dec. 

1998  1998  1998 

X  IS  a  4-week  moving  average 

cfion  index  edged  up  slightly  in  the  week  ended  Dec.  19.  Before 
I  of  the  four-week  moving  average,  the  index  increased  to  142.9, 
ised  142-2  in  the  week  ended  Dec.  12  and  142.1  in  the  week  of 

the  latest  week,  all  the  seasonally  adjusted  components  of  the 
ed  gams  except  for  rail-freight  traffic.  The  production  index  has  been 

the  last  two  years  to  reflect  revisions  to  Federal  Reserve  data. 

index  copyngfil  1998  by  The  McGraw-Hill  Companies 


G  INDICATORS 


IICES  (12/24)  S&P  500 

LATEST  WEEK 
WEEK  AGO 

1225.27  1188.03 

YEARLY 
%  CHG 

30.9 

TE  BOND  YIELD.  Aaa  (12/24) 

5.37%  6.18% 

-4.8 

IPPLY,  M2  (12/14)  billions  3 

54,405.4  $4,394.4r 

9.1 

LAIMS.  UNEMPLOYMENT  (12/18)  thous 

287  300r 

-5.9 

E  APPLICATIONS.  PURCHASE  (12/25) 

NA  268.5 

NA 

E  APPLICATIONS.  REFINANCE  (12/25) 

NA  1,569.0 

NA 

■tflndard  &  Poor's.  Moody's.  Federal  Reserve.  Labor  Dept.,  Mortgage 
,n.  (Index:  March  16,  1990=100) 


ST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

■UNDS  (12/28) 

4.88% 

4.63% 

5.07% 

lAL  PAPER  (12/28)  3-month 

5.03 

5.00 

5.55 

iTES  OF  DEPOSIT  (12/29)  3-month 

5.20 

5.19 

5.72 

ITGAGE  (12/25)  30-year 

6.91 

6.92 

7.23 

LE  MORTGAGE  (12/25)  one-year 

5.73 

5  80 

5.74 

'25) 

7.75 

7.75 

8.50 

(!  ederal  Reserve.  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (12/26)  thous.  of  net  tons 

LATEST 
WEEK 

NA 

WEEK 
AGO 

1,924# 

YEARLY 
%  CHG 

NA 

AUTOS  (12/26)  units 

70,442 

129,546r# 

75.1 

TRUCKS  (12/25)  units 

87,361 

155,168r# 

51.5 

ELECTRIC  POWER  (12/26)  millions  of  kilowatt-hrs.  NA 

55,135# 

NA 

CRUDE-OIL  REFINING  (12/26)  thous.  of  bbl./day  NA 

14,639# 

NA 

COAL  (12/19)  thous.  of  net  tons 

NA 

23,175 

NA 

LUMBER  (12/19)  millions  of  ft. 

489. 4# 

473-0 

4.2 

RAIL  FREIGHT  (12/19)  bilhons  of  ton-miles- 

28.0# 

28.4 

2.2 

Sources:  American  Iron  &  Steel  Institute.  Ward's 
Institute.  American  Petroleum  Institute,  Energy  Dept 
American  Railroads 

Automotive  Reports.  Edison  Electric 
,  WWPAi,  SFPA2.  Association  of 

PRICES 

GOLD  (12/29)  $/troy  oz. 

LATEST 
WEEK 

286.950 

WEEK 
AGO 

285.800 

YEARLY 
%  CHG 

-1.1 

STEEL  SCRAP  (12/28)  #1  heavy.  $/ton 

85.50 

85.50 

-40.4 

COPPER  (12/25)  e/lb. 

68.6 

69.2 

-16.1 

ALUMINUM  (12/25)  e/ib. 

59.5 

59.5 

-19.6 

COTTON  (12/25)  strict  low  middling  1-1/16  in., 

e/lb.  59.67 

61.85 

-7.3 

OIL  (12/28)  $/bbl. 

11.25 

10.75 

-35.3 

ORB  FOODSTUFFS  (12/28)  1957=100 

194.40 

188.17 

-15.0 

CRB  RAW  INDUSTRIALS  (12/28)  1967=100 

263.49 

266.96 

-14.1 

Sources:  London  Wednesday  final  setting,  Chicago 
market,  NYMEX.  Commodity  Research  Bureau 

market.  MetaL 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (12/29) 

LATEST 
WEEK 

115.47 

WEEK  YEAR 
AGO  AGO 

115.98  130.57 

GERMAN  MARK  (12/29) 

1.67 

1.67 

1.80 

BRITISH  POUND  (12/29) 

1.68 

1.58 

1.65 

FRENCH  FRANC  (12/29) 

5.61 

5.61 

6.01 

ITALIAN  LIRA  (12/29) 

1654.3 

1558.3  1758.0 

CANADIAN  DOLLAR  (12/29) 

1.55 

1.55 

1.49 

MEXICAN  PESO  (12/29) 

9  870 

9.815 

8.070 

TRADE-WEIGHTED  DOLLAR  INDEX  (12/29) 

105.3 

106.6 

110.0 

Sources:  Maior  New  York  banks  Currencies  expressed  in  units  per  U.S  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J  P  Morgan 


n  the  production  indicators  are  seasonally  adiusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


WEEK  AHEAD 


VEY 

m.  4,  10  a.m. EST  >■  The  National 
of  Purchasing  Management's 
ndex  probably  increased  to 
)ecennber,  from  46.8%  in 
says  the  median  forecast  of 
surveyed  by  Standard  &  Poor's 
of  The  McGraw-Hill  Companies. 
•  expected  increase,  a  reading 
suggests  that  the  industrial  sec- 
:ontracting.  Falling  foreign 
hitting  U.  S.  manufacturers. 


ITION  SPENDING 

in.  5,  10  a.m. EST  ►  Building  out- 
ly  increased  0.4%  in  November, 
0.3%  in  both  September  and 


October.  The  unseasonably  warm  weather 
helped  to  boost  activity. 

NEW  SINGLE-FAMILY  HOME  SALES 

Wednesday,  Jan.  6,  10  a.m. est  >■  New 
homes  probably  sold  at  an  annual  rate  of 
858,000  in  November,  says  the  s&p  mms 
survey.  That  is  suggested  by  a  survey  of 
homebuilders.  In  October,  sales  rose 
0.8%— to  851,000  on  an  annual  basis. 

FACTORY  INVENTORIES 

Thursday,  Jan.  7,  10  a.m.EST^  Manufactur- 
ers likely  trimmed  their  inventories  by  0.2% 
in  November,  after  a  large  0.6%  gain  in 
October.  Factory  orders  likely  rose  0.6%, 
following  a  1.6%  plunge  in  October. 


EMPLOYMENT 

Friday,  Jan.  8,  8:30  a.m.EST^  The  s&p  mms 
median  forecast  calls  for  a  200,000  gain  in 
nonfarm  jobs  in  December,  following  an 
unexpectedly  large  267,000  increase  in 
November.  Factory  payrolls,  however,  proba- 
bly shed  an  additional  25,000  last  month, 
on  top  of  47,000  lost  in  November.  That 
would  bring  the  total  of  factory  workers  laid 
off  in  1998  to  more  than  230,000.  The 
unemployment  rate  is  expected  to  have 
edged  up  to  4.5%,  from  4.4%  in  November. 

INSTALLMENT  CREDIT 

Friday.  Jan.  8,  3  p.m.EST>-  Consumer  debt 
likely  grew  by  $7  billion  in  November,  on 
top  of  a  huge  $9.7  billion  added  in  October. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoty  or  feature  with  a  significant 
reference  to  a  company.  IVIost  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC(DIS)  100 

Advanced  Micro  Devices  (AMD)  94 
Aetna  (AED  88.108 
AIG  147 

Airbus  Industne  114 
Alaron  Trading  106 
Alliance  Capital  Management  104 
AlliedSignal  (ALD)  67 
Amazon  com  (AMZN)  10. 70, 154 
Amencan  Airlines  (AMR)  6.134 
American  Home  Products 
(AHP)  104 

American  Honda  (HMC)  112 
Amencan  Management  Systems 
(AMSY)  148 

America  Online  (AOL)  49. 50. 58. 

65.  68.  75.  98.100 

Amentech  (AIT)  80. 98 
AMP  (AMP)  67 
Andersen  (Arthur)  96.118 
Anthem  Insurance  108 
Apache (APA)  118 
Apollo  Group  (APOD  84.132 
Apple  Computer  (AAPL)  50. 58. 63. 
94 

Applied  Materials  (AMAT)  94 
Artiel  International  38 
Astra-Zeneca  Group  104 
Asymetnx  132 

AT&T(T)  50.72.78.80.98.100 
@tHome(ATHM)  100 
ATI  Technologies  66 
Avon  Products  (AVP)  70 

B 


Banana  Republic  (GPS)  63 
BankAmenca  (BAC)  74 
BankBoston  (BKB)  42 
Bankers  Trust  8,80 
Barnes  &  Noble  (BKS)  10,70 
Baver  104 

Bay  Networ1<s  (rff)  75 
Bell  Atlantic  (BEL)  98 
BellSouth  (BLS)  88,98 
Berkeley  Networ1(s  57 
Bernstein  (Sanford  C )  147 
Best  Buy  (BBY)  46. 76 
Biogen(BGEN)  50 
Bloommgdales  (FD)  124 
BMW  70. 112 

Boeing  (BA)  41,57.70.114.124 
Boston  Scientific  (BSX)  50 
British  Aerospace  114 
British  Aiiways  (BAB)  134 
British  Telecommunications 
(BTI)  98 

braadcast  com  (BCST)  84 
Brooks  Sports  83 
BTAIex.  Brown  88 
Burlington  Northern  Santa  Fe 
(BNI)  128 

Burnham  Securibes  112 


Cabletron  Systems  (CS)  75 
Cadbuty  Schweppes  (CSG)  78 
Cap  Gemini  Amenca  96 
Capital  Group  100 
Carlson  64 
Carmel  Group  100 
Carousel  Capital  55 
Case(CSE)  42 
Casio  94 


Caterpillar  (CAT)  42 
CBS  (CBS)  57,74.100 
CBT  Group  (CBTSY)  132 
Cendant  (CD)  80 
Cephalon  (CEPH)  50 
Challenger  Gray  &  Christmas  42 
Chase  Manhattan  (CMB)  58. 74. 
108 

CIBC  Oppenheimer  118.147 
Circuit  City  Stores  (CC)  46 
Cisco  Systems  (CSCO)  42. 75 
Citigroup  (C)  8. 42. 72. 148 
CMGI(CMGI)  82 
CMS  Energy  (CMS)  50 
Coca-Cola  (KO)  42. 78 
Coldwell  Banker  136 
Coltec  Industries  (COT)  114 
Comcast  (CMCSK)  100 
Compaq  Computer  (CPQ)  74.100 
CompUSA  (CPU)  46 
Comsat  (CQ)  41 
ConAgra  (GAG)  126 
Conference  Board  35 
Conoco (COG)  44 
ConraiKCRR)  88.128 
Conseco (CNC)  10 
Continental  Airlines  (CAIA)  76 
Control  Data  66 
Core  Learning  Group  132 
Cowen  50 

Creative  Computers  (MALL)  57 
Credit  Suisse  First  Boston  49. 57. 
88, 94, 148 
CSX (CSX)  128 
Cummins  Engine  (CUM)  72 
Cyrix  94 


DaimlerChiysler  (OCX)  23.58.61, 
88.112.114.116 
Data  Broadcasting  (DBCC)  57 
Dataquest  42, 94. 96 
Dell  Computer  (DELL)  74 
Delphi  (GM)  112 
Delta  Air  Lines  (DAL)  134 
DU  Direct  (DU)  49 
Deutsche  Bank  8. 80 
DeVry  132 
DirecTV  (GMH)  100 


E&Y  Leventhal  Real  Estate  136 
EarthLink  Network  (ELNK)  46 
eBay  (EBAY)  82 
EchoStar  Communications 
(DISH)  100 
Edison  Proiect  132 
Electronic  Arts  (ERTS)  6 
Eh  Lilly  (LLY)  104 
emachines  46.94 
Encsson  (ERICY)  78,94 
Ernst  &  Young  96 
Etoys  154 
E'trade  (EGRP)  49 
Everex  94 
Excite  (XCIT)  75 
Exhibitor  Relations  100 
Exide(EX)  23 

Exxon  (XON)  44,88. 118, 142 


Fahnestock  44 

Federal  Express  (FDX)  128 


Federated  Department  Stores 
(FD)  124 

Financial  Service  Analytics  142 
Fidelity  Investments  49 
First  Call  41.42,94.112,118 
First  Capital  57 
Ford(F)  10,88,112,116 
Fore  Systems  (FORE)  57 
Forrester  Research  (FORR)  94. 

124. 154 
Fox  (NWS)  100 


Gap  (GPS)  63. 154 
Gartner  Group  (GART)  96 
Geico  147 

General  Dynamics  (CD)  114 
General  Electnc  (GE)  41.42,64. 
100 

General  Electric  PLC  114 
General  Moto5  (GM)  23, 42. 76, 
88. 112. 116 
GeoCities  (GCTY)  82 
Glaxo  Wellcome  (GLX)  104 
Go  94 

Goldman  Sachs  49, 142 
Goodrich  (B  F)  (NOC)  114 
Grace  (W.R  )  (GRA)  45 
GTE  (GTE)  98 


Halliburton  (HAL)  44 
Hambrecht  &  Quist  (HQ)  49 
Handspnng  94 
Hartford  Group  147 
Hasbro (HAS)  82 
Heinz  (HJ.)  (HNZ)  45 
Hellx/Medlantic  Healthcare 
Group  108 
Hewitt  Associates  50 
Hewlett-Packrad  (HWP)  68 
Hezel  &  Associates  132 
Hoechst  104 
Honda  (HMC)  112 
HSBC  Securities  104 
Humana  (HUM)  108 
Hyundai  75 

I 


l/B/E/S  44 

IBM  (IBM)  26,94.96,98 

Imation(IMN)  46 
Immunex  (IMNX)  104 
IMS  Health  (RX)  104 
ING  Baring  Furman  Selz  128 
Intel  (INTO  42,  58.  64.  94 
Inteiect  ASW  94 
Intertifledia  Partners  80 
International  Data  94. 132 
ITT  Educational  Services  132 


Jupiter  Communications  10 
K 


Kaiser  Permanente  108 
Keamey(AT)  104 
Keefe  Bruyette  &  Woods  14 
Kellogg  (K)  88. 126 
Kia  Motors  75 
KLW  134 
Kmart  (KM)  18 
Knowledge  Universe  132 
KPMG  Peat  Warwick  118 


Land  Lease  Real  Estate 

Investments  136 
Learning  Co.  (TLC)  75 
Lehman  Brothers  (LEH)  42. 104 
Lexmaii<  International  (LXK)  46 
Lincoln  National  (LNC)  38 
Litton  Industries  (LIT)  114 
Lockheed  Martin  (Livm  41.114 
Long-Term  Capital 

Management  6.8.74,142 
Los  Angeles  Dodgers  8 
Lucent  Technologies  (LU)  72 
Lufthansa  6 
Lycos  (LCDS)  82 

M 


Macy's(FD)  124,154 
Mattel  (MAT)  75 
Maytag  (MYG)  76 
McCann-Erickson  100 
McDonald  Investments  116 
McDonalds  (MCD)  126 
McGraw-Hill  (MHP)  136 
MCI  WortdCom  (WCOM)  80. 88, 98. 
132 

MediaOne  Group  (UMG)  100 
MedPartners  (MDM)  108 
Mercer  Management 

Consulting  98 
Merck  (MRK)  104 
Mercury  General  (MCY)  147 
Memll  Lynch  (MER)  41,49.94. 

112. 124. 128, 142 

Metropolitan  Life  Insurance  147 
MFS  Investment  Management  42 
Micron  Electronics  (MUEI)  45 
Microsoft  (MSFT)  8,  26, 58. 62,  65. 

68,  72.  75,  78.94,100,132 
Miller  Brewing  (MO)  50 
Mitchell  Securities  148 
Mobil  (MBB)  44,88, 118, 142 
Mobile  Insights  94 
Monsanto  (MTC)  75,104 
Morgan  (J  P)  UPM)  49, 78. 148 
Morgan  Stanley  Dean  Witter 

(MWD)  42.49.88.108,142,147 
Motorola  (MOT)  72,78,94 
Murphy  Farms  106 

N 


National  Grd  Group  138 
National  Medical  Care  (GRA)  45 
National  Semiconductor  (NSM)  94 
NationsBanc  Montgomery 
Securities  (NB)  46, 100, 132 
NationsBank  (NB)  74 
NBC{GE)  100 
Netscape  Communications 

(NSCP)  26,58.65,68.83 
New  England  Electnc  System 

(NES)  138 
Nextrend  112 
Nike(NKE)  42.83 
Nokia  78.94 
Nomura  Securities  76 
Nordsirom  (NOBE)  154 
Norfolk  Southern  (NSC)  88, 128 
Nortel  (NT)  75 
Northern  Telecom  (ND  72 
Northrop  Grumman  (NOC)  41.114 
Northwest  Airlines  (NWAG)  6, 76. 

134 

Novellus  Systems  (NVLS)  94 


Old  Navy  (GPS)  63 
Oracle  (ORCL)  50.132 
OrbiMed  Advisors  104 


PacifiCare  Health  Systems 

(PHYSA)  108 
PacifiCorp  (PCIP)  138 
Pacific  Telesis  (SBC)  80 
Packard  Bell  NEC  46. 94 
PaineWebber  (PWJ)  42 
Parher-Hannifin  (PH)  42 
PC  Data  46 
Pearson  72 
PeopleSoft  (PSFT)  96 
PepsiCo  (PEP)  76 
Pfizer  (PFE)  58.104 
Pharmacia  &  Upiohn  (PNU)  104 
Phillips  Petroleum  (P)  118 
Phycor(PHYC)  108 
Pier  llmports  (PIR)  124 
Piper  Jaffray  126 
Pixar(PIXR)  58.63 
Pixel  Multimedia  6 
Polygram  (VO)  8. 80 
Power  U.D.)  42. 112 
Premium  Standard  Farms  106 
PncewaterhouseCoopers  98 
PnmeCo  Personal 

Communications  72 
PrimeStar  100 
Progressive  (PGR)  147 
Prudential  HealthCare  88 
Pmdential  Insurance  108 
Prudential  Secunties  126 
Psion  94 

Public  Utility  Holding  138 
Purvm&Gertz  il8 


Qualcomm  (QCOM)  94 
Quarterdeck  Investment 

Partners  114 
Qwest  Communications 

(QWST)  98 


RCN(RCNC)  50 
RECAP  10 
Rhdne-Poulenc  104 
Rifkin  &  Associates  132 
RJR  Nabisco  (RN)  126 
Rolls-Royce  70 
Royal  Dutch/Shell  (RD)  44. 45 
Royal  Philips  Electronics  (PHG)  66, 
94 

S 


Salomon  Smith  Barney  (C)  100. 
104 

S&TOnSite  ID 
SAP  96 

SBC  Communications  (SBC)  72, 
80,  98 

Schering-Plough  (SGP)  104 
Schroder  112 

Schwab  (Charles)  (SCH)  49,61. 
142 

Scottish  Power  138 
Seagram  (VO)  80. 100 
Sears  (S)  18,76 
Securities  Data  142 
Select  Comfort  49 
SG  Cowen  104 
Simon  &  Schuster  72 
SmithKline  Beecham  (SBH)  104 


Sony(SNE)  62 
Southern  New  Englant 
(SBC)  80 
Southwest  Airlines  (LU 
Spacehab  (SPAB)  57 
Spnnt(FON)  98 
Standard  &  Poor's  (Mt 
Steel  Dynamics  (STLD 
Sun  Microsystems  (SL 

65.  68,  83 

SunTmst  Banks  (STl) 
Sylvan  Learning  Syste 

(SLVN)  132 
Tandy  (TAN)  46,94 
Technomic  126 
Tele-Communications 

(TCOMA)  80,98.101 
Texaco  (TX)  10,42.^ 
Texas  Instruments  (D 
3Com  (COMS)  26, 75 
Tiffany  aiF)  124 
Time  Warner  (TWX)  1 
Today's  Man  124 
Toyota  (TOYOY)  70, 1 
Trend  Micro  83 
Tnbune(Tl^B)  132 
Tropicana  (PEP)  78 
TRW  (TRW)  114 
Tussauds  Group  72 
20th  Centuiy  Fox  (NW 
Tyco  International  (D 

U 


UAL  (UAL)  42 
uBid(UBID)  57 
Unicom  (UCM)  138 
Union  Pacific  (UNP) 
United  Airiines  (UAL)| 
United  Healthcare  (l| 
United  Parcel  Servici 
Universal  Health  Sei 
Universal  Studios  (Vi 
University  of  Phoeni 
US  Airways  (U)  58 
USA  Networt(s  (USAC 
USWest(USW)  98 
USX(X)  88.116 


Venator  Group  (Z) 
Venbanc  148 
Veronis  Suhler  100 1 
Virgin  Atlantic  50 
Volkswagen  70, 112| 
Volvo  112 
VTECH  Holdings  78| 
Vulcan  Ventures  13| 

W 


Wal-Mart  Stores  (Wl| 
88, 124 

Walt  Disney  (DIS) 
Warner  Bras.  (TWX)| 
Warner-Lambert  ( 
Weirton  Steel  (WIS)  | 
Wellpoint  Health  I 

(WLP)  108 
Wilkofsky  Gruen  1(1 
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ZD  Market  Intelligel 
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vestment  Figures  of  the  Week 


%  change 


soo 

June   Oec.  Dec.  23-29 


p.  1241.81 

1235 


change       1 -week  change 
'/c  +3,2% 

.NTARY 

:ontinued  their  relentless 
push,  sparked  by  Internet 
and  the  prospects  that 
re  deal  between  the  Re- 
is  and  the  White  House 
to  be  worked  out.  The 
les  industrial  average 
thin  a  hair  of  its  Nov.  23 
9374,  while  both  the 
1  &  Poor's  500-stock  in- 
the  NASDAQ  Composite 
lew  records.  The  tech- 
\SOAQ  has  vaulted  39% 
r,  more  than  twice  the 
rease.  Small  stocks  are 
story;  The  S&P  small- 
ex,  although  up  43% 
October  low,  is  still 
i%  tor  the  year. 


ST  RATES 


I  URY  BOND  INDEX 

ne    Oec.   Dec.  23-29 


I 


J  1740 
^1719.52 


t  lange       1  -week  change 
i  +0.3% 

3  nberg  Financial  Markets 

^      ^  U  3.  Diversitied  m  All  Equity 

'  eturn        52-week  total  return 


Latest 

Week 

Year 

Dow  Jones  Industrials 

9321.0 

3.1 

19.6 

NASDAQ  Combined  Composite 

2181.8 

2.9 

41.9 

S&P  MidCap  400 

373.4 

3.9 

14.9 

S&P  SmallCap  600 

171.5 

2.7 

-3.0 

S&P  SuperComposite  1500 

261.0 

3.2 

27.4 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

475.6 

3.1 

64.5 

S&P  Financials 

132.1 

1.8 

13.5 

S&P  Utilities 

259.6 

0.2 

10.9 

PSE  Technology 

445.6 

2.2 

57.6 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5941.5 

1.7 

16.2 

Frankfurt  (DAX) 

5031.9 

4.3 

19.9 

Tokyo  (NIKKEI  225) 

13,846.9 

0.5 

-6.3 

Hong  Kong  (Hang  Seng) 

10,226.0 

-0.9 

-2.6 

Toronto  (TSE  300) 

6472.2 

1.5 

-2.7 

Mexico  City  (IPC) 

3916.8 

0.5 

-23.5 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield  1.28% 
S&P  500  P/E  Ratio  (Last  1 2  mos.)     3 1 .9 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  24.0 

1.28% 

31.3 

23.5 

1.61% 

23.6 

18.6 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Transportation  Services 
Long-Dist.  Telecomms. 
Healtii-Care  Services 
Communications  Equip. 
Homebuilding 


30.1  Communications  Equip.  118.0 

21.0  Specialty  Appar.  Retailers  1 13.3 

20.6  Genl.  Merchandise  Chains  90.6 
18.8  Drug  Chains  88.8 

16.7  Computer  Systems  85.2 


WORST-PERFORMING  Last 
GROUPS  month  % 


Last  12 
months  % 


Toys  -24.6 
Metals  -15.3 
Gold  Mining  -14.1 
Aerospace  &  Defense  -13.6 
Metal  &  Glass  Containers  -11.7 


Oil  &  Gas  Drilling 
Oil-Weil  Equip.  &  Svcs. 
Oil  Exploration  &  Prod. 
Metals 
Leisure  Time 


-56.9 
-37.6 
-31.0 
-28.7 
-26.3 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 


-2.98%  -3.00%  -1.76% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  1102.8    1099.8  Positive 

Stocks  above  200-day  average  37.0%    35.0%  Positive 

Options:  Put/call  ratio  0.44       0.49  Negative 

Insiders:  Vickers  Sell/buy  ratio  1.14       1.14  Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Merck 

148 

-7V8 

Exxon 

74  V2 

-V2 

Berkshire  Hathaway-A 

67,600 

-300 

Motorola 

60  V4 

-l=/8 

J.P.  Morgan 

104 '^16 

-2Vl6 

Coca-Cola 

68'/8 

-1  3/16 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Cisco  Systems 

94^16 

18 '3/16 

Microsoft 

142% 

20% 

MCI  WorldCom 

71 '^16 

12 '^16 

Dell  Computer 

74^'4 

13 '5/16 

Sun  Microsystems 

85 

10'Vl6 

CMGI 

131  V2 

54 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.75 

4.75 

5.25 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.57 

4.52 

5.38 

assuming  a  31%  lederal  tax  rate. 

lO-yr.  bond 

30-yr.  bond 

B-MONTH  BANK  CDS 

4.38 

4.38 

5.21 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.61 

4.55 

5.52 

GENERAL  OBLIGATIONS 

4.15% 

4.15% 

4.87% 

4.87% 

10-YEAR  TREASURY  NOTES 

4.68 

4.70 

5.76 

PERCENT  OF  TREASURIES 

88.65 

88.31 

95.38 

94.77 

30-YEAR  TREASURY  BONDS 

5.10 

5.14 

5.92 

TAXABLE  EQUIVALENT 

6.01 

6.01 

7.06 

7.06 

LONG-TERM  AA  INDUSTRIALS 

6.11 

6.15 

6.55 

INSURED  REVENUE  BONDS 

4.30 

4.30 

5.13 

5.13 

LONG-TERM  BBB  INDUSTRIALS  6.94 

6.99 

6.88 

PERCENT  OF  TREASURIES 

91.85 

91.50 

100.47 

99.83 

LONG-TERM  AA  TELEPHONES 

6.46 

6.49 

6.89 

TAXABLE  EQUIVALENT 

6.23 

6.23 

7.43 

7.43 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


% 


Laggards 

Four-week  total  return 


% 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


ngstar,  Inc. 


Millennium  Growth  35.5 

ProFunds  UltraOTC  Service  34.6 

Matthews  Korea  A  32.0 

Amerindo  Technology  D  30.7 

WWW  Internet  30.1 

Leaders 

52-week  total  return  % 

ProFunds  UltraOTC  Investor  202.2 

Amerindo  Technology  D  113.9 

Fidelity  Select  Computers  1 07.2 

Dreyfus  Technology  Growth  1 06.3 

Rydex  OTC  Investor  93.8 


ProFunds  Ultrashort  OTC  Inv.  -28.9 

American  Heritage  -25.0 

Montgomery  Latin  America  R  -18.4 

FPA  Paramount  -15.7 

Potomac  OTC/Short  -15.6 

Laggards 

52-week  total  return  % 

Lexington  Troika  Russia  -82.2 

American  Heritage  -63.7 

Potomac  OTC/Short  -55.5 

State  St.  Res.  Glob.  Res.  C  -49.6 

Montgomery  Latin  America  R  ^9.5 


Technology 
Communications 
Large-cap  Growth 
Mid-cap  Growth 
Small-cap  Growth 

Leaders 

52-week  total  return 


15.5  Latin  America  -9.0 

13.2  Precious  Metals  -5.6 

9.3  Natural  Resources  -4.1 

8.8  Real  Estate  -3.0 

6.0  Diversified  Emerging  Mkts.  -1.6 

Laggards 

52-week  total  return  % 


% 


Technology  53.3  Latin  America  -35.8 

Communications  47.1  Diversified  Emerging  Mkts.  -25.2 

Large-cap  Growth  40.0  Natural  Resources  -23.5 

Large-cap  Blend  25.6  Real  Estate  -16.3 

Health  21.7  Precious  Metals  -15.1 


■iiarket  close  Tuesday,  Dec.  29,  1998,  unless  ottierwise  indicated.  Industry  groups  sis,  and  mutual  fund  returns  are  as  of  Dec.  28.  For  a  more  detailed  explanation,  write  to  us  or  E- 
companies  only.  Fundamentals,  tecfinical  indicators,  Bloomberg  money  flow  analy-     mail  figuresObusinessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 


CAN  THE  ECONOMY  KEEP  DODGING  BULLETS? 


It  was  a  year  of  paradoxes  and  contradictions:  In  1998, 
global  financial  markets  started  to  melt  down,  but  the 
U.  S.  economy  kept  humming.  Profits  weakened,  but  the 
stock  market  staged  an  impressive  recovery.  Personal  savings 
dwindled  to  nothing,  yet  consumers  felt  flush  and  kept  spend- 
ing. President  Clinton  was  impeached  by  the  House  of  Rep- 
resentatives, and  the  markets  shrugged.  Yet  there  is  an  un- 
derlying logic  to  economic  events  in  1998,  and  to  how  they  ai'e 
likely  to  play  out  in  1999. 

Last  year's  recessions  across  Asia,  followed  by  the  sum- 
mer's parade  of  financial  crises  from  Russia  to  Brazil,  were 
wonisome.  Experts  feared  the  U.  S.  wouldn't  emerge  un- 
scathed and  would  surely  begin  to  feel  the  pain  of  plunging 
foreign  sales  and  jittery  markets.  Instead,  the  U.  S.  was  ter- 
ra firma,  bulwarked  against  the  stormy  seas.  Well-timed 
easing  by  the  Federal  Resei-ve  helped,  but  more  important 
was  the  economy's  inherent  strength.  Unemployment  was 
low,  inflation  tame,  and  productivity  growth  strong.  Output 
gi-ew  about  3.5%,  following  two  equally  stellar  years. 

There's  no  guai'antee  that  growth  rate  can  be  sustained,  of 
coui"se.  A  BUSINESS  WEEK  poll  of  executives  for  this  yeai-'s  In- 
dusti'y  Outlook  suggests  that  a  gi'eater  percentage  are  pes- 
simistic than  were  pessimistic  a  yeai*  ago  (page  88).  Growth  in 
capital  spending  is  slowing  down.  But  with  pricing  power  con- 
strained and  companies  embarking  on  cost-cutting  programs, 
productivity  gains  should  be  respectable  in  1999.  The  U.  S. 
economy  could  yet  beat  the  consensus  projection  of  2% 
growth  this  year. 

The  profits  pictui'e  is  similarly  understandable  on  closer  in- 
spection. Last  year,  profits  were  dented  by  one-time  write-offs 
and  other  potholes  in  the  road.  Yet  the  stock  mai-ket  managed 
to  rally  in  the  year's  final  months.  Again,  the  Fed  played  a 
role.  Then,  too,  the  longer-term  prospects  for  some  compa- 
nies— especially  some  Internet  companies — drove  those  stocks 


all  the  way  to  the  stratosphere.  Given  a  sufficientl;! 
view,  who  knows?  Maybe  these  companies  will  prove 

As  1999  progi'esses,  year-over-year  profit  comparisd 
all  companies  should  look  better  At  the  same  time,  ti 
the  earnings  estimates  that  analysts  put  out — they*! 
ured  a  rise  of  17%  this  year — may  be  reduced.  Dc 
worried.  In  the  world  of  earnings  reports  and  analyst 
mates,  it's  common  for  analysts  to  play  an  expectations 

The  apparent  profligacy  of  the  American  public  isn'J 
what  it  seems  at  first  blush,  either.  Yes,  the  reported  J 
rate  dipped  below  zero  for  a  couple  of  months  in  19a 
this  did  not  signal  a  descent  into  financial  irresponsibilij 
savings  rate  is  a  faulty  measure  that  fails  to  capture  I 
gains  and  the  benefits  of  mortgage  refinancing.  Th(| 
market's  huge  rewards,  as  well  as  home-price  apprej 
have  padded  wealth  to  a  phenomenal  degree  in  the  1991 
it  turns  out  people  didn't  even  need  that  cushion.  Tots] 
and  salary  gains,  not  adjusted  for  inflation,  grew  (| 
1998,  outpacing  the  5.5%  gain  in  consumer  spending. 

Finally,  there's  the  dissonance  between  Washingtj 
Wall  Street.  Again,  it's  not  sui'prising  if  you  think  al 
For  one  thing,  investore  figwe  that  reason  will  eventuj] 
vail,  with  some  sort  of  deal  that  spares  the  nation 
drawn-out  trial  of  President  Clinton.  More  fundaml 
market  participants  probably  know  better  than  to  w(| 
much  about  Clinton's  fate.  If  Alan  Greenspan  were 
ble — now  that  would  be  reason  for  concern. 

The  most  immediate  items  on  Washington's  economl 
da — health  care  and  Social  Secuiity  reform — ^will  be  put! 
while  the  Senate  deals  with  impeachment.  Given  tl 
corous  debate  that  is  Ukely  to  empt  over  these  issue! 
might  not  be  such  a  bad  idea.  That  way.  Congress  andl 
perts  may  be  able  to  better  judge  the  economy's  strenil 
way  things  have  been  going,  they  might  just  be  surpi 


E-COMMERCE:  IT'S  CLICKING 


Marketing  hoopla  aside,  1998  will  be  remembered  as  the 
year  E-commerce  went  mainstream.  But  Internet  sell- 
ing's apparent  success — estimates  range  from  $2  billion  to  as 
liigh  as  $5  billion  for  the  holiday  season — should  not  come  as 
a  surprise.  Indeed,  the  groundwork  had  been  laid  all  year 
And  despite  some  ghtches,  odds  are  that  gi-owth  will  keep 
climbing,  with  total  sales  to  consumers  expected  to  top  $18 
billion  for  all  of  1999,  according  to  Forrester  Research  Inc.,  up 
fi-om  .$7.8  billion  this  year.  By  2003,  Forrester  says,  sales 
could  reach  $108  billion,  accounting  for  6%  of  consumer  retail 
spending.  And  those  are  conservative  estimates. 

Three  things  happened  last  year  to  give  E-commerce  a 
huge  boost.  Fii-st,  more  households  bought  cheap  pcs  and 
came  online.  Second,  more  big-name  retailers,  such  as  Gap, 


Macy's,  and  Nordstrom,  expanded  or  put  up  new  5 
sites,  supplementing  pioneers  such  as  Amazon.com  ar| 
customers  a  much  wider  selection  of  goods.  Finally, 
were  dramatically  improved  over  the  course  of  t| 
making  Net  shopping  far  easier  So — click! — it  all 
gether  at  Christmas.  There  were,  to  be  sure,  proll 
some  servers  were  unable  to  handle  the  load.  A 
sites  couldn't  quite  supply  the  goods  to  keep  up  with 
But  Internet  retailers  such  as  eToys  and  Amazon  tri( 
ate  goodwill  with  gift  certificates  and  information  aboi 
and  pi-oblems.  If  first-time  customers  had  a  poor  ex3 
it  could  be  some  time  before  they  dip  a  toe  in  tl 
again.  But  for  those  who  had  a  pleasant  experience  \i 
turning  back.  Nothing  beats  the  convenience  of  E-c<! 
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MAI 


5  A  SPRINT  "^O   THE  MAILBOX 


IN  BOXER  SHORTS 


REWARD. 


Success  as  an  enrrepreneur  requires  rhe 
f-  ■  I  identify  necessary  risks,  and  a  will- 

ingness to  take  them.  Your  insurance  should 
come  from  a  company  that  understands  that. 

LICENSE    TO    r.  ET    ON    WITH    I  T, " 


Fireman's 
Fund 


www.businessweek.com  AOL:  Keyword:  BW 


DA  VINCI  DIDNTT  ME 
WITH  THE  MONA  VI 
BEETHOVEN  DIDNrt  FU 
WITH  HIS5TH  SYMPHlby 


Sure,  da  Vinci's  "Mona  Lisa"  is  one  of  the  world's 
most  beautiful  paintings.  And,  yes,  Beethoven's  5th 
is  nothing  short  of  a  musical  masterpiece.  But  just 
think  how  much  better  they  could  have  been. 

If  those  guys  had  really  high  standards. 

Introducingthe  newly  redesigned  Infiniti  Q45t 
for  1999.  The  thinking  behind  it:  Why  stop  at  great? 

Why  not  give  it  a  new  grille  bookended  with 
aerodynamic  Xenon  front  headlights  that  cut  through 


the  wind  as  well  as  the  dark?  Make  its  sti. 
aggressive.  Fit  it  with  low-profile,  225/5' 
tires  that  grip  the  road  and  5-spoke  17"  a 
wheels,  so  they  look  good  doing  it. 

But  like  most  sticklers  for  excell 
couldn't  stop  there.  We  wondered  how  its 
interior  could  be  even  more  luxurious  (if 
at  all  possible).  The  answer?  Standard  amei 
a  power-operated  rear-window  sunshade 


's  glare  and  help  keep  cabin  temperatures  more  chest  side-impact  supplemental  air  bags  were  added  that, 
A  one-touch  power  sliding  glass  sunroof.  And  a  when  deployed,  enhance  the  area  of  protection  for  the  driver 
;h  that  holds  the  signature  Infiniti  quartz  clock.         and  passenger.  And  the  crowningtouch:  We  madettiese,  and 


ould  go  on  and  on. 
An  electronically 
suspension  allows 
ose  between  two 


a  host  of  other  advancements, 
standard  as  well.  Let  them  be 
options  on  other  cars. 

The  new  Infiniti  Q45t. 


es:  Sport,  for  tighter,  more  responsive  handling.  The  product  of  inspired  craftsmen  who  also  double  as  metic- 
3tic,  for  a  velvety,  sophisticated  ride.  Head  and       ulcus  perfectionists.  Unlike  a  couple  of  people  we  know  of. 

INFINITI    OWN  ONE  AND  YOU'LL  UNDERSTAND 

www.infiniti-usa.com/  800-499-5900 

©  1998  Infiniti  Division  of  Nissan  Motor  Corporation  U.S.A. 


Welcome  ,o  VPN  Advantage^the  next  generation  virtual 
private  networking  service  from  GTE  Internetworking 


Anyone  struggling  to  balance  a  teeterin 


g  array 


of  business  communications  needs  will  .oqw  tin. 


the  Internet  a  safer  more  cost-effective 


and  comfort 


able  place  to  do  business.  A  place  unfettered  by. 


staff  or  budget  limitations,  thanks  to  one  of  the 


worlds 


largest,  fastest  and  most  rigorously 


engineered  back4 


bone  networks.  End-to-end  encryption 


and  non-stop 


monitoring  assure  you  of  the  highest  level  of 


security 


commercially  available.  Over  600  US  Points  of 
Presence  as  well  as  global  access  deliver  the 
superior  performance  and  reach  your  company 
needs.  To  further  ease  your  mind,  our  Proactive 
Service  Guarantees  stand  as  the  ultimate  safety  net. 


The  Internet  is  not  to  be  feared.  It  s  to  be 


used.  , 


Let  the  architects  of  the  Internet  show 


you  the  way. 


www.infernetworking.gte.com  or  800.472.4565 
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Up  Front 


EDITED  BY  ROBERT  McNATT 


CAR  TALK 

HONDA  COULD  USE 
ALiniE  PICKUP 

FINALLY,    HONDA    MAY  CET 

serious  about  filling  the  miss- 
ing link  in  its  U.  S.  product 
line.  Although  the  company 
sold  more  than  1  a  / 
million  vehicles  in  '  ' 
the  U.S.  in  1998  \ 
and  the  Accord 
was  its  best-selling 
single  model  here,  -h^ 
Honda  has  always 
trailed  import  rival  Toyota  in 
total  sales.  It  lacks  a  line  of 
hot-selling  pickup  trucks  that 
can  compete  with  Toyota's 
Tacoma  and  upcoming  full- 
size  Timdra,  let  alone  Ford 
and  Chevy  trucks. 

That  may  be  about  to 
change.  Says  Thomas  Elliott, 
executive  vice-president  of 
American  Honda:  "If  Honda 


is  going  to  grow,  Honda  is 
going  to  have  to  address  the 
pickup  situation."  Although 
Elliott  won't  say  flat  out  that 
Honda  is  ready  to  build  pick- 
ups, it's  cleai'  the  company  is 
leaning  that  way.  And  ana- 
lysts predict  that  Honda 
could  have  a  pickup  for 
sale  here  in  less 
than  two  years. 
But  entering 
the  market  will 
be  expensive,  not 
the  least  because 
Honda  will  have  to 
Icai'ii  sume  new  engineering 
tricks.  A  specialist  in  front- 
wheel-drive  cars,  it  would 
have  to  begin  building  rear- 
wheel-drive  vehicles.  Most 
likely,  it  would  also  stait  with 
small  tnicks  rather  than  the 
popular  V-8s.  Still,  with  its 
track  record,  no  one  is  un- 
derestimating a  new  Honda 
truck.        Larry  Armstrong 


INK  BY  THE  BARREL 

PURCHASE  OR 
PERISH? 


WILLES:  llnilnni  nnd  CKttilig 

here's  a  novel  way  to 
judge  the  performance  of 
publishing  and  information 
giants:  Count  the  accjuisi- 
tions.  In  studying  29  media 
biggies  between  1992  and 
1997,  Andersen  Consulting 
found  that  those  whose  stock 
rose  the  most  averaged  31 
accjuisitions.  The  laggards 
averaged  only  three. 

According  to  Andersen, 
leading  the  pack  was  Dutch 


publisher  VNU,  wliich  puts  out 
Billboard  and  The  Hollijtvood 
Reporter  in  the  U.  S.  and 
which  made  about  60  acquisi- 
tions en  route  to  a  compound 
average  annual  return  of 
48'7f.  The  top  U.S.  companies 
included  book  publisher  John 
Wiley,  magazine  gTOup  Mere- 
dith, and  newspaper  publish- 
er Times  Mirror,  which  had 
a  28%  return  with  27  small 
acquisitions — although  the 
cost-cutting  of  CEO  Mark 
Willes  may  have  helped. 
"There's  always  exceptions, 
but  there's  a  clear  correla- 
tion" between  deal  flow  and 
stock  performance,  says  An- 
dei'sen's  David  Brodwin. 

Not  all  agree.  A  media 
banker  who  asked  not  to  be 
identified  says  that  the  most 
acquisitive  companies  weren't 
the  best  performers  when 
measui'ed  by  benclimarks  like 
operating  cash-flow  gi'owth. 
Either  way,  how  many 
publishers  have  time  to 
read  studies  when  they 
are  so  busy  buying  com- 
panies?     Richard  Siklos 


TALK  SHOW  UThey're  acting  like  this  is  a  high  schoi 
They  flunked  the  exam  in  their  body.  They  hope  to  do  a 
makeup  case  in  the  Senate'^ 

— Sen ator  Patrick  Leahy  (D-  Vt. )  on  House  Republicans 


MONICAGATE 

LEAVE  GOP  BASHING 
TO  THE  GOP  

WITH  A  CIVIL  WAR  ERUPTING 

among  Capitol  Hill  Republi- 
cans over  the  future  of  the 
impeachment  proceedings, 
many  Democratic  operatives 
are  enjoying  the  spectacle. 

The  chaos,  however,  came 
perilously  close  to  enveloping 
House  Democrats  in  early 
January.  That's  when  an  an- 
gry gToup  of  a  half  dozen  or 
so  incoming  fi'eshmen,  led  by 
Jay  Inslee  of  Washington, 
agitated  for  a  vote  in  this 
year's    more  Democratic 
House  to  rescind  or 
modify  the  aiticles 
of  impeachment. 
The  idea  was  to 
put   incumbent  i 
pro-impeach-  ( 
ment  GOP  mod- 
erates and  fi'esh- 
men Republicans 
on  the  hot  seat 
by  forcing  them 

DRIVING  AMBITIONS 


to  revisit  December's 
ular  vote  to  impeach 

But  dui'ing  a 
closed-door  meeting 
5,  House  Minority 
Richard  Gephardt 
persuaded  the  hoth< 
hold  off.  His  reasoni 
Republicans  ai-e  doinj 
job  of  destroying  thei 
"The  temptation  was 
create  mischief,  but 
heads  prevailed,"  sa: 
nior  Democratic  sta 
instead  of  g 
warfare 
House,  De 
cast  a  s 
,^  ^  vote  agai 
selection  o 
managers 
Senate  tri 
Rii 
1 


i  -  J 


GEPKH 


RACERS,  MAKE 
yROOhim  RUSSIA 


RUSSIA    IS    SUFFERING  ITS 

worst  economic  malaise  in 
decades.  So  what  better  way 
to  lift  spirits  than  a  glam- 
orous Formula  One  race? 

It  may  sound  improbable. 
But  if  depressed  U.  S.  cities 
can  build  expensive  sports 
venues,  the  Russians  figure 
they  can,  too.  So  with  the 
blessing  of  Russian  Prime 
Minister  Yevgeny  Primakov, 
the  town  fathers  of  Tula,  a 
iim-downi  industrial  city  100 
miles  south  of  Moscow,  are 


seeking  more  than  Si 
Hon  in  private  funds  j 
a  world-class  Form;' 
circuit  by  2002.  K;r. 
cials,  however,  have 
awarded     new  r; 
Malaysia  and  Chin 
only  18  races  eaiii  ■ 
there  may  not  be  rm 
series  even  if  Tula  i  n 
with  the  moolah. 

Then  there's  the  : 
of  ticket  sales.  With  ;!.■ 
hocking  icons  and  .mi 
just  to  put  borschio; 
table,  who  can  affcJ 
tickets?  But  Tula 
hope.  The  Grand  Pril 
na,  set  for  1999,  ha.'| 
been  put  off  until 
cause  of  organizatio:! 
lems.  And  while  Ml 
race  is  scheduled 
year,  its  ecom 
rains.  Sol 
Russia? 
may  not  f| 
on   the  ta 
they're  surll 
watch.  Leeffl 
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j''  Voice,  Fax  and  Web  Collaboration 


Marketing  Automation 


%,     '  Relationship  Analysis  ) 


Inbound/Outbound  Call  Management) 


Corepoint  Customer  Relationship  Management  Software. 

The  only  complete,  end-to-end  software  solution  that  helps  you  select, 
acquire,  manage  and  grow  profitable  endunng  customer  relationships. 
Nothing  compares  to  Corepomt  because  it  works  at  every  point  of 
customer  contact.  It  helps  your  company  communicate  and  share  customer 
information  better  at  every  level.  And  it  works  the  way  the  world  works 
today  —  over  the  phone,  fax,  email  or  Internet.  So  you  can  maximize  revenue 
by  serving  customers  where,  when  and  how  they  want. 
Select  the  Corepoint  products  you  need  right  now  or  transform  your  entire 
company  with  the  complete  product  suite.  Choose  from  Corepoint  Sales  and 
Marketing  Products,  Service  and  Support  Products,  Relationship  Management 
Products,  Universal  Access  Products,  Enterprise  Connection  Products  and 
Foundation  Products. 
Look  to  Corepoint  for  a  complete,  end-to-end  customer  relationship  management 
solution  from  a  company  you  know  and  trust  For  more  information,  visit  our  website 
at  www.corepoint.com  or  call  877-891-1606 


Register  now  for  our  special 
I  llJ.lil.lill.-<J.'.IIBt>  on  "Defining 
>^  er  Relationship  Management." 
isit  our  website  or  call  today. 


'       \ll  ll'AI  l  lllll/KIII 

Turning  customer  satisfaction  into  loyalty'.' 


©  1998  International  Business  Machines  Corporation 
Corepoint  is  a  trademark  of  International  Business  Machines 
Corporation  in  the  United  States  and/or  other  countries 
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DRAWN  &  QUARIERED 


MONIC  AGATE 

FROM  ABKHASIA 
WITH  LOVE 


PRESIDENT  CLINTON  HAS 

ab'eadv  suffered  the  embai*- 
i*assment  of  liaxing  Ills  sexual 
misbehavior  with  Monica 
Lewinsla-  plastered  all  over 
the  Internet.  But  those,  at 
least,  were  just  words.  Now. 
pictui-es  of  the  Pi-esident  and 
the  Fii"st  Intem  will  be  made 
available  to  all — on  special 
stamps  issued  by  ilie  obsem-e 


etimic  region  of  Abkliasia. 
cuiTently  straggling  for  inde- 
pendence fi-om  the  post-So- 
\'iet  nation  of  Georgia. 

And  what  an  unsubtle  im- 
age it  is:  The  two  are  pic- 
tured  on  a  pane  of  six 
stamps,  with  Clinton  in  his 
undenveai"  holding  a  Cham- 
pagne glass,  and  LewinskA^ 
dressed  as  a  schoolgii-l. 

"Its  actually  quite  taste- 
less." says  Richai'd  Leh- 
iiann.  who  runs  a  philatelic 
sales  Web  site  (stamp 
tinder  com).  But  taste  flies 
out  die  -nindow  when  liard 
cuiTency  beckons.  Al- 
though the  stamps  are 
good  only  inside  Abkha- 
sia.  many  small  coun- 
tries— and  some  would- 
be  coimtries — regtilarly 
issue  special  stamps  for 
cciUectors  that  ai'e  sold  at  a 
premitmi.  Abkliasia.  for  in- 
stance, did  qtiite  well  •with  its 
Princess  Diana  stamps.  Al- 
though the  stamps  ai^e  new, 
"they  are  ven-  populai'."  says 
Jay  Sheffler  \ice-president  of 
?ilarlen  Stamps  &  Coins  in 
Great  Neck.  N.Y.  Tlie  Bill 
and  ]yionica  stamps,  estimates 
Lelmiarai.  could  i-aise  Abklia- 
sia a  much-needed  SIOO.OOO.  z 


TELECOM  TALES 

FAST-FORWARD  FOR 
FIBER-OPTIC  NETS 


'.1    T  1 '  1. '  A    A    1 '  i.  1.  A  Li  E  FOR 

telephone  companies  to 
deploy  voice  mail  over  their 
networks.  And  sending  voice 
and  \ideo  over  the  new  Inter- 
net-based fiber-optic  digital 
networks  built  by  Qwest 
Communications, 
Level  3,  and  oth- 
er telecom  mav- 
ericks seemed 
like  it  niigln  also 
take  a  wliiie — until  now. 

In  a  niovtr  tliat  promise*  to 
radically  ex}xi]-id  networks"  ca- 
pabilities, privately  held  Open 
Port  Technciogj-  in  Chicago 
says  it  has  developed  soft- 
■n^-e  that  alio . vs  u-ansniission 
of  all  manner  of  digital  data. 
Voice  and  video  often  don't 


O 


work  well  now  because,  in 
pan.  available  software  won't 
function  witli  all  the  different 
t\-pes  of  equipment  used. 
Open  Port's  product,  code- 
named  Hai-mony  5.  allows 
networks  to  make  dispai-ate 
paixs  work  "seamlessly,'"  says 
an  executive  at  a  lai-ge  Inter- 
net senice  pro\ider  who  lias 
pi-eviewed  the  softwai-e.  Cus- 
tomers sucli  as  Level  3  and 
IBM  Global  Net- 
work ai-e  evaluat- 
ing Hai-mony  5. 
wliich  is  due  out 
in  Febraai">". 
With  Harmony  5.  busi- 
nesses will,  for  example,  be 
able  to  receive  faxes  as  E- 
mail  or  voice  mail.  But  who 
works  all  the  time'?  With 
Open  Port,  you  can  also 
download  a  movie  at  work 
and  pick  it  up  later  at  home. 
Can't  wait.     Roger  Cix>ckett 


EN  POST 


AFTERLIVES 

AN  UNLIKELY  FAN 
OFRJR  

TEN  YEARS  AGO.  HE  WAS  THE 

lead  charact  er  in  one  of  Cor- 
porate America"s  most  com- 
pelling dramas — 
the  takeover  fight 
for  RJR  Nabisco. 
After  losing  in  a 
bidding  war  to 
Kohlberg  Kra\is  & 
Robert.s,  rjr  Chair- 
man Ross  Johnson 
left  the  tobacco 
giant  with  a  S60 
million  golden 
parachute  to  start  EX-BOSS; 
an  investment  out- 


fit,  RJM  Group,  in  Atlanta. 

Ibday.  Johnson,  insists  pjp. 
would  be  better  off"  had  he 
won  because  he  would  have 
sold  the  Nabisco  arm  to  pay 
down  the  post-buyout  debt 
that  has  hiiidered  r.tr"s  per- 


formance. "I  feel  b 
what  happened  to  i]\ 
holders,"  says  Johns 
biggest  stock  hold 
with  Ai-cher  Daniels 
and  American  Ex"];i 
whose  boards  he 
won"t  say  how  m 
stock  he  h 

Jolmso 
the  legal  s 
between  ] 
CO  and  t 
will  help 
stock  is  up 
a  shai-e. 
siiic-e  the 
accord"s 
despite  ani 
Johnson   its.  "This 

decks." 
Since  kkr  sold  its 
in  1994,  Johnson 
a  fan  of  managenii 
dally  CEO  Steven 
who  persuaded  his 
baeeo  chieftains  to  s 
the  states.  L-.t 


PLEASE,  SOMEBODY!  OPEN  A  WINDO 

Poor  indoor  air  qualiu"  in  buUdings  can  prompt  ei 
complaints  and  sick  da>"s.  The  cure"?  Equipment  i| 
tions  and  a  designated  air-qualit>" 
manager  can  help. 

HMUQERS  WHO  SAY  POOR 
AIR  QUALITY  KAS  CAUSED: 


Lost  Productivity 


34% 


Employee  illness 


31% 


increased  Absenteeism  13% 


Legal  Problems 

DfiasusvcyoFfsciimf 


3% 


FOOTNOTES  .\:nerlcans  who  expect  their  faJTulies  to  be  better  off  in  1999  than  in  "9S:  52° 


■o :  worse  o 


off:  20' 


imWlKIIIElPSUONIlGliElllMlflle. 


Bright  lights  filling  dark  rainy  days. 
Coffee  bars  percolating  around  the  clock. 
If  any  place  needs  electricity,  it's  the 
Greater  Seattle  Area. 

And  Te\aco  keeps  the  power  flowing. 
We've  figured  out  how  to  take  the  same  natural 
gas  that  generates  heat  for  oil  refining  and 
use  it  to  produce  over  145,000,000  watts 
of  electricity.  In  fact,  Texaco  plays  a  part  in 


providing  over  800,000  area  homes  and 
businesses  with  the  power  they  depend  on. 

We're  doing  the  same  around  the  globe, 
supplying  large  cities  and  small  villages 
with  reliable  and  environmentally  friendly 
electricity.  Because  as  long  as  the  world 
needs  the  energy  to  keep  running,  we'll 
relentlessly  pursue  ways  to  find  it. 

At  Texaco,  we've  got  a  lot  of  bnght  ideas. 


Visit  www.texaco.com 
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AN  AFRICAN  AMERICAN 

WHO'S  NOT  INVISIBLE'  

I  was  deeply  disappointed  by  your 
offhanded  treatment  of  one  of  my  col- 
leagues in  "Invisible  in  the  executive 
suite"  (Cover  Stoi-y,  Dec.  21).  Nothing 
could  be  further  fi'om  the  truth  than 
your  statement  that  Roland  C.  Baker 
has  "faded"  from  the  executive  scene. 
Baker  is  president  and  CEO  of  First 
Penn-Pacific  Life  Insurance  Co.,  a  part 
of  the  Lincoln  Financial  Group.  He  has 
built  this  company  into  a  leader  in  in- 
novative life  insurance  products. 

I  do  not  dispute  the  premise  of  yoiu- 
stoiy  that  there  are  not  enough  Afiican- 
Americans  in  CEO  positions,  but  failure 
to  recognize  Baker's  accomplishments 
in  such  a  manner  is  unconscionable. 

Jon  A.  Boscia 
President  &  ceo 
Lincoln  Financial  Group 
Fort  Wayne,  Ind. 

GREENER  PASTURES 
INDEED  FOR  THE  PATRIOTS 

The  "Hail  Maiy"  pass  may  need  more 
heavenly  insj^iration  to  make  the  sweet- 
heait  deal  for  the  New  England  Patriots 
in  Hartfoi'd  a  success  ("Hartford's  'Hail 
Mary'  pass,"  News:  Analysis  &  Com- 
mentary, Dec.  7).  If  the  governor  is 
convinced  the  gxiai'antee  is  unnecessaiy, 
there  is  no  reason  for  a  "guaiwitee."  Aj> 
parently,  Massachusetts,  with  a  larger 
population  than  Connecticut,  refused  to 
negotiate  such  a  bargain.  I  guess,  in  a 
state  with  high  debt  and  small  election- 
year  tax  rebates,  short-term  promises 
mle  in  place  of  long-teiTn  thinking. 

Robert  M.  Singer 
Hamden,  Conn. 

MANAGED  CARE  IS  A  BUST, 

BUT  WHAT'S  THE  CURE?  

Robert  Kuttner's  "A  dirty  little  se- 
cret: Managed  care  is  bad  for  business" 
(Economic  View])oint,  Dec.  21)  makes  a 
gi'eat  case  for  universal  health  insur- 
ance. As  the  for-profit  medical-insurance 
industry  continues  to  consolidate  into  a 


ill 


handful  of  major  players,  i 
leverage  their  buying  power  t< 
to  reduce  payments  to  hosjiii  a 
pitals  want  contracts  vdth  iii.^vi 
will  have  to  sei^vice  more  pat 
be  paid  less.  At  the  same  time,] 
are  raising  premiums  to  emp' 
increase  their  profit  margins 
ment,  meanwhile,  continues  U\ 
ducing  payments  for  Medicare] 
as  a  way  to  reduce  the  federa 

Caught  in  the  middle  are  th( 
hospitals  and  the  public.  Ab 
thirds  of  a  hospital's  expense; 
wages  and  benefits,  with  the 
professional  staff  such  as  nuri 
ratoiy  and  X-ray  technicians, 
therapists,  pharmacists,  and 
health  workers.  As  lower  payn 
crease  revenue,  hospital  bo: 
management  will  be  forced  to 
which  will  continue  to  erode  pa 
isfaction  and  quality. 

"Managed  care"  is  a  misno: 
present  system  is  service  driv 
nancial  incentives.  The  real  am 
universal  health  insurance  m( 
changes  the  present  financial  ii 
for  insurers,  providers,  the  pi; 
businesses  to  focus  on  health  ^ 
and  prevention — and  acute  cai 
William 
Vice-I 
Griffin 
Deri 

Kuttner  has  the  right  diagi 
the  wi'ong  cure:  govemment-s 
health  cai^e.  He,  like  many  othe 
to  have  been  hypnotized  into 
that  health  care  and  health  i 
are  inseparable.  In  fact,  heal 
ance  has  outgi'own  its  useful 
and  has  begun  to  prevent  hea 

Insurance  helps  when  it  pr 
fi^om  difficult-to-precUct  catastro 
es,  such  as  an  early  death  or 
fii'e.  Everyone  thi'ows  a  small 
money  in  the  pot  so  that 
enough  for  the  unlucky  per 
needs  it.  Today,  health  insurai 
tects"  us  from  routine  and  pr 
health-care  expenses.  It  is  lik 
insurance  against  the  loss  of 
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ECTIONS&  CLARIFICATIONS 

able  accompanying  "Once  more  into 
ach"  (Cover  Story,  Dec.  28/Jan.  4), 
ons  by  Jeffrey  M.  Applegate  of 
Brothers  Inc.  appeared  in  the  wrong 
J.  Applegate's  forecast  for  the  Dow 
idustrial  average  at  the  end  of  1999 
).  His  yearend  projection  for  the 
d  &  Poor's  500-stock  index  is  1250. 

luch  for  the  experts..."  (Cover  Story, 
/Jan.  4),  the  November  high  for  the 
iS  incorrectly  printed.  The  correct 
is  9374. 


sery  store.  The  costs  for  this 
m  are  huge  administrative  ex- 
ind  the  loss  of  control  over  the 
ai'e  we  receive.  At  the  end  of 
,  healthy  people  have  notliing  to 
r  the  thousands  of  dollars  that 
re  sunk  into  premiums, 
put  money  and  control  in  the 
f  people,  instead  of  expecting 
rs  to  piu'chase  such  policies  out 
/ages  or,  even  worse,  allowing 
lent  to  siphon  more  money  out 
!  for  higher  taxes.  People  could 
:  high-deductible  poUcies  to  pro- 
nselves  from  serious  losses  for  a 
etion  of  what  is  ciuTently  being 
health  insurance.  They  would 
balance  of  that  money  to  spend 
Dwn  judgment  about  health  cai-e 
appropriate. 

Dana  C.  Ackley 
Roanoke,  Va. 

1 1  Kuttner  has  muddled  the  dis- 
)ver  health-care  reform  in  the 
propagating  some  misconcep- 
out  health-care  spending.  The 
regious  of  these  is  that  U.  S. 
3S  are  bearing  the  cost  of  their 
!s'  health  insui-ance.  Health  ben- 
but  one  component  of  employee 
ation;  the  level  is  set  by  the 
rket.  And  over  all  but  the  veiy 
1,  companies  offset  increases  in 
of  health  insurance  tlii'ough  de- 
a  the  growth  of  wages  and  oth- 
benefits.  It  is  American  work- 
)  bear  the  cost  of  health 
3,  not  their  employers. 
;rmore,  health  economists  have 
ilished  that  a  causal  relationsliip 
tween  increased  per  capita  ex- 
;s  for  health  cai-e  and  increased 
In  contrast,  the  relationship 
affluence  and  health-care 
across  countries  is  well-estab- 
•Jhen  the  disease  has  been  so 
isdiagnosed,  it  will  only  be  by 
'that  the  prescribed  treatment 
1  a  cure. 

Todd  M.  Bass 
Denver 


BEIJING'S  REAL  FEAR 
IN  TAIWAN 


The  recent  legislative  and  mayoral 
elections  in  Taiwan  would  have  wors- 
ened Beijing's  woes  if  the  pro-indepen- 
dence Democratic  ProgTessive  Paity  had 
emerged  victorious  ("Making  Beijing's 
headache  worse,"  International  Busi- 
ness, Dec.  21).  As  it  turned  out,  the 
DPP  was  trounced  by  the  ruHng  Nation- 
alist Party,  which  advocates  reunifica- 
tion with  mainland  China. 


As  long  as  Beijing  sticks  to  the  com- 
munist system  of  government,  Taiwan's 
policy  toward  the  U.  S.  and  mainland. 
China  will  remain  unchanged:  maintain- 
ing the  status  quo  wMle  seeking  gTeater 
intemational  recognition  for  its  own  sta- 
bility and  survival.  In  reality,  what  Bei- 
jing authorities  are  scared  of  is  not  Tai- 
wan's breakaway  independence  but  the 
burgeoning  of  democratic  thinking  and 
practices  among  its  affluent  population 
in  years  ahead.  Such  conditions  in  the 
island  republic  would  cause  far-reach- 


You  can  feel  them  circling.  Business  predators.  Reduce  the  risk 
with  innovative  solutions  from  America's  leader  in  both  energy 
and  communications:  Williams.  It's  true.  We're  the  biggest  fish  — 
make  that  the  only  big  fish  —  in  both  ponds. 


Williams 


Energy  •  Communications  •  Leadership 
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HP.  Better  color,  no  matter  what  you're  printing. 

Introducing  a  new  line  of  HP  Color  LaserJet  printers.  Now  you  can  print^ 
that  will  really  get  people's  attention.  That's  because  our  new  fast  and  affoiaii? 


HP  Color  LaserJet  printers  start  at  $2,499. 


1 


(  or  LaserJet  printers  offer  our  exclusive  ImageREt  Color  Layering  technology.  Rather  than  placing  blue  dots  next 
t  lellow  dots  to  create  the  illusion  of  green,  our  process  literally  mixes  the  colors  to  create  real  green.  Or  orange, 
f  nillions  of  other  colors.  All  at  impressive  printing  speeds,  up  to  6  ppm.  Visit  www.hp.com/go/officecolor. 
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ically  influence  those  investors  with  the 
current  "obsession  with  the  markets' 
daily  ups  and  downs"  that  you  noted. 
Unfortunately,  only  some  unknown  or 
unpredictable  events  will  likely  change 
the  psychology  that  pervades  Wall 
Street  right  now.  But  congi-atulations 
for  bringing  the  issue  to  light.  Equities 
are,  indeed,  a  good  long-term  invest- 
ment, but  short-term  thinking  and 
"playing"  the  market  has  become  the 
norm  for  many  investors.  Let's  hope 
the  rest  of  the  media  follow  your  lead  in 
encouraging  investors  to  focus  their  in- 
vesting on  the  longer  term  and  their 
passions  on  other  worthwhile  activities. 

Mark  L.  Aaron 
New  York 

IN  PRIVACY  RIGHTS, 

ALL  ROADS  LEAD  TO  ROME 

In  "The  U.  S.  could  use  a  dose  of  Eu- 
rope's privacy  medicine"  (Economic 
Viewpoint,  Nov.  16),  Robert  Kuttner 
has  a  good  view  of  the  piinciples  behind 
our  European  privacy-protection  law. 
Among  others,  he  cites  France  and  Ger- 
many as  nations  in  the  Eui'opean  Union 
that  "legally  codify  a  right  to  privacy." 
Pity  he  forgets  to  say  that  Italy  has 


had  such  a  law  since  December,  1996. 
It's  quite  sad  that  everyone  remembers 
Italy  only  when  it  comes  to  the  Mafia, 
fasluon,  cooking,  and  political  refugees.  I 
would  like  to  remind  your  readers  that 
Roman  law  was  born  here.  Give  us 
credit  at  least  for  that. 

Giuseppe  Lancia 
Rome 
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THE  LAST  MOGUL 

Lew  Wasserman,  MCA,  and  the  Hidden  History  of  Hollywood 

By  Dennis  McDougal 
Crown  •  560pp  •  $27.50 


THE  TITAN  WHO  REMADE 
TINSELTOWN 


At  Univei'sal  Pictiu'es'  commissaiy, 
a  glistening  wood-and-glass 
eatery  called  The  Grill,  Holly- 
wood power  lunchers  are  doing  deals. 
Bari-y  Diller,  whose  usA  Networks  Inc. 
acquired  Universal's  TV-production  busi- 
ness last  year,  talks  in  hushed  tones  in 
one  of  the  booths  that  line  the  room.  So 
does  a  conspicuous  gi'oup  of  black-hatted 
rap  artists.  Although  the  busy  deal- 
makers  might  not  realize  it,  history 
abounds  in  The  Grill — recalled  by 
posters  of  such  long-ago  classics  as 
Buster  Crabbe  sci-fi  B  movies.  History 
is  recalled  as  well  each  day  at  noon, 
when  85-year-old  Lew  R.  Wasserman, 
tall  and  regal  with  Ms  full  head  of  gi*ay 
hair  and  trademark  dark  suits,  holds 
court  at  a  prime  corner  table. 

Wasserman,  who  works  half-days  at 
the  high-rise  headquarters  building  that 
beai's  his  name,  has  a  lifetime  contract 
for  $1  million  a  year  as  a  consultant  to 
Seagi'am  Co.,  which  paid  $5.7  billion  for 
control  of  Universal  pai'ent  mca  in  1985. 
Few  could  say  what  Wasserman  does, 
but  it  hardly  matters.  For  without 
Wasserman,  known  in  his  earlier  days 
for  his  quick  mind  and  quicker  temper, 
there  would  be  no  mca  today.  Groomed 
by  mca's  founder,  Jules  Stein,  Wasser- 
man was  a  key  player — as  the  Chicago 
booking  company  for  music  acts  evolved 
from  its  speakeasy  days  to  become  the 
most  powerful  outfit  in  Holl.\'wood. 

In  his  well-researched  if  dry  biogi'a- 
phy,  Tlie  Last  Mogul,  fonner  Los  Ange- 
les Times  reporter  Dennis  McDougal 
chronicles  Wasserman's  climb  from 
Cleveland's  woi"king-class  Woodland  Av- 
enue to  a  seat  next  to  stai'lets  and  Pi-es- 
idents.  It  was  powerful  agent  Wasser- 
man, McDougal  WTites,  who  rewTOte  the 
rules  of  Hollywood,  securing  for  B- 
movie  king  Ronald  Reagan  the  town's 
flr'st  $1  million  conti'act  and  inventing 
the  now-commonplace  pr'actice  of  "pack- 
aging," by  which  agents  claim  10%  of 
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the  action  for  offering  up  actors,  dir-ec- 
tors,  and  scripts  to  studio  chiefs.  In- 
deed, it  was  Wasserman,  as  Jack  WarTi- 
er  would  later  complain  to  antitraist 
investigators,  who  almost  single-hand- 
edly destroyed  the  star  system,  by 
which  studios  kept  their  actors  under 
long-term,  low-paying  contracts. 

Much  of  this  is  well-known.  But  Mc- 
Dougal does  a  workmanlike  job  of  piec- 
ing together  Wasserman's  ascent,  his 
youthful  contact  with  Cleveland  gang- 
ster's, and  his  association  with  Stein, 
who  proved  a  brilliant  deal- 
maker.  Setting  a  patter'n 
that  would  typify  its 
decades-long  win-at-all- 
costs  attitude,  Stein's  Music 
Corporation  of  America 
fr-om  the  eariy  1930s  won 
unusual  support  from  the 
American  Federation  of 
Musicians,  wiiich  helped 
MCA  act  as  both  agent  and 
producer  of  r-adio  pr-ogr-ams 
featuring  its  bands.  Musi-  1 
cians  and  rival  band  book-  p 
ers  cried  foul,  but  nothing 
illegal  was  ever  proven. 
Years  later,  in  1952,  with  Wassei-nian 
nrnning  mca  for  Stein,  the  Scr-een  Ac- 
tors Guild  would  gr"ant  MCA  a  waiver 
allowing  it  to  produce  its  own  TV  shows, 
something  not  permitted  other  agents. 
At  the  time,  the  sa(;  pr-esident  was  Rea- 
gan, who  by  then  owed  his  renewed  ca- 
reer to  Wasserman. 

As  it  had  done  with  Reagan,  mca 
seemed  to  perfect  the  art  of  using  its 
talent  to  get  what  it  wanted.  Eariy  on, 
mca  agents  encour-aged  theu*  star-  clients 
to  walk  off  movie  sets,  claiming  illness 
or  creative  differ-ences,  to  get  more 
money.  And  mca,  which  got  10%  of 
everything  its  stars  or  dir-ector's  made, 
elevated  stealing  clients  to  an  art  form. 
It  unsuccessfully  offer-ed,  for  example,  to 
buy  the  young  Rock  Hudson  a  house  if 
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he  would  sign  with  mca.  Then  it  1 
off,  agr-eeing  to  split  with  Hudsoi 
isting  agent  any  fotm-e  increase  it 
win  for  the  actor.  It  didn't  take 
before  Hudson,  over-whelmed  wit 
offers,  dumped  the  other  agent. 

Wasserman  could  be  heartless  v 
star  no  longer  served  his  pur 
"You're  through,  washed  up,"  \\ 
man  told  a  teary-eyed  Shiriey  T 
"Here,"  he  said,  pushing  a  Kleent 
acr'oss  his  desk.  "Have  one  on  m* 
This  is  fian  to  r-ead  about.  But  i 
little  that's  new,  and  McDougal 
never  inter'\iewed  the  press-shy  V 
man.  relies  heavily  on  other  put 
accoimts.  Moreover,  he  often  empl 
the  salacious:  mca  agents  are  de 
as  sleeping  with  their-  clients  and 
ing  up  indiscretions.  And  the  ; 
points  to  a  link,  never  fully  exp 
between  Marilyn  Monroe's  alleged' 
with  Attorney  General  Rob^ 
Kennedy  and  the  launch  of  a  ci 
investigation  of  mca  by  the  Kg; 
Justice  Dept. 

For  a  man  whi^ 
trolled  so  much  of|< 
wood,  the  end  w 
only   quick  but 
With  multinational 
such  as  Rupert  Mu 
News  Corp.  com: 
(liiminate  the  ent 
rnent  scene,  Wass 
sold  his  company  to 
ese  electronics  giar 
sushita  to  get  the 
he  needed  to  bu 
liuild.  It  never  haf 
iirst,  he  and  MCAj 
dent  Sidney  J.  Sheinberg  were 
away  fr-om  buying  Virgin  Recoi 
the  CBS  network,  then  were  j 
the  dar-k  as  Matsushita  negj 
mca's  sale  to  spirits  giant  S' 
Wasserman,  who  had  r-un  the  c( 
for  Matsushita,  was  out.  He 
multimillionair-e  whose  compan; 
itage  includes  such  films  as 
Spielberg's  Jaws  and  et,  alo: 
such  attractions  as  the  Univeri 
dios  Tom-  in  Orlando.  But  th 
tainment  giants'  world  had  pasi] 
by — and  left  him  a  r-elic  w'ho 
days  now  involve  reliving  Ho 
history  at  Univer-sal's  Grill. 

BYRONALD^C 
Los  Angeles  Bureau  Chief  s 
covers  the  enteiiainment  Indus 
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A  Dell  customer  checks  the  status  of  her  order  at  the  company's  Web  site, 
and  finds  her  answer  immediately.  Dell  gets  one  happy  customer. 


incidentally,  400,000  Dell  customers  ^| 
check  their  orders  at  the  company's  Web  site  each  month. 


1998  Microsoft  Corpor^itiiiii  All  nghis  reserved  Micfosofl,  B^cl-Office.  Windows  NT,  and  Where  do  , 
Olher  produci  and  company  fi^rnes  mentioned  herein  may  be  the  IrademarVs  o(  their  fespective  owners 


■ademarks  of  Microsoft  Corporation  in  the  United 


'f'W  more  examples 
jommerce  solutions 
jction; 


ond  sediches 
ii!vi;iitory  status 
millions  of  books. 


leatures  personal 
wish  lists,  a  reminder 
service  for  important 
dates,  and  more 
products  than  their 
largest  print  catalog. 
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M  built  its  commerce  solution  on  a  Microsoft  platform  of  Windows  NT^  Server  and  the 
Bi  ■^Office''  family,  because  the  products  scaled  easily  to  meet  its  growing  capacity  needs 
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BY  STEPHEN  H.  WiLDSTROM  

THE  YEAR  OF  THE 
HOME  NETWORK? 


Easy-to-use  new 
systems  and  cheap 
PCs  could  make  it  a 
big  hit  in '99 

The  idea  of  linking  home 
computers  in  an  office- 
style  network  has  been 
around  about  as  long  as  the 
computers  themselves.  But 
despite  the  steady  gi-owth  of 
multicomputer  households, 
few  consumei's  were  intei-est- 
ed.  The  technology  was  too 
hard  for  people  to  use,  and 
the  benefits  didn't  justify  the 
considerable  expense  of  in- 
stalling special  wiling. 

This  will  be  the  year  that 
home  networks  start  to  make 
sense.  Computers  are  cheap 
enough  that  Datacjuest  esti- 
mates that  15  million  U.  S. 
households  own  at  least  two. 
Soon,  inexpensive  high-sjjeed 
Internet  service  will  become 
available  to  millions  of  homes 
tlu-ough  cable  systems  or  new 
fast  phone  links.  But  these 
connections  will  come  one  to 
a  house.  So  for  computers  to 
share  them,  they'll  have  to 
be  networked. 

DO  IT  YOURSELF.  Equally  im- 
portant, you  will  be  able  to 
link  computers  at  low  cost, 
without  networldng  expertise 
and  without  installing  any 
new  cabling.  Tlie  method  that 
will  make  the  biggest  initial 
splash,  at  least  in  North 
America,  will  use  existing 
phone  wiring  to  transmit 
data.  A  consortium  of  com- 
panies called  the  Home 
Phoneline  Networking  Al- 
lian  e  jump-started  the  mai- 
ket  '<}■  agreeing  that  eveiy- 
one  vvijuld  build  their  first 
products  using  a  technology 
called  HiimeRun  from  Tut 
Systems,  so  that  ecjuipment 


fi-om  different  companies  will 
work  together. 

I  built  a  do-it-youi'self  sys- 
tem with  hardware  from  Tut. 
I  was  pleasantly  smpiised  by 
how  well  it  worked  on  the 
50-year-old  phone  wiring  in 
my  home.  Configuring  the 
network  softwai'e  was  a  bit 
tricky,  but  I  got  two  Win- 
dows PCs  and  a  Macintosh 
talking  to  each  other  and 


kits  from  companies  such  as 
Diamond  Multimedia  Systems 
and  Boca  Research.  These 
packages  include  software 
that  configures  the  network 
automatically,  allowing  all  pcs 
to  share  files  and  printers 
and  setting  up  one  computer 
as  an  Internet  gateway. 

HomeRun  networks  nm  at 
one  megabit  per  second. 
That's  one-tenth  the  speed  of 
standard  office  networks,  but 
plenty  fast  for  home  use.  And 
because  they  use  standard 
Ethernet  technology,  Home- 
Run  systems  can  be  cheap; 
Compaq  expects  that  phone- 
wire  networking  should  add 
less  than  $50  to  the  price  of  a 
desktop  system. 

The  limitation  on  phone- 
wire  systems  is  that  you  can 


sharing  an  isdn  Internet  con- 
nection. Although  Internet 
sharing  is  the  best  reason  for 
a  home  network,  computers 
can  also  exchange  files  and 
share  accessories  such  as 
printers  or  Zip  drives — or 
ran  multiplayei'  games. 

The  setup  is  a  lot  easier 
with  the  built-in  networldng 
fi'om  PC  makers  such  as  Com- 
paq Computer  and  add-on 


only  put  a  PC  where  there's  a 
phone  jack.  This  will  be  a 
problem  in  some  older  homes 
and  especially  outside  North 
America,  where  most  homes 
have  only  one  or  two  jacks. 
Here,  a  wireless  solution  is  a 
better  answer.  In  operation 
and  setup,  it  is  much  like 
phone-wire  networking  ex- 
cept that  it  uses  radio  waves. 
Wireless  networking  com- 


panies have  agreed  on 
standard,  but  current 
ucts  from  different 
won't  work  together, 
less  is  a  bit  faster  than' 
wire,  but  also  more 
sive.  Diamond  sells  its 
Free  wii-eless  networli 
starter  kits  consisting 
plug-in  boards  for  de| 
or  one  plug-in  board 
PC  Card  for  a  lapt 
about  $200.  Prices  fo 
im's  more  versatile  S; 
system  start  at  $14' 
desktop  card.  Proxi 
nates  the  need  for  a  g] 
PC  that  must  be  pow^ 
all  the  time  with 
standalone  gateway; 
give  any  networked  C' 
access  to  the  Net. 
way,  including  a  stand: 
modem,  costs  $299, 
device  that  works  wi 
ble  modem  or  fast  ph(| 
is  .$399. 
SLOW  AND  STEADY.  T| 
method  uses  electrical] 
to  carry  data.  The  vi 
tried,  the  $200  Passpo: 
In  Network  from  In| 
consists  of  two  co 
modules  and  a  print 
The  big,  awkward  r| 
plug  into  a  power  oui| 
connect  by  cable  to  t' 
puter's  printer  port,  ll 
the  use  of  other  para 
devices  such  as  scanni 
the  system  rans  at 
kilobits.  Powerline  n| 
ing  will  likely  end  u| 
used  to  manage  h- 
mate-control  and  see 
tems,  applications  whj 
data  transfers  ai'e  noi 
One  of  the  best] 
about  the  home  net; 
products  I've  seen  is] 
fort  companies  have 
make  configuring  andu 
the  network  traly  e  y 
systems  still  aren't  e 
but  if  you  have  succ;c 
setting  up  a  PC  to  us'ti 
ternet,  you  should  biai 
manage   home  neto 
without  ti-ouble.  Corid 
the  amount  of  difficft 
nology  that  must  bifhi 
to  get  computers  . 
each  other,  this  is  a  tns 
able  accomplishment 


-r 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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b  ses  that  help  the  world's  leading  companies  meet  their  most  aggressive  goals.  How?  By  consolidating  information  and  making  it  available 
lardless  of  the  computers  m  use.  To  put  The  EMC  Effect"  to  work  for  you,  reach  us  at  www.EMC.com/bw50  or  1 -800-424-EMC2,  ext.707. 

MARCH  30.  1998  EMC  AND  EMC  ARE  REGISTERED  TRADEMARKS  OF  EMC  CORPORATION  EMC  ENTERPRISE  STORAGE,  THE  ENIERfRlSE  STORAGE  COMPANY  AND  THE  EMC  EFFECT  ARE  TRADEMARKS  OF  i^M'  CORPORAIION 

©1999  EMC  CORPORATION  ALL  RIGHTS  RESERVED 


uj  o 


S  m 
8g 

il 
11 


3  S 

S  p 


3^iH 

1  Hft^ 

Htii 

tilt 

It  CM 

1 1 

itis 

i  i 

it  if 

Hii 

!  <  t  1 

•f 
■t 

, . .  ii 
ill 

iti 
III 

m 

m 

9? 
•) 

it 

3! 

EMC' 

The  Ente'pr  se  Storage  CoTiDanv    To  make  the  acquisition  of  your  largest  competitor  work  successful!  i 
amounts  of  diverse  information  must  be  consolidated  without  disrupting  daily  buste^, 
EMC  Enterprise  Storage^  makes  this  a  reality.  And  with  EMC's  Enterprise  Storage  Networkl 
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Protect,  manage,  and  share 

information  in  a  way 
that  enables  you  to  acquire 
your  largest  competitor. 


THE 

EMC 

EFFECT 


llf  can  enhance  data  access,  boost  network  performance,  and  automate  storage  management.  Just 
si  ie  of  the  many  reasons  over  90  of  the  FORTUNE'  100  companies  are  our  customers.  To  put 
A  EMC  Effect"  to  work  for  you,  reach  us  at  www.EMC.com/target  or  1-800-424-EMC2 ,  ext.  700. 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


EVEN  ECONOMISTS  CANT 
TO  SPEND  A  SURPLUS 


WAIT 


MICROCOSM? 

When  the 
American 
Economic 
Assn.  had  cash 
to  spare,  its 
leaders  vetoed 
a  "tax  cut." 
Congress  will 
no  doubt  act 
the  same  way 


Robert  J.  Barro  is  a  professor  of  eco- 
nomics at  Harvard  University  and  a 
senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


The  U.  S.  government  is  in  the  midst  of 
a  debate  over  how  to  use  its  cuirent 
and  prospective  budget  surplus.  Con- 
gi-essional  Repubhcans  seem  to  differ  Httle 
from  their  Democratic  counterparts.  They 
have  not  pressed  strongly  for  tax  cuts  or  re- 
sisted proposals  to  raise  federal  spending. 

Economists  have  diverse  opinions  about 
the  best  way  to  use  the  surplus.  Ideas  in- 
clude new  spending  progi-ams,  bolstering  the 
Social  Secm-ity  tmst  fund,  cutting  taxes,  and 
paying  down  the  national  debt.  We  can  gain 
some  perspective  on  these  opinions  by  seeing 
how  economists  dealt  with  a  budget  suiplus  in 
their  own  professional  society,  the  American 
Economic  Assn. 

Many  years  ago,  while  president  of  the 
AEA,  Milton  Friedman  womed  about  how  to 
deal  with  the  association's  large  accumulated 
suiplus.  Friedman's  view  was  that  an  associ- 
ation with  lots  of  money  was  dangerous  be- 
cause the  money  was  likely  to  be  spent  on 
someone's  concept  of  a  "socially  worthwhile 
purpose."  Friedman  solved  the  problem  by 
providing  the  members  with  an  expensive 
new  journal,  with  no  balancing  hike  in  dues. 
Hence,  he  eliminated  the  surplus  by  raising 
spending  in  a  relatively  harmless  manner. 
(Dues  did  rise  later  to  match  the  increased 
spending.) 

This  problem  has  now  I'ecuiTed.  Mostly  be- 
cause of  the  exuberance  of  the  stock  market, 
the  AEA  has  assets  of  more  than  $8  million, 
compared  with  annual  spending  of  about  $4 
million.  Historically,  the  association  has  re- 
garded a  reserve  of  one  year's  expenses  as 
pnadent.  Hence,  the  remaining  $4  million  of 
its  cuiTent  fimds  can  be  regarded  as  excess. 
My  worry,  similar  to  Friedman's,  is  that  this 
money  will  be  spent  on  someone's  vision  of  a 
socially  desirable  activity. 
DUES  CREDIT.  My  preference  is  for  the  excess 
to  be  retui'ned  to  the  membership  through 
some  kind  of  tax  cut.  Hence,  at  the  Jan.  2 
meeting  in  New  York  of  the  executive  com- 
mittee, I  i^roposed  that  the  dues  be  cut  in  half 
until  the  level  of  assets  at  the  beginning  of  a 
calendar  year  was  close  to  matching  the  bud- 
geted exi)enditures  for  the  coming  yeai'.  The 
spirit  of  this  proposal  was  that  a  windfall  of 
funds  did  not  provide  sufficient  reason  for 
instituting  new  spending  progi'ams.  Instead, 
the  extra  money  ought  to  be  given  back  to 
the  owners. 

It  was  clear  during  the  meeting  that  this 


tax-cutting  proposal  was  in  trouble.  M 
committee  members  thought  that  the  asi 
ation  was  well  off  financially  and  could  th 
fore  afford  new  expenditures.  One  pei 
wanted  to  expand  the  size  of  the  associat 
main  joiunal.  Another  wanted  to  fimd  a  s( 
of  symposiums.  Other  ideas  for  spending 
volved  research  on  economic  education 
expanded  study  of  the  role  of  women  in . 
economics  profession,  and  providing  infoi : 
tion  over  the  Internet.  One  observer 
that  this  inclination  to  spend  the  exces 
something  was  reminiscent  of  the  way  C( 
rate  managers  tended  to  spend  their 
cash  flow. 

In  the  end,  my  proposal  went  dow  n 
crushing  defeat.  I  have  several  hypoth' 
about  why  this  happened: 

■  Officers,  like  managei's,  relish  the  idt 
having  lots  of  cash  on  hand  so  they  can  a 
various  pet  progi'ams  without  much  finaf 
restraint. 

■  The  members'  interest  in  getting  a  tajl 
does  not  translate  into  the  officers'  sell 
terest  in  making  such  a  cut.  This  is  parthj 
cause  the  ofiicers  have  shoit  teiTns  and  dit 
run  for  reelection.  (Foi'  instance,  my  tenui; 
vice-president  was  for  one  year.) 

■  Some  of  the  officers  liked  the  notion  o| 
ing  the  windfall  to  make  tax  cuts,  but 
wanted  these  cuts  to  be  small  in  size  amj 
tended  over  many  years.  This  idea  has  nj 
but  it  works  only  if  future  officers  arq 
tempted  to  raise  spending  when  they 
lots  of  money  available.  The  same  idea  aij 
to  the  accumulation  of  a  large  fund  for 
Security.  This  idea  is  attractive  only 
government  does  not  react  to  the  exister 
the  fund  by  increasing  Social  Seciit 
benefits. 

■  Some  officers  thought  that  the  associa'i 
world  had  become  more  uncertain,  espei 
because  of  the  gr'owth  of  electronic  publis 
Thus,  the  prudent  level  to  hold  in  reser 
now  more  than  $4  mOhon.  This  idea  maj  |[? 
have  merit,  but  again,  it  works  only  i  \<\ 
ture  officers  do  not  spend  the  reserves,  py 

My  own  inclination  is  toward  the  flrs 
pothesis.  That  is,  the  society  of  econo:  loiv 
acted  pretty  much  the  same  as  the  U.  S. 
gr'ess  in  focusing  on  current  and  future 
to  spend  a  windfall  of  cash.  For  me,  tl 
cause  for  despair.  After  all,  if  one  cil 
tmst  a  gi'oup  of  economists  for  fiscal  rest|| 
then  whom  can  one  tmst? 
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Great  performance  at  an  exceptional  value. 
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Business  Intelligence 

.  Has  it  crossed  thc  chasm? 


Over  die  past  sevend  years,  an  innovadve  business  approadi  has  gained  an  increaan^y 
high  profile.  Busness  im^igence  ^ves  companies  the  aMity  to  extract  greater  vakie  from 
corporate  information  to  enaUe  everyone  across  dte  enterprise  to  maka  beaerdadsons  dm 
(brecdy  impact  die  bottom  line.  Lea/ting  or^mizations  woriduide  are  ahready  adueving 
sign^icant  competitive  advantage  u4di  business  inteBi^nce.  But  has  it  readied  a  crtdcai 
mass?  Is  it  moiTng  beyond  being  die  "invisibie"  advanta^  of  Fortime  ICCC  companies  to 
become  an  essermd  component  of  rrumstream  business  siuxess? 


Passihg  the  Mainstream  Test 

To  answer  these  questions,  consider 
what  mainstream  decision  makers 
demand  from  a  business  approach. 
First,  a  record  of  proven,  hottom-line 
results.  Second,  mature  products  and 
professional  services  to  address  the 
complete  range  or  enterprise  needs. 
Third,  the  securm  or  dealing  with  an 
established  market  leader  offering 
best-oi-breed  products  and  global  sup- 
pv^rt.  And  rourth.  last  and  easv  deploy- 
ment using  an  organiration's  existing 
IT  inlrastructure  —  often  this  is  the 
single  most  im.portant  determinant  ot 
whether  a  technoloe\"  achieves  main- 
stream acceptance. 

.As  the  worldwide  business  intelli- 
gence market  leader.  Coenos  Corp- 
oration Oi  Burlington.  Mass..  is 
uniquelv  positioned  to  address  all  of 
these  criteria.  Through  developing 
products  that  solve  customers"  specific 
business  problems.  Coenos  h-as  discov- 
ered enecnv'e  wavs  tv^  use  business 
mtellicencc  in  ever.  Jepanmeni  oi 
e\'er.'  enterrnsc.  .^nJ  m  e\-erv  industrs'. 
Todav.  organization^  like  Domino's 
Piira.  Ford  and  the  National 
.Association  oi  Secunrv  Dealers 
iN'.ASD^  are  cuttini;  c._^:-.  increasing 
eiricicncv  and  enabling  ne\\  strategic 
capabilities  bv  adopting  Cogne^s"  award- 
wmning  busmess  intelligence  software. 
This  market  leadership  is  evident  ui 


with  other  industrv"  leaders  such  as  IBM, 
Microsoft,  PeopleSoft.  Oracle  and  S.AP. 
.And  Cognos  business  intelligence 
5C>ftware  deplovs  easilv  ano 
across  the  enterprise,  r\"picair.  ^c.;  .  - 
ering  return  on  investment  within 
3C  to  9c  da  vs. 

Sewng  the  Agenda 

1  lie  cornerstone  ot  Cognos"  success 
has  been  endunng 
customer  relation- 
sbjps.  .As  technolo- 
gies and  business 
needs  have  evol- 
ved. Coenos  has 
responded  with 
nevv  products  that 
extend  business 
intelligence  capa- 
bilities. Thanks  to 
these  pioneering 
efforts,  a  paradigm 
shift  has  occurred 

within  manv  leading-edge  companies 
managers  now  c.vpec:  to  be  able  tv 


<  Organizations  like  Domino's 
Pizza.  Ford  and  the  National 
Association  of  Security  Dealers 
(.\ASD  J  are  cutting  costs, 
increasing  efficiency  and 
enabling  new  strategic  capa- 
bilities by  adopting  Cognos' 
au  ard-winning  business  intel- 
ligence software.  > 


easilv  access  corporate  data  ar 
It  from  any  angle,  in  any  combi 
They  eypect  that  creating  repcB| 
not  be  complex  or  time  con^^ 
They  expect  to  be  able  to  autor 
ly  uncover  hidden  factors  im 
their  business.  In  other  word 
ness  intelligence  has  become 
to  how  they  achieve  and  susta 
petirive  advantage. 

The  Power  of  the  Web 

r■„^:^.c^^  inteliigence  ent 
nstream,  Cognos  has  ie 
products  that  leverage  the  I 
\X  ide  \X  eb,  which  has  eme 
a  mainstream  computing  p 
Through  the  ^'eb.  busines 
gence  capabilities  can  be  disi 
to  an  entire  organization.  .As  » 
even"  depanmal 
a  broader  per|' 
of  their  imr= 
orgarfication. 
impact  of  cmep 
ments  on  - 
can  plan 
coordinate 
of  inrormatio 
the  or 
can  betters 
m.ental  goa 
long-range 
goals.  The 
better  decisions,  even"  dav  —  1 
one  in  the  oreanirarion. 


e  cause 


Success  in  business  is  about  mana<iin6  iactors  tlial  impact  your  bottom  line.  lo  pinpf)int  those  factors, 
-■uccessful  companies  around  tbe  globe  turn  to  \\ orld-leadino  Cognos  Business  Intelligence  software. 
■Abetl  ler  its  integrated  witb  \our  critical  ERP  applications  or  otber  established  sys-tems.  C  ognos  Business 
1 'itelligence  sofirware  enables  busmess  users  across  your  enterprise  to  securek'  access,  repfirl  on.  and  anakze 
>our  corporate  data.  ^ou  ba\e  tbe  data,  but  it's  Business  Intelligence  tbat  puts  you  in  control. 
.\nd  gi\es  you  tbe  pov\er  to  mabe  better  decisions  e\ei-\  da\.  \  isit  our  Website  or  call  l-8( )( )-426-466<  ext.  2084. 


www.cogcnos.com/incontrol 


Cognos.  tr«  Co^xs  togo  and  BeKe*  [>ecsions  Ev^ry  Day  are  V^Sermms  Oi  Cognos  b- 


Better  Decisions  Every  Day- 


Economic  Trends 


BY  GENE  KORETZ 

WHEN  TAXES 
SPELL  GOOD  NEWS 

A  strong  economy  boosts  revenues 

Taxes,  as  the  sajing  goes,  may  be 
as  unavoidable  as  death,  but  do 
they  have  to  be  so  high? 

That's  the  question  raised  by  some 
supply-side  economists  who  are  exer- 
cised by  what  they  regai'd  as  an  alaiTti- 
ing  statistic:  In  recent  yeai's.  federal  in- 
dixidual  income  and  pajToll  taxes  have 
been  claiming  an  ever  larger  share  of 

TAXES  TAKE  A  RISING  SHARE 
OF  PERSONAL  INCOME 
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■90  '91  '92  '93  '94    95  '96  97 
▲  PERCENT  OF  PERSONAL  INCOME 
DATA;  NORTHERN  TRUST  CO.    'INCOME  AND  PAYROa  TAXES 

personal  income — rising  from  17.1%  in 
1992  to  20.4%  in  the  thii-d  quaiter  of  '98, 
the  highest  level  in  the  postwar  period. 

As  some  critics  see  it,  this  growing 
tax  bite  is  squeezing  consumers.  With 
more  income  being  siphoned  off  by  tax- 
es, they  say,  stinggling  households  have 
had  to  dip  into  savings  simply  to  main- 
tain consumption  patterns.  And  the  fact 
that  the  monthly  savings  rate  recently 
turned  negative  for  the  fu'st  time  in  60 
years  underscores  the  problem. 

Does  it?  Economist  Paul  L.  Kasriel  of 
Northern  Tiaist  Co.,  who  has  long  fa- 
vored lower  marginal  tax  rates,  is  dubi- 
ous. For  one  thing,  he  regards  the  pic- 
ture of  tax-beleaguered  households 
stniggling  just  to  maintain  consumption 
as  highly  exaggerated.  In  actuality,  he 
notes,  people  have  been  spending  with 
exuberance — so  much  so  that  consump- 
tion outlays  have  averaged  81.4%  of 
personal  income  since  the  start  of 
199:^ — the  highest  level  in  fom-  decades. 

As  for  the  rising  tax  take.  Kasriel 
claims  that  the  main  cause  has  been 
increases  in  inflation-adjusted  income, 
which  have  been  pushing  tax  filers  into 
higher  marginal  brackets.  Indeed,  real 
personal  income  last  autumn  w^as  run- 
ning nearly  4%  over  its  year-earlier 
level,  compared  with  a  mere  1%  gain 


that  was  registered  in  early  1993. 

Similarly,  more  income  has  become 
subject  to  taxation  as  more  households 
have  moved  off  welfai'e  rolls  and  onto 
pa\Tolls  in  response  to  welfare  reform 
and  a  tight  labor  market.  Kasriel  calcu- 
lates that  welfai'e  pa\Tnents — which  ai'e 
not  subject  to  taxation — have  fallen 
from  about  0.45%  of  pei'sonal  income  in 
early  1992,  to  0.24%  at  last  count. 

Finally,  Kasriel  points  to  a  develop- 
ment others  have  cited  in  explaining 
the  falling  sa\ings  rate  and  rising  tax 
bite:  the  huge  increase  in  household  net 
worth  generated  by  the  stock  market 
boom.  With  the  value  of  their  past  sav- 
ings and  investments  rising  so  rapidly, 
consumers  have  felt  fi"ee  to  ciulail  cin-- 
rent  sa\ings  so  they  can  enjoy  the  fi"uits 
of  their  past  thiift  now.  At  the  same 
time,  the  tax  take  from  capital  gains 
on  stock  holdings  has  surged  higher, 
even  though  such  gains  themselves 
aren't  counted  as  personal  income. 

In  sum,  rather  than  a  tlu'eat,  today's 
high  tax  receipts  and  low  savings  rate 
appear  to  reflect  highly  favorable  eco- 
nomic trends:  rising  real  incomes,  de- 
clining welfai'e  rolls,  and  increasing 
household  wealth  and  capital  gains. 

"At  the  stall  of  the  Reagan  Presiden- 
cy." says  Kasriel.  "supply-sidei-s  promised 
us  higher  tax  revenues  if  tax  rates  were 
cut.  With  mai'ginal  rates  dowTi  shai-ply 
since  then,  the  ii-ony  is  that  the  cuirent 
revenue  sui'ge  could  be  the  legacy  of 
Reagan's  supply-side  revolution." 


PARENTAL  LEAVE: 
HEALTHIER  KIDS 

It  has  lowered  infant  mortality' 

Wliile  pai-ental-leave  advocates  have 
stressed  the  benefits  for  children, 
there  have  been  relatively  few  studies 
demonstrating  these  benefits.  In  a  new- 
National  Biu'eau  of  Economic  Research 
working  paper,  however,  economist 
Christopher  Ruhm  presents  evidence 
that  such  policies  do  have  a  positive  ef- 
fect on  one  aspect  of  children's  well-be- 
ing: infant  ancl  child  mortality. 

Ruhm  analyzes  changes  in  parental- 
leave  policies  in  nine  Westem  Eiu'opean 
countries  fi-om  1969  to  1994.  Unlike  the 
U.S.,  whose  1993  Family  &  Medical 
Leave  Act  gives  unpaid  parental-leave 
rights  to  only  those  working  for  lai-ger 
employers,  all  of  the  nations  studied 
have  provided  paid,  job-protected  time 
off  to  women  since  at  least  1983.  Thus, 
such  tax-financed  entitlements — cur- 
rently averaging  32  weeks — are  used 


by  most  eligible  workers  (including 
in  some  countries). 

WTiile  Ruhm's  analysis  indicates 
much  of  the  shaip  decline  in  infani 
child  mortality  rates  since  1969  w 
related  to  parental-leave  polici 
does  find  that  longer  leaves  signifi 
reduced  child  deaths.  Specifically, 
leave  substantially  lowered  post- 
tal  and  child  mortahty  rates  (deat 
culling  between  28  days  and  12  m 
of  age  and  between  the  first  an 
birthdays).  By  contrast,  longer 
poHcies  had  Httle  effect  on  low 
weights  or  on  deaths  of  younger 

Since  falling  mortality  rates 
sensitive  measui'e  of  health  gains 
Ruhm.  these  results  suggest 
parental  leave  may  be  a  cost-effi 
way  to  improve  overall  chikh'en's 


ANOTHER  HUGE 
BUDGET  SURPLL 


()() . 


Forecasts  may  still  be  way  t 

After  raising  its  estimatt-  ■  • 
1999's  federal  budget  sui-;' 
$9  billion  to  S80  billion  last  Auli;- 
Congressional  Budget  Office  lia- 
trimmed  it  back  to  S63  billion.  AiJl 
Office  of  Management  &  BudgA 
weighed  in  with  an  even-lower  i 
tion  of  S54  billion. 

But  both  forecasts  ai-e  Likely  to 
fai-  too  low.  says  economist  Maiu'^ 
ris  of  Paine  Webber  Inc.  He  note 
federal  tax  receipts  in  October  ai] 
vember.  the  first  two  months  o 
'99,  were  up  7.1%  fi'om  the  year- 
period,  while  outlays  were  4.4% 
If  these  trends  continue  throu 
fiscal  year,  he  calculates,  the  s 
would  hit  an  impressive  S121  bill 
As  it  is.  Hanis  is  projecting  a  $ 
lion  suipli^s.  Sj^end- 
ing  gi'owth  will  be 
held  down  by  low- 
er interest  pay- 
ments on  federal 
debt,  he  says,  and 
by  an  annual  cost- 
of-living  adjust- 
ment to  Social  Se- 
curity of  just  1.3%, 
the  lowest  since 
1987.  And  revenue 
gi'owth  will  be  bol- 
stered by  rising 
real  incomes  and 
by  strong  capital- 
gains  tax  receipts 
generated  by  last  year's  volatile  it 
timatelv  buoyant  stock  mai'ket. 
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ILL  HAMMERING  AWAY- 
ST  NOT  SO  HARD 

sing  starts  will  cool  a  bit,  while  business  construction  declines 


S.  ECONOMY 


E  CONSTRUCTION 
OKS  WOBBLY 


ONTRACTS 


Duiing  the  winter  months,  the 
construction  data  often  tell 
Dre  about  the  weather  than  about  the  amount  of 
consumers  and  businesses  are  shelling  out  for 
imes,  offices,  and  stores.  A  mild  winter  means 
)uilding.  Snow  and  ice  can  temporarily  shut  the 
y  down. 

looking  beyond  the  seasonal  bUps,  how  is  the 
I  for  construction  in  1999  shaping  up?  The  an- 
epends  on  which  sector  you're  looking  at.  Resi- 
:  building  will  be  supported  by  low  interest 
:ight  labor  markets,  and  a  strong  stock  market, 
^h  builders  will  not  be  as  busy  as  they  were  in 
-Nonresidential  construction,  already  sagging  in 
all  continue  to  shrink  in  1999,  as  capital  budgets 
nesses  are  squeezed  by  poor  profits  and  cash 
id  tighter  credit  conditions. 

The  trends  are  evident  in 
the  November  data  for  con- 
struction spending,  which 
showed  that  total  outlays  rose 
0.9%,  based  on  a  1.2%  jump 
in  residential  building  and  no 
gain  in  nonresidential  con- 
struction. Moreover,  while 
soaring  November  home  sales 
E|  NOV '98      pomt  to  contmued  resilience 

k| ;  OF  DOLLARS  jj^  houslug,  data  on  new  con- 

I;  struction  contracts  highlight 

t  :oing  weakness  in  the  business  sector  (chart), 
h  v^alue  of  new  nonresidential  contracts  edged  up 
'mber,  but  they  had  tumbled  to  a  2^-year  low  in 
'.  Since  August,  contracts  have  dropped  17%, 
ing  that  last  year's  slide  in  business  expendi- 
)r  new  projects  is  intensifying.  Nom-esidential 
fell  in  the  first  two  quarters  of  1998,  did  not 
the  third  quarter,  and  monthly  data  show  that 
g  so  far  in  the  fourth  quarter  is  above  its  third- 
level. 

I  BUSINESS  CONSTRUCTION,  two  main  trends 
'  vill  continue  in  1999.  Office  constmction  will  ex- 
i  i  ther,  while  industrial  building  faces  more  ero- 

ter  the  overbuilding  debacle  of  the  1980s,  office 
rs  have  been  more  prudent  in  the  1990s.  When 

■ssion  ended  in  early  1991,  office  vacancy  rates 
^-  '■  downtown,  metropoUtan,  and  suburban  areas 
(  t  16.6%,  19.1%,  and  20.8%,  respectively  Since 


PURCHASERS  SAY 
WEAKNESS  IS  SPREADING 


0  IIIIIIIIIIIIH  Illlll 

JAN.  '96  DEC,  '98 

▲  PERCENT  REPORTING  IMPROVEMENT 
DATA:  NATIONAL  ASSOCIAriON  OF 
PURCHASING  MANAGEMENT 


then,  rates  have  fallen  steadily  to  below  10%  for  all 
thi-ee  categories,  the  lowest  since  the  early  1980s. 

The  F.  W.  Dodge  Div.  of  The  McGraw-Hill  Compa- 
nies expects  commercial  office  space  to  increase  5%  in 
1999,  after  surging  23%  in  1998.  Moreover,  with  office 
space  tight,  rents  are  likely  to  rise,  enhancing  the 
expected  returns  on  new  buildings.  However,  not  all 
commercial  construction  will  fare  as  well  as  office 
building.  Recent  rapid  gi'owth  in  retail  stores  and  ho- 
tels makes  those  two  sectors  especially  vulnerable  to 
any  slowdown  in  consumer  spending. 

Industrial  construction  faces 
the  toughest  road  in  1999.  Al- 
ready, real  outlays  for  new 
plants  and  warehouses  have 
declined  in  each  of  the  past 
three  months,  and  they  are 
down  8.6%  from  a  year  ago. 
Manufacturing  companies  have 
no  incentive  to  expand  their 
facilities:  Production  is  stag- 
nant. Employment  and  capaci- 
ty use  are  falHng.  Foreign  de- 
mand remains  weak.  Domestic  demand  is  expected  to 
slow.  And  pricing  power  has  evaporated. 

The  sector's  woes  are  evident  in  the  latest  report 
from  the  nation's  purchasing  managers.  The  purchasers' 
composite  index  of  industrial  activity  fell  in  Decem- 
ber to  45.1%,  the  lowest  reading  since  the  1990-91  re- 
cession, suggesting  a  worsening  contraction  in  the  fac- 
tory sector  (chart).  In  particular,  the  purchasers' 
employment  index  fell  to  the  lowest  level  in  nearly 
seven  yeai's,  suggesting  more  layoff's,  and  their  price  in- 
dex dropped  to  the  lowest  level  since  1949.  Until  man- 
ufacturing activity  bounces  back,  companies  simply  vrill 
not  be  building  new  facilities. 

WHILE  MANY  COMMERCIAL  and  industrial  devel 
opers  may  be  on  shaky  ground  in  1999,  homebuilders 
can  look  foi"ward  to  another  solid  year,  although  not  as 
spectacular  as  1998.  That's  because  household  financial 
fundamentals  will  not  be  as  powerful  as  they  were  in 
1998,  and  because  so  much  demand  has  already  been 
satisfied. 

Clearly,  1998  was  a  banner  year  for  housing.  Sales 
probably  totaled  880,000  for  all  of  1998,  the  best  year 
ever.  In  November  alone,  sales  of  new  single-family 
homes  shot  up  to  a  record  annual  rate  of  965,000,  up 
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7.6^  from  October's  rate,  which  was  revised  to  897.000 
from  851.000  (chaill  Unseasonably  mild  weather — ^the 
waiTnest  November  since  1990 — appeal's  to  have  boost- 
ed the  month's  total.  Still,  builders  tried  all  year  to 
catch  up  ^vith  sm-ging  demand.  The  November  inven- 
toiy  of  unsold  homes  shpped  to  a  record-low  3.7 
months'  supply.  And  starts  of  single-family  houses  in 
199S  were  the  sti-ongest  in  20  yeai's. 

Fom'  factors  have  bolstered  demand:  Strong  labor 
mai'kets  made  consumers  confident  about  thefr  job 
prospects,  so  they  were  wiULng  to  make  the  financial 
commitment  of  homeownei-ship.  SoUd  income  growth 
gave  them  the  means,  and  stock  mai-ket  gains  gave 
many  a  som*ce  for  the  downpa^kToent.  Plus,  low  mort- 
gage rates  have  made  home  bming  more  affordable. 

THE  OUTLOOK  FOR  EARLY  1999  remains  upbeat,  as 
long  UiG  Miin  Win'ey  doesn":  riiiider  construction.  A 
December  sm-x'ey  of  homebuildei-s  showed  them  ver^■ 
optimistic  about  sales  over  the  next  few  months,  while 
mortgage  apphcations  to  buy  a  home  in  December  re- 
mained close  to  November's  high  level. 

Demographies  is  a  key  i-eason  housing  will  slow  this 
yeai".  In  the  long  run.  the  major  detei-minant  of  demand 
is  the  number  of  new  households  fornied.  And  for  the 
past  thi-ee  yeai-s.  buildei-s  have  been  putting  up  homes 
at  a  faster  rate  than  yoimg  adults  ai-e  mo\"ing  out  on 
thefr  own.  In  addition,  a  recoiti  66.8*1:  of  families  ai^e 


homeowners,  making  for  fewer  potential  new  hi 
The  financial  landscape  wQl  also  biing  housing 
ity  down  a  notch.  The  stock  market  is  not  exj 
repeat  its  gains  of  the  past  few  years,  so  const 
may  have  to  channel  more  of  thefr  current  incoi 
wai-d  retfrement  accounts  or  college  funds.  Andj 
term  interest  rates  are  expected  to  rise  over  the 
of  1999.  lifting  mortgage  pajTnents  as  well. 

To  be  sm"e,  housing  isn't  ex- 
pected to  fall  back  by  much.        NEW  HOME  Si 
For  the  entii-e  year,  the  Na-  UP  AND  AWi 

tional  Association  of  Home 
Builders  expects  starts  to  av- 
ei-age  1.4S  million.  That's  down 
tvom  1.61  million  in  1998,  but 
it  wotild  still  be  the  second- 
best  showing  of  the  1990s. 
And  the  economy  will  get  a 
lift  as  the  home  buyers  of  a--;.;v>:-: 
1998  continue  to  purchase  fur-  .x?.  .««:•.-. 

niture.  textiles,  and  electronics  for  thefr  new 

Unlike  1998.  however,  when  a  ix>aiing  housing 
offset  the  decline  in  noriresidential  constructioJ 
year  should  see  both  constinction  sectors  on  a  | 
trend.  It's  just  that  housing  won't  decline  nea 
much  as  commercial  construction.  Even  so.  si 
building  activity  overall  will  prexide  another 
the  bi-akes  to  slow  the  U.  S.  economv  in  1999. 


CZECH  REPUBUC 


lAEASE.  EVEN  AFTER  THE  EASING 


ii 


Government  polic\Tnakers 
struggle  to  lift  the  Czech  Re- 
public out  of  its  severe  recession, 
which  showed  no  signs  of  ending 
as  1998  closed. 

Real  gross  domestic  product  in 
the  thii"d  quaiter  fell 
2.9*"^  below  its  yeai- 
ago  level.  A  shai-p 
drawdown  in  invento- 
ries led  the  decline, 
but  capital  and  con- 
sumer spending  also 
fell.  The  eai^ly  data  on 
the  fourth  quaiter  are 
equally  dismal.  Octo- 
ber retail  sales  and  a^ce- 
constiTiction  outlays 
were  below  y ear-ago  levels.  And 
industrial  sales  were  down  in  both 
October  and  November. 

In  respor^.  the  Czech  centi"al 
bank  has  cut  fr.terest  rates 
(chaitl  Since  mid-Julv  the  bank 


CENTRAL  BANKERS  TAKE 
AN  AX  TO  RATES 


has  trimmed  rates  seven  times, 
including  a  Dec.  22  cut  of  a  fuU 
percentage  point,  biinging  the  14- 
day  repurchase  rate  down  to 
9.5'7.  That  easing  might  seem  like 
a  godsend,  but  in  fact,  inflation 

has  fallen  faster  than 
have  rates,  so  real  in- 


terest rates  ai-e  high- 


er now  than  at  the 
start  of  1998.  Yeai-ly 
consiuner  inflation 
was  lo.l'x  in  -Januarj". 
but  had  slipped  to 
7.5'^  in  November, 
and  is  expected  to  be 
7*7  in  Dec-ember.  That 
means  the  real  repo 
rate  was  2.5<~c  after  the  latest  cut. 
up  from  1.6o'~c  in  -Januaiv-.  1998. 

As  1999  began,  the  centi"al 
bank  hinted  that  at  least  one 
more  rate  cut  is  coming,  because 
the  goveiTiment  wants  lower 


rates  to  weaken  the  koruna, 
whose  climb  has  tempered  tl 
gi-owth  of  Czech  exports.  Tiv 
ruim  rose  151:  vs.  the  doUar 
1998,  and  7^  vs.  the  German 
mark  in  1998.  TMth  Czech  go 
more  expensive  globally,  rea 
ports  in  the  third  quarter  gr 
8.1*7  from  a  year  ago.  down 
a  12.3'~c  gain  in  the  second  q 
ter  and  a  27.4*7  surge  in  the 
Easier  monetan.'  policy,  th 
m.ay  spui-  a  recoveiy  in  doBM 
demand,  boosting  imports 
widening  the  trade  deficit. 
cuiTent-acc-ount  deficit  proba" 
improved  in  1998.  to  2.3*7  ofl 
fi-om  6.1*7  in  1997.  The  main] 
TV  is  that  a  reversal  in  the 
could  cause  a  severe  and 
weakening  in  the  koruna,  as 
pened  in  May.  1997.  The 
back  then  was  a  large  and 
c-ome  acceleration  in  inflatii 
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designed  cars  and  trucks  by  Ford,  A  better  way  to  deploy  software  by  Tivoli. 


)u  set  out  to  build  the  best  performing,  safest 
t  environmentally  friendly  cars  and  trucks  in  the 
;'s  best  not  to  keep  the  world  (or  your  designers) 
Ford  needed  a  faster  way  to  standardize  software 
II  of  their  design  centers,  worldwide, 
'solution:  IT  management  software  from  Tivoli 
:  Inc.,  an  IBM  company.  Using  Tivoli  Enterprise", 
ble  to  synchronize  the  release  of  CAD/CAM  soft- 
tomatically,  to  its  global  fleet  of  10,000  UNIX" 


workstations  -  all  from  a  central  location.  Now,  instead 
of  spending  their  time  downloading  the  latest  software 
updates.  Ford  engineers  and  designers  around  the  world 
use  identical  versions  of  software  to  collaborate  on  new 
car  and  truck  designs  -  saving  Ford  both  time  and  money. 

It's  one  way  Tivoli  is  helping  Ford  shape  the  next 
generation  of  automobiles.  To  find  out  how  Tivoli  can 
help  speed  your  designs  to  market,  go  to  www.tivoli.com 
or  call  1888  TIVOLI-1. 


)  registered  trademark,  Tivoli  Enterpnse  is  a  trademark,  and  The  Pow/er  to  Manage  Anything.  Anywhere,  is  a  service  mark,  of  Twoli  Systems  Inc  in  the  United  States  and/or  other  countries  In  Denmark,  Tivoli  is  a  irade- 
Jnsed  from  Kjobenhavns  Sommer  -  Tivoli  A/S.  Tivoli  Systems  Inc  is  an  IBM  company  IBM  is  a  trademark  of  International  Business  Machines  Corporation  in  ihe  U  S  and/or  other  countries  UNIX  is  a  registered  trademark 
liled  States  and/or  other  countries  licensed  exclusively  through  X/Open  Company  Limited.  Other  company  product,  and  service  names  may  be  Ihe  trademarks  or  service  marks  of  others  ©1998  Tivoli  Systems  Inc. 
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WE  HAVE 
LIFTOFF! 


The  strong  launch  of  the  euro  is  hailed  around  the  worl 


The  mood  was  giddy  just  about 
everywhere  on  the  Continent  as 
Eui-ope's  new  ciuTency,  the  euro, 
made  its  gi'and  debut.  In  Frank- 
fiut,  dignitaiies  ceremoniously  laimched 
Gennany's  fii'st  euro-denominated  stock 
trading  on  the  morning  of  Jan.  4  as 
strobe  hghts  flashed  and  the 
uplifting  strains  of  Beethoven's 
Ode  to  Joy  wafted  through  the 
bourse.  Stock  markets  from 
Frankfuit  to  Paiis  to  Milan  responded  to 
the  euphoria  by  soaring  more  than  St- 
over the  next  three  days. 

The  triumphant  music  seems  appro- 
priate, at  least  for  now.  After  years  of 
skepticism  fi'om  critics  on  the  Continent 
and  abroad,  Eiu'ope  has  its  common  cui'- 
rency.  To  the  delight  of  its  champions, 
the  eui'o  is  a  robust  newborn,  not  the 
pipsqueak  its  doubtere  had  ex]3ected.  The 
$1.17  kickoff  rate  set  by  Eiu'opean  au- 
thorities already  includes  a  rise  of  about 
10%  in  major  Eiu'opean  ciuTencies  diuing 
the  mnup  to  the  new  cm-rency  tliis  fall. 
According  to  J.  P.  Moi-gan,  the  eiu'o  will 
climb  a  fiuther  12%  by  yeai-end,  to  $1.31. 
NEW  GAME.  Even  without  such  a  dra- 
matic lise,  the  eiu'o  is  a  force  to  be  reck- 
oned with.  Tlie  long-term  effects  of  meld- 
ing an  11-nation,  $6.5  trilhon,  290 
million-person  region  into  one  economic 
and  financial  bloc  are  giving  Continental 
Eui'ope  new  cachet.  Companies  around 
the  world  ai"e  eager  to  exploit  what  they 
ho|)e  will  become  a  trae  single  mai'ket.  If 
the  eui'o  acts  as  a  catalyst  for  regulatory 
and  economic  refonn,  nudging  the  Conti- 
nent away  fi'om  its  socialist-flavored  cap- 
italism, Eiu'ope  could  become  a  competi- 
tive power,  attracting  new  investment 
from  around  the  globe. 

Ah'eady,  the  eui'o  has  instantly  created 
a  $2  trillion  government  bond  market, 
20%  bigger  than  the  U.  S.'s,  and  should 


UR 


over  time  expand  anemic  Continental 
stock  markets  and  corjDorate  bond  mar- 
kets to  neai'ly  U.  S.  dimensions.  Tliat  po- 
tential makes  Europe  a  compelling  in- 
vestment story  for  foreigners  and  locals 
alike.  "Now  that  there  is  no  fragmenta- 
tion of  Em"opean  ciuTencies,  we  exjaect  to 

a see  enormous  investment 
flows  into  the  new  cuiTency," 
says  Luis  Manas,  deputy  chief 
financial  officer  at  Spanish  oil 
company  Repsol. 

That  prospect  changes  the  game  for 
Wasliington  as  well  as  Wall  Street.  From 
now  on,  the  world's  central  banker's  must 
watch  the  eui'o  wliile  setting  then'  own 
monetary  policy.  The  U.  S.  Federal  Re- 
serve may  find  that  the  upstart  chal- 
lenges the  dollar  as  a  resei"ve  cmi'ency 
(page  36).  That  could  alter  monetaiy  pol- 
icy: With  eveiy  move  it  makes,  the  Fed 
would  have  to  take  into  account  the  ef- 
fect on  the  dollai'-em-o  rate.  Tokyo,  in- 
stead of  monitoring  just  the  cnacial  yen- 
dollar  relationship  that  regulates  the 
Japanese  exjjort  macliine,  must  now  keep 
a  nei-vous  eye  on  the  em'o-dollar  link  as 
well.  On  the  bright  side,  a  strong  eui'o 
will  help  Japan  export  more  to  Europe. 

Undeipimiing  the  new  cui-rency's  ini- 
tial strength  ai'e  potent  economic  funda- 
mentals. Economic  gi'owth  in  the  euro 
zone  is  expected  to  rival  the  2%  rate 
projected  for  the  U.  S.  this  year.  And 
despite  the  falloff 
in  Asian  demanc 
Goldman,  Sach; 
&  Co.  expects 
the  region's 
cuiTent-account 
surplus  to  hit 
$109.6  billion,  slightly 
more  than  last  year 
That  compares  with 
the  punishing  $250 


billion-plus  deficit  projected  for  th 
"There  will  be  upwai"d  pressure 
eiu'o  against  the  doUai'  for  the  ne> 
or  two,"  predicts  Richard  Fortes,: 
dent  of  the  Centre  foi'  Economic 
Research  in  London. 

At  the  same  time,  the  euro  vi 
ensures  that  European  govemmenf 
theii'  fiscal  houses  in  order.  Und« 
zone  membership  rules,  national 
must  be  less  than  3%  of  gross  d( 
product.  Meeting  that  iTile  drove  i 
in  the  region  down  to  0.9%  late  la^i  ti 
compared  with  1.7%  in  the  U 
still  bullish  on  the  Em-opean  eco 
says  Leonhai'd  Fischer,  a  board  n  m 
at  Gemiany's  Dresdner  Bank, 
all  the  troubles  in  the  world,  I  thi 
in  Europe  the  dynamics  of  the  ei 
take  ovei'." 

POLITICAL  BACKLASH?  A  stron 

would  be  v;elcome  in  most  of 
of  the  world,  too.  It  would  ease  t 
nomic  crisis  in  Asia  and  other  en 
markets  by  helping  make  con  5^: 
there  more  competiti^'e  when  se 
Euroi)e.  It  also  would  lessen  the  s 
the  trade  deficit  on  the  U.  S 
by  giving  American  exporters  a 
boost. 

But  there's  a  dark  side  to  th 
namics.  For  Eui'ope  to  prosper,  t 
can't  soar  too  high.  A  too-stroi 
could  increase  strains  inherent 
new  monetary  union.  The  en 
thi'ows  together  nations  with  va| 
ferent  financial 
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BOOSTER  A  healthy  euro  would 
help  Asia  and  trim  the  U.  S. 
deficit  by  spurring  exports.  But 
if  it  soars  too  high,  Europe 
could  get  clobbered 


and 

)rospects, 
le  low  inter- 
tailored  for 
wth  Germany 
ice.  Tlie  cuiTent 
fast-growth  na- 
e  Spain  and  Ire- 
uld   turn  into  a 
yle  bust  if  it  lasts 
And  rigid  labor  reg- 
I  mean  that  pockets  of 
'  tnployment  could  crop  up  in 
■  and  France  at  the  fti'st  hint 
n. 

happens,  pessimists  fear  that 
•'W  left-wing  governments  will 
I  i  seal  piTjdence  and  go  back  to 
tax-and-spend  policies.  That  in 
uiideiTnine  global  confidence  in 
■uirency  and  send  investoi-s  flee- 
\  we  manage  oui"  economy  and 
manages  its  economy  will  ul- 
(Ictei-mine  the  eui'o's  value," 
Deputy  Ti-easmy  Secretaiy 
'  H.  Summers. 
'v  danger  of  a  supereui-o  is 
backlash.  Leaders  in  Ger- 
1  France,  which  account  for 
in  half  of  the  euro  zone's 
11'   that   by  depressing 


growth,  busi- 
ness investment, 
and  consumer  confidence,  a  too-strong 
ciUTency  could  stall  the  Continent's  al- 
ready dicey  economic  recovery.  That's 
one  reason  Gennan  Finance  Minister  Os- 
,^  kai'  Lafontaine  is  calling  for 
a  fonnal  trading  band 
to  forestall  huge 
swings  between  the 
eui'o,  dollar,  and  yen. 
U.  S.  officials  I'eject  the 
idea,  but  the  Japanese 
are  entertaining  it, 
prodded  by  the  Ger- 
mans and  French. 
Indeed,  the  left-of- 
center  governments  that 
have  come  to  power-  across 
Europe  in  the  last  18 
months  are  counting 
on  a  euro-related 
boost  to  help 
slash  the  re- 
gion's unem- 


ployment rate,  which  averaged  11%  last 
year  A  superem-o  could  slam  Eiu'opean 
exports,  slow  business  investment,  and 
kill  off  the  consumer  recovery  the  politi- 
cians are  counting  on.  Goldman  Sachs 
equity  strategist  Peter  SulUvan  figiu'es 
that  a  15%  rise  in  the  euro,  to  about 
$1.85,  would  be  enough  to  begin  stunting 
corporate  profit  gi'owth  and  clobber 
booming  Continental  equity  markets. 
TAKEOVER  BINGE.  At  least  to  begin  with, 
the  eiu'o  is  likely  to  energize  Eiu'ope's 
economy.  Already,  restmctming  is  ram- 
pant among  its  biggest  companies.  Tlie 
massive  mergers  mmoi'ed  to  be  immi- 
nent in  the  auto  industry — with  bmw, 
Volvo,  and  others  believed  to  be 
takeover  bait — are  just  one  sign 
of  the  loish  to  build  gi-eater 
critical  mass.  One  reason: 
For  carmakers,  consumer 
goods  companies,  retailers 
and  others,  the  single  cui'rency 
is  suddenly  making  prices  ti"ans- 
parent  across  national  borders, 
unmasking  protected  profit 
havens,  and  forcing  the 
overall  level  of  prices  down. 
Global  players  such  as  Volk- 
swagen and  DaimlerChrysler 
can  better  withstand  the  strain. 
Plus,  by  boosting  the  bal- 
ance sheets  and  shai"e  prices 
of  European  companies,  a 
strong  euro  could  accelerate 
Eiu'ope's  buying  spree  in  the  U.  S. 
Some  analysts  think  Daimler  Benz's 
$94  billion  takeover  of  Chrysler  and 
Deutsche  Bank's  $9  billion  bid  for 
Bankers  Trust  were  signs  of  a  huge 
takeover  binge  to  come.  Germany's 
Dresdner  Bank  and  the  Netherlands' 
ABN-Araro  ai-e  ah-eady  scouting  the  U.  S. 

At  the  same  time,  U.  S.  companies  in 
many  sectors  ai"e  mapping  massive  ex- 
pansion plans.  Investment  banks  such  as 
Morgan  Stanley  Dean  Witter,  Merrill 
Lynch,  and  Goldman  Sachs  have  moved 
whole  teams  of  bankers  from  New  York 
to  Eui'ope.  In  three  short  years,  they 
have  come  to  dominate  European  merg- 
ers and  acquisitions.  In  retailing,  Wal- 
Mait  Stores  Inc.  has  bought  up  two  Ger- 
man chains  and  is  building  a  major 
European  presence.  Long-entrenched 
U.  S.  companies  know  they  have  to  beef 
up.  "My  guess  is  [the  em'o]  will  pull  in- 
vestment capital  into  Eiu-ope,"  says  Mike 
BiuTis,  the  new  head  of  General  Motors 
Coip.'s  European  operation. 

Eui'o  skeptics  may  be  underestimating 
the  new  cmrency's  appeal  in  Asia,  too. 
Tokyo-based  Warbiu'g  Dillon  Read  econ- 
omist Kazuko  Mizuno  predicts  that 
Japanese  Ufe  insui'ers,  for  instance,  wUl 
quickly  start  shifting  some  of  their  mas- 
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THE  FALLOUT 
FROM  A  STRONG  EURO 

THE  DOLLAR 

If  the  euro  challenged  the  green- 
back as  a  reserve  currency,  U.  S. 
authorities  might  need  to  raise 
rates  to  shore  up  the  dollar. 

TAKEOVERS 

A  strong  euro  would  give  European 
companies  a  powerful  weapon  to 
shop  for  acquisitions  around  the 
world. 

COMPANIES 

U.  S.  businesses  could  boost  their 
earnings,  and  maybe  sales,  in 
Europe.  But  the  Continental  recov- 
ery could  suffer. 

EMERGING  MARKETS 

Exporters  in  Asia  and  other  bat- 
tered regions  could  get  a  lift  from 
selling  more  goods  in  Europe. 

DATA;  BUSINESS  WEEK 

sive  investments  into  eiu'o-denominated 
bonds.  Toyota  and  other  Japanese  com- 
panies have  announced  big  new'  invest- 
ments in  the  eui'o  zone,  because  they 
think  the  new  cuiTency  wiU  boost  the 
Continent "s  economy. 
WILD  CARD.  Buying  by  Asian  central 
banks  could  also  buoy  the  em'o  as  they 
swap  eui'os  for  dollars  in  their  resen-e 
holdings.  The  central  banks  say  they 
plan  to  monitor  the  euro  for  now,  but 
"there  will  definitely  be  some  switch- 
ing if  the  eui'o  tm'ns  out  to  be  a  fiiTn, 


stable  currency,"  says  Friedrich  Wu, 
chief  economist  for  state-owned  Devel- 
opment Bank  of  Singapore.  Some  ana- 
lysts think  the  banks  will  start  bu\ing 
sooner  and  faster  than  e.xpected  if  the 
euro  show's  signs  of  a  sustained  rise 
against  the  dollar. 

The  wild  cai'd  in  the  em'o's  prospects 
is  interest  rates.  With  U.  S.  growth  at 
last  projected  to  slow,  to  about  2%  in 
1999  after  four  unexpectedly  strong 
yeai's,  economists  figiu-e  that  U.S.  Fed- 
eral Resen'e  Chairman  AJan  Greenspan 
will  continue  cutting  rates  fi'om  the  cm*- 
rent  4.7.5%.  At  least  initially,  the  Eiu'o- 
pean  Central  Bank  also  has  been  easing. 
It  orchestrated  a  cut  to  the  aurent  ?>%  in 
December,  even  before  it  officially  took 
over  monetan'  policy.  Many  economists 
expect  another  cut  tliis  yeai'.  Deutsche 
Bank  thinks  em'o  zone  rates  could  go  as 
low  as  2.5%  by  midyear.  That  would 
make  the  em'o  a  less  attractive  invest- 
ment than  the  dollai"  even  if  Greenspan 
eases  considerably. 

But  the  ECB  is  trying  to  use  its  ac- 
commodating stance  as  a  caiTot  for  Eu- 
ropean policymakers.  The  bank  contin- 
ues to  call  for  more  deregulation  and 
other  economic  refoi-ms.  ""Wlien  the  cen- 
tral bankers  eased  in  December,  they 
w'ere  sajing  to  the  politicians,  'You  have 
to  follow  thi'ough  with  stmctm^al  and  la- 
bor market  refomis,' "  says  Frankfml- 
based  Bank  .JuUus  Baer  economist  Ger- 
hard Grebe.  European  central  bankers 
know  that  a  new  cmrency  alone  won't 
cm-e  what  still  ails  the  Old  World.  But 
for  now,  it's  a  pretty  good  tonic. 

By  Thane  Peterson  in  Frankfurt,  with 
Margaret  Popper  in  Madrid.  Owen  Ull- 
mann  in  Washington,  Brian  Bremner 
in  Tokyo,  Bruce  Einhorn  i)i  Hong  Kong, 
and  Karen  Lowry  Miller  i)i  Detroit 


OUTSIDE. 
LOOKING  IN 

Euro  holdouts  wait  and 


The  countries  on  the  sidelin 
new'  euro  zone  w'atched 
while  champagne  corks  p 
Bnissels  and  Frankfiut  in  early 
Many  of  the  non-euro  count 
doubted  that  the  single  curren 
ever  happen.  But  now,  with 
o&  to  a  strong  stait,  pressure  is 
for  them  to  join. 

Britain,  the  largest  of  the  ; 
countries,  will  play  the  belhvd 
citizens  remain  decidedlv  ami 


COMIVIENTARY 


By  Stanley  Reed 


NOW  THE  DOLLAR  HAS  A  CO-STAR  ON  THE  WORLD  STAGE 


The  birth  of  the  euro  may  be  the 
most  significant  event  in  world 
monetary  history  since  the  collapse 
of  the  Bretton  Woods  fixed-exchange- 
rate  system  in  the  1970s.  If  it  succeeds, 
the  em'o  will  pose  the  first  challenge  to 
the  dollar's  dominance  as  an  interna- 
tional reserve  currency  since  the  gi'een- 
back  assumed  that  role. 

Why"!  She  matters.  The  eui'o  will  be 
the  cuiTency  of  an  11-countiy  zone  with 
more  trade  re\'enues  than  the  U.  S.  and 
80%  of  America's  gross  domestic  prod- 


uct. Unless  the  em'o  is  managed  ineptly, 
it  is  boimd  to  cut  into  the  doUai-'s  domi- 
nance as  the  mark  and  yen  were  never 
able  to  do.  DoOars  now  account  for  about 
two-thii-ds  of  global  currency  reserves 
and  neaiiy  half  of  world  trade.  But  as 
time  goes  on.  central  banks  will  want  to 
hold  more  eui'os,  while  import  el's  and  ex- 
porters will  also  prefer  the  new  vehicle 
over  smaller  cmTencies  such  as  the 
poimd  and  the  Swiss  franc. 

The  shift  into  em'os  is  already  begin- 
ning. A\inash  Persaud,  currency  strate- 


gist at  .J.  P.  Morgan  &  Co, 
a  few  yeai's,  over  30%  of 
wiU  be  invoiced  in  euros, 
21%  for  the  11  euro-zone 

Investoi-s,  too,  will  wantj 
tage  of  the  blossoming  of 
uid  capital  mai'ket.  Persau 
considerations  could  lead 
billion  switcliing  in  the  cor| 
poweiful  prop  for  the  newjii 

Even  more  fai-reachingS 
occur  longer  tenn.  Colum 
Robert  MundeU  thinks  ce: 
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vlinister  Tony  B!air  says  Britain 
n  up  if  and  wlipn  the  economic 
,  of  doing  so  are  clear.  But  they 
lever  be.  Becoming  more  en- 
with  the  mainland  may  mean 
ip  some  of  the  gains  that  British 
s  has  won  over  the  past  20 
iuch  as  flexible  labor  practices 
^  uced  regulation.  Britain  "is  a  lot 
-j  .erventionist  [than  the  Conti- 
5ays  James  Lister-Cheese,  glob- 
3gist  at  investment  advisers  In- 
;nt  Strategy  in  London, 
en  and  Denmark  are  closely 
y  the  signals  from  London.  Swe- 
altinationals,  with  huge  sales  in 
0  zone,  are  pushing  hard  for 
•ship,  and  Denmark's  exchange 
already  formally  linked  to  the 
iut  both  „^ 
s  feai-  loss  jUO 
^ereignty. 
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orld  vrill 
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The  last  outlier,  Greece,  thinks 
that  joining  the  club  would  trig- 
ger an  investment  boom,  and  is 
scrambling  to  meet  the  financial 
criteria. 

Despite  the  uncertainty,  Blair 
is  deteiTnined  to  keep  laying  the 
gi-oundwork  for  the  euro.  Push- 
ing him  hard  are  multinationals 
and  financial  houses,  which  wor- 
ry that  theu'  operations  could  be 
hurt  if  Britain  stays  out  too 
long.  Business  "does  not  want 
Britain  relegated  to  the  status  of 
a  quaint  offshore  trading  post," 
Unilever  Chairman  Niall 
Fitzgerald  warned  recently. 

Blair's  Eiu'opean  partners  are 
not  making  it  any  easier  for  him 
tn  sell  the  euro  to  Britons.  The 
launch  has  reenergized  the  drive 
toward  closer  coordination  on 
the  Continent,  which  is  unlikely 
t(i  work  to  Britain's  advantage. 
German  calls  foi-  tax  hannoniza- 
tion — code  for  raising  levies  in  low-tax 
countries  such  as  Britain — have  been  a 
boon  for  anti-eui'o  campaigners.  Rupert 
Murdoch's  influential  Sun  tabloid  warned 
Blair  on  Jan.  4  that  94%  of  its  readers 
were  against  joining. 
ODDS  IN  FAVOR.  By  biding  his  time.  Blah- 
is  giving  Britain  flexibility  to  resist  Con- 
tinental pressiu'es  for  higher  taxes  and 
regulation.  "It  is  a  big  leap  of  faith  to 
think  that  the  Continent  is  going  to  be- 
come like  Britain,  rather  than  vice  versa," 
says  Bince  Kasman,  Eiu'opean  economist 
at  J.  P.  Morgan  &  Co.  in  London. 

The  odds  nonetheless  favor  Britain's 
joining  the  monetaiy  union  if  Blau*  wins 
reelection  in  2002.  Unlike  his  predeces- 
sors, Blair  has  sold  himself  to  voters  as 
a  leader  who  can  advance  Britain's  in- 
terests by  cooperating  with, 
rather  than  antagonizing,  the 
ivst  of  Europe.  His  pohcies — 


FENCE-SIHERS  WEIGH 
THE  PROS  AND  CONS 

BRITAIN 

Britons  fear  EMU  would  mean  higher 
taxes  but  banks  want  to  join  to  keep 
London  a  finance  center . 

SWEDEN 

Companies  with  strong  sales  in 
Europe  want  in,  while  leftist  par- 
ties fear  joining  would  force 
welfare  cuts. 

DENMARK 

Is  tightly  bound  to  the  European 
economies,  but  fears  joining  will 
curtail  its  sovereignty. 

GREECE 

Thinks  joining  will  spark  an  invest- 
ment boom  and  is  struggling  to 
meet  membership  requirements. 

fi'om  giving  independence  to  the  Bank 
of  England  to  running  a  trim  fiscal 
ship — are  consistent  with  eventual 
British  membership  in  the  emu. 

Of  course,  much  depends  on  the 
course  the  euro  takes.  If  the  new  cur- 
rency proves  a  stimulus  for  economic 
refoiTn  on  the  Continent,  it  will  be  easy 
for  Britain  to  join.  Blair's  choice  will 
also  be  simple  if  monetary  union  proves 
a  mess.  But  the  situation  is  more  likely 
to  be  somewhere  in  between.  If  so,  Blair 
will  have  to  make  a  ci-ucial  decision.  Is 
Britain  better  off  as  a  haven  off  the 
mainland,  or  as  a  full-fledged  partici- 
pant in  a  still-overregulated  Europe? 
His  answer  could  well  influence  all  euro 
fence-sitters. 

By  Stanley  Reed  in  London 


U.  S.  feel  thi-eatened?  The 
'  a  challenge  for  Treasiuy 
Reserve  officials  as  they 
)netary  policy.  It  is  coming 
ime,  when  global  investors 
tiat  U.  S.  stocks  have  risen 
;hat  the  U.  S.  trade  gap  is 
ntroOably.  A  stampede  into 
1  lead  to  a  sharj)  fall  for 


the  doUar,  forcing  the  Fed  to 
respond  with  much 
higher  rates, 
which  could  tilt 
the  U.  S.  economy 
toward  recession.  Foreign 
nivestors  might  lose  then* 
taste  for  U.  S.  government  secu- 
rities, putting  more  upward  pres- 
sure on  rates. 

Of  coui'se,  the  changes  may  not  be  so 
disiTiptive.  Portfolio  shifts  ai"e  likely  to  be 
gradual.  Eui'ope  has  a  long  way  to  go  be- 
fore it  matches  the  U.  S.  in  economic 
prowess,  much  less  political  might. 
Plagued  by  stmctural  problems,  Europe's 
gi'oss  domestic  product  gi'owth  has 
lagged  behind  the  U.  S.'s  by  an  annual 
average  of       "Economic  peifonnance 


mattere  for  a  currency's  credibility,  and 
Europe  still  has  serious  problems,"  says 
BiTjce  Kasman,  Eui'opean  economist  at 
J.  P.  Morgan  in  London.  Moreover,  some 
European  politicians  may  prefer  a  weaker 
eui'o  and  lower  rates  to  keep  the  econo- 
my growing  at  home. 

Still,  as  trader's  and  investors  focus  on 
the  eui'o,  they'll  watch  a  new  set  of  insti- 
tutions and  players.  European  Central 
Bank  Governor  Wim  F.  Duisenberg's 
words  will  be  pai'sed  as  finely  for  clues 
on  rates  as  are  the  utterances  of  Fed 
ChaiiTnan  Alan  Greenspan.  No  matter 
what,  the  euro  is  sure  to  steal  some  of 
the  greenback's  limeKght. 

London  bureau  chief  Reed  covers 
international  firiance. 


BUSINESS  WEEK  /  JANUARY  18,  1999  37 


News:  Analysis  &  Commentary 


DEALS 


A  CELL  PHONE 
IN  EVERY  POCKET? 

The  bidding  war  over  AirTouch  reflects  the  explosive  growth  in  wireless  calling 


The  bidding  is  fast  and  fuiious.  Bell 
Atlantic  Coi-p.,  according  to  ana- 
lysts, opened  with  a  stock-swap 
offer  for  Aii-Touch  Coinmimications 
Inc.  valued  at  nearly  $45  billion  over 
New  Year's  weekend.  Never  mind  that 
BeD  Atlantic  is  stOl  awaiting  approval  to 
buy  fiTE  Corp.  for  more  than  .$60  billion. 
But  its  audacious  AirToucii  bid,  which 
Bell  Atlantic  acknowledged  on  Jan.  3, 
was  quickly  topped  by  Vodafone  Group 
PLC.  According  to  analysts,  by  Jan.  6, 
the  British  wireless  upstail  was  offering 
$54  bOlion  in  cash  and  stock — about  $10 
billion  more  than  Bell  Atlantic  was  will- 
ing to  pay. 


Wliy  AirTouch?  The  wireless  revolu- 
tion. Huge  price  dechnes  over  the  past 
decade  have  turned  what  had  been  a 
luxuiy  item  for  Hollywood  agents  and 
investment  bankers  into  a  daily  neces- 
sity for  eveiyone  from  cab  diivei-s  to  re- 
tired schoolteachers.  The  number  of 
wireless  users  in  the  U.  S.  has  boomed 
over  the  past  decade,  to  66.5  million 
from  1.6  million,  according  to  the  Cellu- 
lar Telecommunications  Industiy  Assn. 
Sanford  C.  Bemstein  &  Co.  figiu-es  that 
nvmiber  could  reach  110  million  in  2002. 
Worldwide,  in  five  years,  there  could  be 
more  than  400  million.  "People  ai'e  using 
wireless  as  anytime,  anywhere  commu- 


nications," says  Daniel  R.  Hes| 
of  AT&T  Wireless  Sei^vices. 

The  will  lead  to  sweeping  chal 
how  business  gets  done  and  hovl 
companies  will  have  to  serve  conj 
Many  experts  beUeve  that  vdrelj 
become  our  principal  means  of  > 
nication.  "Oiu-  children's  children  I 
old  movies  with  wired  phones  ajl 
del'  why  anybody  ever  used  theil 
Andrew  Cole,  head  of  consultil 
naissance  Worldv/ide  Inc.'s  wirelel 
tice.  Adds  Merle  Gilmore,  presj 
Motorola's  Communications  Entf 
"Wii-eless  has  become  an  equal ; 

The  shift  to  wireless  is  whall 
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1^     a   property   like  Air- 
Touch  such  a  hot  com- 
modity. With  AirTouch, 
which  covers  the  western 
J.  S.,  Bell  Atlantic  can  offer  eel- 
service  across  the  country.  For 
16,  AirTouch's  operations  in  12 
3S  could  make  it  a  global  player 
ess.  Or  maybe  both  things  could 
if  Bell  Atlantic  and  Vodaphone 
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OF  WIRELESS  USE 


■llllllll 
llillllll 

iiiiiinM 

1., 
iii 

i 

▲  CENTS 


  ESt  

DATA:  SANfORD  C,  BERNSTEIN  &  CO, 


ire  a  way  to  divide  the  baby. 
A^tlantic  is  highly  motivated  to 
e  deal  for  competitive  reasons.  It 
1  hearing  fi"om  customers — par- 
its  most  piized  business  clien- 
at  they  want  it  to  offer  them 
.  service,  regardless  of  where 
.  Today,  Bell  Atlantic  customers 
when  they're  out  of  their  home 
but  only  by  paying  "roaming" 
:over  the  50(2  a  minute  or  more 
1  Atlantic  has  to  pay  other  car- 
len  customers  need  to  call  out- 
l  Atlantic's  region. 
CUSTOMERS.  National  networks, 
AT&T  and  Sprint  Corp.,  face  no 
;s  and  are  both  aggressively 
ig  national  coverage  for  10(Z  to 
i  nute  for  using  cell  phones  out- 
home  region,  at&t  says  its  plan 
icting   100,000   customers  a 
each  paying  at  least  $90  month- 
ou  don't  have  [national  cover- 
•re's  a  gi'owing  percentage  of 
rs  who  won't  buy  from  you," 
Irew  Sukawaty,  ceo  of  Sprint's 
I  ij  lerations. 
scd  to  be 
two 
Now,  it's 
'<l'f  of  the 
- — and 


MINUTES  BOOM 


WIRELESS  TRAFFIC  AS 
A  PERCENT  OF  TOTAL 
TELECOM  TRAFFIC. 


i.uht  over 
1  also  re- 
liow  the 
iting  U.S. 
idustry  is 
up — into 
le  carriers 
all  sorts  of 
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sei-vice.  Among  them,  wireless  is  essen- 
tial. While  only  7.6%  of  all  phone  min- 
utes were  on  wireless  networks  in  1998, 
that  shai-e  is  projected  to  gi'ow  to  17.7% 
in  2002,  according  to  market  researcher 
Yankee  Group  Inc.  That  means  that 
without  a  big  wii-eless  jjresence,  earners 
are  likely  to  see  moi'e  and  moi'e  of  theh- 
business  siphoned  off.  "Any  operator 
that  doesn't  play  significantly  in  wireless 
is  going  to  lose,"  says 
Bob  Egan,  research 
director  for  Gartner 
Group. 

So  Au-Touch  isn't  the 
only  property  being 
sized  up.  Likely  buyers 
include  SBC  Communi- 
cations Inc.  and  Bell- 
South Corp.,  which — 
like  Bell  Atlantic — have 
only  regional  wireless 
networks. 

The  company  with 
the  biggest  need  is  Mci 
WorldCom  Inc.,  which  has  virtually  no 
wireless  operations.  Bankers  ancl  in- 
vestors figiu-e  Mc;i  WorldCom  will  have 
to  make  a  wireless  deal — and  soon — 
even  though  ceo  Bernard  J.  Ebbers 
has  claimed  to  have  no 
interest  in  one. 

So,  who  woidd  MCI 
WorldCom  buy?  The  most 
likely  candidate,  say  ana- 
lysts, is  Nextel  Communi- 
cations Inc.,  based  in 
McLean,  Va.  Nextel,  tar- 
gets the  same  corporate 
customers  that  mci  World- 
Com fancies.  Meanwliile  an 
aiTay  of  independent  wii'e- 
less  players,  such  as  Aeri- 
al Communications  and 
Omnipoint  Communications 
Inc.,  are  likely  targets  for  other  phone 
companies. 

Despite  rapid  growth,  it  could  be 
risky  to  pay  too  much  for  wireless  ca- 
pacity now.  The  same  factor  that's 
driving  usage — falling  prices — is  also 
squeezing  margins.  Prices 
now  average  44(Z  a  ininute, 
according  to  Sanford  C. 
Bemstein,  and  bottom  out 
at  about  lOc  a  minute. 
With  five  or  six  competi- 
tors in  most  markets,  ana- 
lysts predict  that  price  de- 
clines will  average  about 
20%  annually.  "Price  will 
hemon'hage  over  the  next 
two  years,"  says  Renais- 
sance's Cole.  "We  think 
you'll  see  3(Z  a  minute  in 
the  near  future." 
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Even  now,  the  declines  are  dramatic. 
"Our  prices  are  where  I  thought  they 
were  going  to  be  two  years  from  now," 
says  George  Schmitt,  president  of  New 
York-based  Omnipoint,  which  provides 
wireless  service  on  the  East  Coast. 
WHO  WILL  PAY?  Another  issue:  Until 
some  technical  improvements  arrive, 
wireless  phones  won't  match  wired 
ones  in  some  key  areas.  Most  impor- 
tant, mobile  phones  aren't  veiy  good  at 
carrying  clata  traffic — and  almost  all 
wireless  users  have  PCs.  Modems  for 
wireless  phones  top  out  at  about  9.6 
kilobits  per  second.  For  $50,  you  can 
get  a  56-kbps  modem  for  your  PC. 
While  data  speed  is  supposed  to  hit  2 
megabits  per  second  in  third-genera- 
tion wireless  technology — called  "3G" 
in  the  industry — it  won't  be  intr'oduced 
until  at  least  2002. 

Another  major  issue  for  wireless  use 
in  the  U.  S.  is  who  pays  for  the  call.  In 
Europe  and  most  other  parts  of  the 
world,  people  accept  all  kinds  of  incom- 
ing calls  on  then"  mobile  phones  because 
they  don't  pay  anything  for  them;  only 
callers  pay.  In  the  U.  S.,  wireless  users 
pay  for  incoming  as  well  as  outgoing 
calls.  Late  last  year,  the  board  of  the 
cellular  industry  as- 
sociation endorsed 
what's  called  "call- 
ing party  pays"  in 
a  letter  to  the 
chairman  of  the 
Federal  Communi- 
cations Commission. 
But  a  host  of 
thorny  issues  need 
to  be  solved. 

Vodafone,  for 
one,  might  like  to 
take  up  the  chal- 
lenge. The  wireless 
player  is  known  for  pit-bull  aggi-essive- 
ness:  It  freciuently  forces  British 
Telecommunications  PLC'  to  match  its 
rate  cuts  in  Britain.  But  Vodafone's 
brash  ceo,  Chiis  Gent,  may  find  liimself 
having  to  contend  with  Bell  Atlantic's 
equally  determined  ceo,  Ivan  Seiden- 
berg.  Since  Vodafone  primarily  wants 
a  piece  of  the  booming  inter-national 
wir-eless  mai'ket,  and  Bell  Atlantic  wants 
AirTouch's  domestic  operations,  there 
could  be  a  compr'omise.  For-  the  r-ight 
price,  AirTouch  could  be  split  in  two, 
with  Bell  Atlantic  taking  the  U.  S.  busi- 
ness and  Vodafone  taking  the  rest.  Such 
a  deal  could  give  both  buyer-s  what  they 
need — and  Aii-Touch  shareholders  could 
see  a  rich  payday. 

By  Peter  Elstrom.  in  New  York,  with 
Catherine  Yang  in  Washington  and 
Stephen  Baker  in  Paris 
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THE  INTERNET 


'TWAS  THE  SEASON  FOR 
E-SPLURGING 

1  ne  nv^ic^y  :      -  chopping  b<x)m  was  big.  but  can  it  last? 
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pill  that  helps  men  with  erectile 
dysfunction  respond  again. 


important  product  intormalion  for  VIAGRA  (25  mg.  50-mg.  JOO-mg)  tablets  on  Ihe  following  page. 


Naturally, 
the  response 
has  been 
positive. 


Now  there's  a  simple  new  pill  for 
the  treatment  of  erectile  dysfunction 
(a  common  medical  problem  also  called 
impotence). 

VIAGRA®  (sildenafil  citrate)  is  a 
prescription  pill  that  may  help  you 
achieve  erections  the  natural  way— in 
response  to  sexual  stimulation.  Ask  your 
doctor  if  VIAGRA  is  the  right  step  for  you. 

VIAGRA  should  not  be  taken  by  men 
who  use  drugs  known  as  nitrates  (most  , 
often  used  to  control  angina)  in  any 
form,  at  any  time.  Nitrates  can  reduce 
blood  pressure  to  unsafe  levels  if  used 
with  VIAGRA.  Be  sure  to  talk  to  your 
doctor  about  any  medications  you  take. 

In  clinical  trials,  VIAGRA  was  well 
tolerated.  Some  men  experienced  side 
effects,  including  headache,  facial 
flushing,  and  upset  stomach.  A  small 
percentage  of  men  experienced  mild 
and  temporary  visual  effects.  (See 
product  information  for  more  details.) 

For  more  information,  call 
1-888-4VIAGRA  or  visit  www.viagra.com. 


(sildenafil  citrate) tablets 
Let  the  dance  begin. 


commerce  companies  going  to  be  I 
itable?  Yes."  he  says.  "Any  businesJ 
creates  genuine  customer  values  r€| 
a  state  where  it's  profitable." 

StUl.  Amazon's  mai'gin  squeeze] 
be  a  waiTiing  sign  for  other  ret;j 
For  example,  while  Eddie  Bauer  f 
profitable  onUne  imit  saw  sales 
during  the  199S  holidays,  its 
pix>cessing  costs  rose  as  weU. 
experiences  ai"e  "a  reality  checi 
will  make  companies  really  qu^ 
where  money  is  spent  and  wher 
get  the  rettunis."  says  Judy  Nei 
dixisional  \ice-president  for  inter 
media  at  Eddie  Bauer. 

Then  there's  the  question  ofl 
gi-o\\-th  online.  Optimistic  projel 
aboimd:  Fon-e^ter  Reseaixh  Inc| 
onhne  sales  gi-o^ing  almost  13 
fi-om  an  estimated  S7.S  billion  in  ll 
S108  billion  in  2003.  Msa  predictj 
by  2003.  as  much  as  10'~f  of  itsj 
volume  win  come  fi"om  the  Net. 
l<~f  in  199S.  But  it's  likely  that] 
products  will  sell  better  than 
Some  2(y~c  to  SO*",  of  all  book  sale 
take  place  online  \\ithin  five  yea 
cording  to  Boston  Consulting 
Inc..  while  clotliing  cotild  merely 
the  catalog  model.  Catalog  sales 
for  just  S.o'~r  of  the  women's  clj 
market.  "I  don't  think  we  'Knc 
what  model  [online  sales  ai-e] 
wliich  is  why  retailers  ai-e  pajn 
tention  to  it."  says  Michael  Xev^ 
rector  at  McKinsey  &  Co. 
BACK  FOR  MORE.  Another  quesf 
v.  ::e:lier  online  merchants  can 
mass  mai-ket.  In  1998.  household 
annual  incomes  of  more  than 
accoimted  for  47<~f  of  total  retail 
but  74*7  of  online  sales.  Foirest^ 
lower-income  constunei-s  bu\ing 
over  the  next  sevei-al  years,  but 
income  households  still  accoimt 
66'~f  of  onhne  sales  by  2003.  T 
desii*able  demogi*aphic.  but  it 
too  naiTow  to  support  aH  the  : 
nishing  the  Net. 

Tnie.  the  same  factoi-s  that  dro 
iday  sales — convenience,  time 
compaiison  shopping — -niU  conti 
chive  traffic  tlu'oughout  the  year, 
recent  sm-^'ey  of  members  by  A 
Online  Inc.  shows  that  9S<^f  of  st 
plan  to  buy  online  again  dming  tl 
six  months.  Meanwhile,  thei-e 
ways  new  reasons  to  log  on:  Mi 
tailei-s,  for  example,  ai-e  expand 
Une.  J.  C.  Penney  Co..  which  sell 
3.500  items  online  now.  expects 
all  10.000  to  12.000  items  in  the 
catalog  onhne.  and  aU  20,000  fall 
items  online.  By  then.  Intemet 
will  be  geaiing  up  once  again 
and  top  the  pre\-ious  yeai-'s  blo^ 
By  Heather  Green  in  New  Ya 
bureau  reports 
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TUPS 


CELINE'S  BID 
I  THE  BIG  TIME 

ame-your-own-price  Net 
ling  site  aims  to  go  public 

lliam  Shatner  has  gone  from 
Yekkie  to  techie  since  April, 
liat's  when  he  began  promising  in 
id  print  ads  that  a  service  called 
^.com  was  going  to  be  "big,  really 
16  big  idea  is  "real  time"  piicing: 
lers  name  the  pnce  they'll  pay 
IS  ranging  from  plane  tickets  to 
servations  to  mortgages  and  cai"s. 
iWer  accepts,  they  have  a  deal, 
dy,  priceUne  has  lured  $100  mil- 
a  venture  investoi-s  including  Mi- 
co-founder  Paul  Allen's  Vulcan 
s  Inc.  In  July,  Richard  Braddock, 
irth  Commimications  ex-chairman 


ad  introduced  pricelme. 
of  people  have  v.s.ted 
ebsite.  Here's  why- 


and  former  Citicoi-p 
president  and  cliief 
operating  officer, 
became  priceline's 
chainuan  and  CEO. 
^^j^^  Now,  the  company 
j^H^^  is  prepaiing  to  join 
Hj^^^K  the  Y3J)ks  of  hot  In- 
^^^^^  ternet  stocks:  It 
T  R:  Part       wants    to  raise 

-  iiiillion  about  $115  million 
1  III/  drive      by  laimcliing  an  uii- 

tial  public  offeiing. 
I  priceline  be  an  E -commerce 

•  imy?  Like  many  Net  staitups,  it 
^  10  tuining  a  pi'ofit.  It  lost  $38.5 
3  III  sales  of  $16.2  million  in  the 

e  months  of  1998  as  it  spent 
i  m  the  Shatner  ads  and  aggi-es- 
I  keting  to  build  an  audience, 
lition,  priceline's  basic  approach 
e  limited  appeal.  Consumers 
i't'  when  they  name  a  price  to 
|)roduct  priceline  finds.  So  you 
!  1(1  up  flying  fi'om  New  York  to 
I  Miaini.  Wliile  the  sei-vice  col- 
>  for  about  1.1  million  tickets 
il  (i  to  Sept.  30,  it  matched  sell- 

•  liuyers  for  only  67,300.  And 
1  still  needs  more  merchants,  an- 

•  y.  Citing  the  ipo,  officials  would 
ment.  Still,  that  ".com"  in  its 

-  lid  make  priceline  a  hot  ipo. 

By  Heather  Green  in  New  York 


WHO  GOT  WHAT 

Stern  won  a  cap 
on  salaries, 
though  it's  not 
as  tight  as  he 
wanted;  players 
got  higher 
minimum 
salaries 


COMMENTARY 


By  Aaron  Bernstein 

THE  NBA  S  BOSS 
WINS  IT  AT  THE  BUZZEB 


With  the  end  of  the  six-month 
player  lockout  on  Jan.  6, 
everybody  connected  with  the 
National  Basketball  Assn.  won  a  vic- 
tory— by  salvaging  a  season  at  the 
last  possible  moment.  But  Commis- 
sioner David  J.  Stern  won  the  most. 
Sure,  he  failed  to  panic  players  with 
a  clumsy  last-minute  effort  to  force  a 
vote  on  the  league's  so-called  final 
offer.  But  owners  walked  away  hap- 
py after  a  secret  all-night  bargaining 
session  that  clinched  a  deal  just 
hours  before  the  league's  400  players 
were  due  to  vote  in  New  York.  After 
all,  Stern  had  already  prodded  play- 
ers to  concede  far  more  than  they 
had  planned  even  before  the  11th- 
hour  maneuvering  began. 
LITHLE  LOST.  The  new  deal,  which  still 
must  be  ratified  by  all  29  owners,  al- 
lows the  league  to  salvage  its  season, 
now  scheduled  to  begin  the  fu-st  week 
of  Febniaiy,  allowing  a  50-game 
schedule.  As  a  result,  both  sides  will 
be  able  to  save  much  of  the  $2  bOhon 
in  revenue  that  a  full  82-game  season 
would  have  brought  in.  "We  both 
compromised,"  says  Jeffrey  L. 
Kessler,  an  outside  lawyer  for  the 
union.  On  Jan.  6,  some  200  players — 
all  but  a  handful  of  those  who  showed 
up — voted  for  the  agreement. 

Stem  emerged  the  victor  because 
players  caved  in  on  key  issues.  The 
ownei-s  had  demanded  that  the  NBA 
Players  Assn.  limit  the  explosive 
growth  of  salaiies,  which  have 
jumped  at  a  double-digit  rate  for 
years.  While  Stem  gave  ground  ft'om 
what  he  swore  was  his  last  offer, 


players  still  agi'eed  to  cap  their 
share  of  league  revenues  at  levels 
lower  than  the  57.5%  they  raked  in 
last  season.  Under  the  new  contract, 
players  get  up  to  55%  in  most  yeai-s. 
If  theu"  shai-e  goes  liigher,  they  must 
put  10%  of  theii'  salaries  into  an  es- 
crow accoimt  for  owners.  And  there's 
a  tax  on  high-spending  teams. 

Also,  for-  the  fir'st  time,  player's 
agreed  to  set  maximum  salary  levels, 
although  not  as  low  as  Ster-n  wanted. 
Player's  with  up  to  five  years'  experi- 
ence will  be  capped  at  $9  million, 
those  with  sLx  to  nine  at  $11  million, 
and  the  10-plus  guys  at  $14  million. 
Player's  also  agr-eed  that  teams  can 
require  r'ookies  to  stay  with  a  club  for 
five  years,  vs.  four  now. 

The  union  did  win  some  flexibility. 
In  some  cases,  player's  can  bar'gain  for 
juicier  conti'acts  even  if  their  team  is 
ah'eady  spending  over  the  new  salary 
caps.  Plus,  minimum  salaries  will  rise. 

In  the  end,  owner's  got  their  top 
goal:  mor'e  contr'ol  over  soaring 
salaries.  Pay  will  still  rise,  but  mor-e 
in  line  with  revenue.  That  could  give 
owner's  a  fatter  cut  of  the  nba's  new 
$2.65  bilhon  in  TV  contracts. 

But  no  one  is  r-eally  a  loser,  either. 
With  so  much  more  money  coming  in 
each  year',  the  lockout  that  began  last 
July  was  never-  about  one  side  suffer- 
ing a  real  setback.  Instead,  the  central 
issue  has  been  who  gets  the  biggest 
shar-e  of  the  gr'owth.  With  the  new 
contract,  that's  likely  to  be  the  ovniers. 

Bernstein  covers  labor 

for  BUSINESS  WEEK. 
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LEGAL  AFFAIRS 


A  TOUGH  SELL, 

BUT  NOT  IMPOSSIBLE 

Microsoft  will  argue  that  it  fails  a  key  test  for  a  monopoly 


As  the  Justice  Dept.s  last  witness 
takes  the  stand  in  its  antitnist  suit 
against  Microsoft  Coip..  the  com- 
pany is  revving  up  its  defense.  The 
thitist:  Microsoft  doesn't  have  monopoly 
power. 

It  would  seem  to  be  a  tough  sell, 
given  that  its  Windows  operating  sys- 
tem comes  installed  on  of  all  PCs. 
Yet  its  not  perfectly  clear  that  Mi- 
ci'osoft  fits  the  classic  legal  pom-ait  of  a 
monopolist:  the  ability  to  liaise  prices  or 
the  power  to  limit  supply  without  at- 
tracting new  competitors.  And  if  it's 
not  a  monopoly,  then  how  can  it  abuse 
monopoly  power,  as  the  government 
chai'ges?  That,  at  least,  will  be  the  ar- 
gument that  Microsoft's  fii'st  witness. 
Massachusetts  Institute  of  Technology- 
economist  Richard  Schmalensee.  will 
make  when  he  takes  the  stand  dming 
the  week  of  -Jan.  11. 
HELPFUL  PRECEDENTS.  Microsoft  can 
marshal  Supreme  Court  and  lower 
coiut  decisions  to  help  out.  In  these 
cases,  the  comts  found  that  even  lOO'^c 
mai'ket  share  doesn't  prove  monopoly 
power  if  rivals  can  easily  gain  entry. 

In  1990.  for  instance,  an  appeals 
coiut  in  California  rejected  the  .Justice 
Dept.'s  claim  that  mo%ie-house  operator 
Raymond  J.  Sjiify  had  monopoly  pow- 
er, even  though  he  had  bought  all  first- 
iim  theaters  in  Las  Vegas.  The  comt 
held  that  the  mo\ie-house  business  is  a 
"I'ough-and-timible  industiy,  mai-ked  by 
easy  market  access."  The  comt  noted 
that  Sjaify's  mai'ket  shai-e  started  to 
decline  after  Justice  filed  the  case. 

The  question  for  Jackson:  Is  the  PC 
operating-systems  market  as  easy  to 


enter  as  the  Las  Vegas  mo\ie-theater 
mai'ket"?  Justice  says  no.  Some  antitrast 
attorneys  and  many  industiw  insiders 
agree.  On  Jan.  5.  government  witness 
Franklin  M.  Fisher  testified  that  there 
is  a  major  obstacle  to  entiy  into  the  OS 
mai'ket:  Because  \Vmdows  is  dominant, 
most  software  apphcations  ai"e  W7itten 
for  it.  That,  in  tui-n.  said  the  Massa- 
chusetts Institute  of  Technology"  pro- 
fessor, creates  more  demand  for  Win- 
dows— making  it  tough  for  rivals  to 
break  in. 

Fisher  pointed  to  the  depositions  of 
a  nimiber  of  PC  makers  who  testified 
that  potential  rivals  would 
have  a  tough  time  pei-suading 
softwai'e  wiiters  to  incur  the 
expense  of  writing  to  both 
Windows  and  other  operating 
systems.  And  without  applica- 
tions, they  said,  consumers 
won't  s^vitch.  "The  thi'eshold 
for  entering  the  market  is 
veiy  high."  says  Chicago  at- 
torney Teny  F.  Moritz. 

Microsoft's  lead-off  witness. 
Schmalensee.  is  likely  to  ar- 
gue that  Microsoft  operates  in  one  of 
the  most  fi'ee-wheeling  of  all  markets, 
replete  with  meteoric  rises  and  stim- 
ning  failm-es.  -Just  take  Apple  Comput- 
er Inc. — once  stumbling  and  now  thiiv- 
ing.  Sales  of  new  iMac  computers 
boosted  its  market  share  fi-om  2.l'~c 
last  spiing  to  6.6<~f  in  August,  according 
to  ZD  Mai'ket  Intelligence.  "'The  con- 
cern of  antiu-ust  law  is  the  durability  of 
mai'ket  power,  not  its  ti-ansience."  says 
William  E.  Kovacic.  a  \isiting  antititxst 
professor  at  George  Washington  Uni- 


versity School  of  Law.  True  er. 
After  the  deluge  of  PC  sales  i  ■ 
fomth  quarter — most  of  which  in^ 
Windows — Apple's  share  had  di- 
to  5.3%  by  November. 

Microsoft  likes  to  point  to  Ai 
Onltne's  acquisition  of  Netscape 
munications  to  show  how  quick], 
tunes  can  change.  It  asserts  ti 
long   as   there   ai-e   brows er.- 
Netscape's — which  can  operate 
erating  systems  other  than  r. 
then  the  potential  for  OS 
emerge  exists.  But  Fisher  tes::?.- 
the  Netscape  browser.  Java  ;  r 
ming  language,  and  other  "all-:-: 
technologies  "^von't  seriously  '.iii' 
\Mndows'  dominance. 
IN  THE  WINGS.  But  if  Microsoft 
dominant,  can  it  set  prices  as  it  ■ 
William  F.  Shughart  II.  an  eco 
professor  at  the  L'niversity  of 
sippi's  School  of  Business  Admi 
tion.  argues  that  fear  of  comp 
stops  Microsoft  from  acting  Uke 
monopolist  and  chai-ging  more  fc 
dows.  He  says  that  Mic 
wholesale  prices  for  op 
systems  have  remaine 
tively  stable,  while  W| 
now  includes  more 
"If  Microsoft  attempted 
prices  above  competiti 
els,  there  are  substitu' 
there  ready  to  expani 
mai'ket  shai-es."  Shug] 

Schmalensee  is  e: 
make  similar  points, 
pricing  debate  is  just 
up.  Fisher  has  concluded  that 
pricing  for  PC  makers  is  anticom] 
and  he's  expected  to  testify 
analysis.  ba:5ed  on  confidential 
infoiTnation.  in  a  closed-comt 
testimony  cotild  hiut  the  so: 
argument.  But  if  Mici-osoft  can 
avoid  the  monopoly  tag,  the  ei 
cnimbles.  So  youH  be  hearing  i 
^tia-osoft  on  why.  despite  that 
ket  shai-e.  it's  not  a  monopoly. 

By  Susa)i  B. 
in 
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/hat  a  laptop  can  do. 


What  YOM  rgpMv  dQ. 


Get  e-mail.  2.  Send  e-mail. 
Search  the  Net.  4.  Prepare  memos. 
Check  appointments  and  contacts. 
Set  up  a  new  derivative  pricing 
Ddel.  7.  Put  together  a  3D  animated 
lort  film.  8.  Lay  out  the  company 
(wsletter.  9.  Analyze  data  from  radio 
escopes.  10.  Edit  digital  video. 
,  Design  a  new  kitchen.  12.  Develop 
w  software.  13.  Develop  new  CD- 
DMs.  14.  Retouch  swimsuit  photos. 
.  Play  photo- realistic  3D  video  games. 
.  Assist  with  scientific  visualization. 
.  Play  back  audio  CD.  18.  Expedite 
merical  analysis.  19.  Do  mail  merges 
the  high  school  reunion  (unless  you 
>nt  to  a  really  small  high  school). 
.  Aid  in  digital  signal  processor 
sign.  21.  Do  database  programming. 
.  Use  lots  of  floppy  disks.  23.  File 
:ome  tax  returns.  24.  Composite 
lital  video.  25.  Author  virtual  reality. 
.  Store  a  large  number  of  files. 
.  Connect  to  a  large  number  of 
ternal  storage  devices.  28.  Play 
ucational  CD-ROMs.  29.  Conduct 
tual  reality  demonstrations. 
,  Balance  the  checkbook  for  a 


1 .  Get  e-mail.  2.  Send  e-mail. 

3.  Search  the  Net.  4.  Prepare  memos. 

5.  Check  appointments  and  contacts. 


Powered  by 


Microsoft" 
Windows'CE 


HEWLETT® 
PACKARD 


Expanding  Possibilities 


www.hp.com/jornada 


News:  Analysis  &  Commentary 


LETTER  FROM  DETROIT 

AT  THE  AUTO  SHOW, 

A  BEVY  OF  HOT  NEW  RUMORS 

Did  you  hear  the  one  about  Ford  buying  Honda? 


Forget  about  millennium  fever.  The 
auto  industry  has  a  bad  case  of 
merger  fever  Or  maybe  it's  just  cab- 
in fever.  At  the  blizzard-bound  Detroit 
auto  show  media  preview  that  i-an  Jan.  3- 
6,  nobody  could  talk  about  anjlhing  ex- 
cept who's  comting  whom  and  who  will 
go  to  the  altai'  next.  But  with  thousands 
of  joiuTialists  and  auto  executives  with 
nothing  else  on  the  brain  save  Daimler- 

CARS,  TOO 

In  snowbound  Cobo 
Hall,  BMW  showed  off 
its  new  X5  sedan-and 
fended  off  loose  talk 
about  any  mergers 

Chrysler's  impressive  post- 
merger  stock  price  and  a 
global  industry  with  too 
many  players,  what  else 
could  you  expect? 

The  subject  of  most 
speculation:  Ford  Motor 
Co.,  with  a  staggering  $23 
billion  in  cash.  And  who 
would  be  the  object  of 
Ford's  affection?  Rumors 
at  the  annual  gathering  in 
Detroit's  Cobo  Hall  had 
Ford  buying  everyone 
from  BMW  to  Volvo  to 
Honda,  not  to  mention  some  of  the  more 
homely  potential  brides  of  the  auto  in- 
dustiy,  Nissan  and  Renault. 
TANNED  AND  RESTED.  Ford's  new  CEO, 
Jacques  A.  Nasser,  couldn't  help  but 
smile  over  all  this  attention.  But  he 
notes  that  he  was  lolling  on  a  beach  in 
the  Caribbean  over  the  holidays  when 
he  was  puq^ortedly  ensconced  in  secret 
meetings  to  hatch  a  merger  that  would 
make  DaimlerChiysler  look  puny.  And 
while  he  declines  to  rule  out  anything, 
he  makes  it  clear  he  won't  be  pushed 
into  a  bad  maniage.  "We  don't  want  to 
take  our  hard-earned  cash  and  use  it 
to  pay  off  someone  else's  hard-eanied 
debt,"  he  says. 

Still,  the  auto  mavens  are  convinced 
that  the  industry — where  the  top  com- 
panies are  a^vash  in  cash  and  the  weak- 
er players  are  drovraing  v-.  excess  ca- 
pacity— is  due  for  another  niegadeal.  "A 


significant  merger  is  imminent  in  the 
next  90  days,"  says  DaimlerChrysler 
Co-Chairman  Robert  J.  Eaton,  who 
knows  a  thing  or  two  about  big  auto- 
motive mergers.  In  fact,  Eaton  claims  to 
know  the  shape  of  the  next  deal:  the 
combination  of  two  Eui-opean  auto  mak- 
ei-s,  neither  of  which  is  Daimlei-Chiysler. 

Could  it  be  Fiat- Volvo?  "That's  my 
favorite,"  says  Lehman  Brothers  auto 


ence,  a  Japanese  jouniaUst  dumbfr^ 
ed  General  Motors  Chairman  Jn' 
Smith  Jr  by  asking  how  gm  would  , 
pete  against  the  new  Ford-Honda  ij. 
bo.  After  a  silence,  Sinith  muttered ; 
far  as  I  know,  that's  just  a  ramor 
NORTHERN  EXPOSURE.  No  doubt 
companies  being  pondered  are  m 
everyone  would  just  ogle  their 
new  cai's  and  not  their  stock,  "bmi 
stay  the  way  we  are,  successful  ai 
dependent,"  declared  Wolfgang  Ri 
a  member  of  bmw's  management  \ 
"There's  no  reason  to  merge, 
should  we?"  Indeed,  bmw  has  a  po\ 
poison  pill  to  fend  off  advances,  tl 
to  the  reclusive  Quandt  family's 
stake.  Honda  Motor  Co.  is  ec 
averse  to  merger.  "Om-  plans  are 
main  independent,  period,"  says  A- 


analyst  Joseph  S.  PhiUippi,  "because  no- 
body's thought  of  it  before."  Then, 
there's  the  one  about  DaimlerChiysler's 
gobbling  up  Renault  and  Nissan  in  one 
bite.  That  one  has  been  denied  up  and 
down  by  DaimlerChrysler.  It  is  in  talks 
to  buy  Nissan's  diesel  tinck  business, 
but  says  it's  not  expanding  them  to  in- 
clude Nissan's  stiugghng  car  business. 

For  eveiy  whopper  that  won't  float, 
there  are  plenty  more.  How  about 
Volkswagen  acquiring  Volvo?  That's  if 
Ford  doesn't  oveiTun  the  Swedes  first. 
Or  picture  this:  Ford  engineers  a  dou- 
ble-ban-el  takeover  by  gi'abbing  Honda 
m  Japan  and  bmw  in  Gennany  simulta- 
neously. Said  one  competing  Detroit 
exec:  "I'd  give  the  chances  of  that  some- 
where between  zero  and  zilch." 

But  immense  improbability — or  the 
absence  of  any  facts — can't  stop  the 
loose  talk  at  Cobo.  At  one  press  confer- 


can  Honda  Executive  Vice-Prea 
Richard  Colliver 

Small  and  vulnerable  Volvo  wi 
a  harder  time  keeping  the  wol  outf 
bay.  With  Volvo's  largest  share 
Fidelity  Investments,  only  holding 
5%  of  its  outstanding  stock,  the  S 
auto  maker  simply  lacks  the  pro 
BMW  enjoys.  And  with  only  400,( 
sales  annually,  it  also  may  lack  t!' 
to  sui-vive  independently  in  a 
consolidating  global  industrj'.  Fci 
an  exasperated  Hans-Olov  Olssc 
vo's  North  American  chief  exel 
denies  any  plans  to  merge.  "Yi 
have  a  hostile  takeover,"  he  ad 
edges.  "You  cannot  predict  whall 
happen."  Maybe  so,  but  it  surd 
shoveling  snow. 

Bij  Keith   Naughton  and 
Lownj  Miller,  lioled  up  at  the  au 

for  BUSINESS  WEEK 
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Fly  to 

Kuala  Lumpur 

with  the  U.S.  airline  that 

knows  Asia 

best. 


'  ■.  Detroit 


Seattle  ITacoma 


Los  Angeles 


Osaka 


Honolulu 


Fly  to  Kiial.i  Lumpur,  Malaysia 
with  an  airline  you're  comfortable 
with  —  Northwest.  Starting  Feb.  25, 
Nt)rthwest  will  be  the  only  LIS. 
airline  flying  to  Kuala  Lumpur, 
offering  the  easiest  connections 
from  nio.st  of  the  U.S. 

And  we've  made  it  even  nicer 
to  n>'  with  us.  We  offer  10,000 
WorldPerks"  Bonus  Miles  on 
roLindtrip  travel  in  First  or  World 
Business  Class^"  And  S,000 

Beginning  February  25,  Northwest  makes  it  easier  to  fly  to  the  jewel  of 
Southeast  Asia. 

Earn  WorldPerks  Bonus  Miles  on 

up  to  roundtrip  travel  in  Coach.  All  you 

10,000  need  to  do  is  enroll  by  calling 

WorldPerks  1-800-508-2000,  ext.  4512. 

Bonus  So  fly  to  Kuala  Lumpur  with 

Miles.  the  LIS.  airline  that  knows  it  best. 


ms  and  Conditions  Must  be  U  SyCanada  WoridPerks  Member  Must  be  enrolled  pnor  to  travel  Travel  must  be  completed  between  Feb  25  and  April 
.  1999  Travel  must  be  on  paid  fares  booked  m  F/WBC-F/P/0|,  Coach. Y/B/M  WorldPerks  Bonus  Miles  For  F/P/0|  travel,  10,000:  For  Y/B/M  travel,  5,000 
low  2  to  3  weeks  after  travel  for  Bonus  Miles  to  be  credited  to  your  WorldPerks  Account  Enroll  for  bonus  miles  by  calling  1-800-508-2000,  ext  4512 
1998  Northwest  Aidines,  Inc  Northwest  recycles  enough  paper  products  in  one  year  to  save  16,000  trees  O 


(^Mk  NORTHWEST 

y       J  AIRLINES 


1-800-447-4747  /  www.nwa.com 


Picking  Up  the  Pieces 
With  GAB  Robins 


GETTING  BACK  IN  BUSINESS  QUICKLY  IN  PUERTO  RICO 
REQUIRED   QUICK   EX PERI    ASSESSMENT  OF  DAMAGES 


hen  Don  Corrigan's  plane  arrived  in  Puerto  Rico,  even 
35  years  of  experience  as  an  adjuster  could  not  prepare 
him  for  the  destruction  that  he  saw  everywhere. 
Corrigan,  who  is  an  executive  general  adjuster  with  GAB 
Robins,  was  on  the  first  commercial  plane  to  land  on  the  island  after 
Hurricane  Georges  ripped  through  in  October.  There  was  no  power,  no 
fresh  water,  and  the  roads  were  covered  with  debris.  There  were 


no  working  traffic  signals.  At  the  airport 
itself,  there  was  no  electricity,  the  termi- 
nal roof  was  seriously  damaged,  and  glass 
was  blown  out  of  many  of  the  windows. 

But  Corrigan  and  his  team  were 
there  to  do  a  job.  Many  of  GAB  Robins' 
blue-chip  corporate  clients  who  form 
the  economic  backbone  of  the  island, 
had  suffered  serious  damage  in  the 
storm.  To  make  matters  worse,  the  high 
point  of  Puerto  Rico's  economic  year 
was  less  than  two  months  away,  when 
tourists  flock  to  the  island  and  residents 
kick  up  their  heels  in  celebration  of-  the 
holiday  season.  These  businesses  needed 
to  get  up  and  running  again,  and  fast. 


Within  48  hours  of  Corrigan's  arrival, 
a  "SWAT"  team  of  more  than  30 
adjusters  and  experts  from  GAB  Robins 
would  join  him  on  the  island,  assessing 
damages  to  such  businesses  as  a  food 
processing  plant,  a  cement  plant,  the 
cable  television  system,  a  chain  of  furni- 
ture stores,  and  more  than  400  gas  sta- 
tions belonging  to  one  company.  One  of 
the  island's  major  breweries  suffered 
more  than  $12  million  in  damage,  just 
weeks  before  its  peak  production  season 
when  beer  sales  more  than  double.  A 
group  of  1 5  kidney  dialysis  centers 
needed  to  get  its  claims  processed  so  that 
it  could  replace  damaged  equipment  and 


repair  facilities.  Time  was  of  the  essen 
"We  don't  wait  until  it's  conveni 
to  go  to  a  disaster  site,"  says  Corrig 
"We  get  there  when  the  disaster  h 
pens."  People  and  businesses  need 
start  the  recovery  process  as  soon 
they  can."  GAB  Robins  was  able 
respond  so  quickly,  and  in  such  fo 
because  it  has  a  team  of  more  than 
executive  and  national  general  adjust 
These  individuals,  known  as  EGAs 
NGAs  within  the  industry,  are 
cream  of  the  adjustment  professil 
They  have  decades  of  experience  J 
education  behind  them,  enabling  tm 
to  expertly  analyze  a  wide  range  of  fal 
ities  and  typeJ 
damage.  And 
ire  dedicatee 
I  heir  jobs — a\ 
able  24-hours,| 
livering  72-1 
confirmation  o| 
spections  with 
ommendations,! 
providing  repl 
that  meet  the 
dards  and  neecj 
individual 
nesses  and  ii 


Jim  McCee, 
Executive  Vice 
President, 
Insurance 
Company  Services 
at  CAB  Robins 


ance  compani 
"Our  people  are  trained  to  com 
icate,  to  build  relationships,  and  to  u: 
stand  the  complex  issues  that  can  cr 
in  a  disaster  situation,"  says  Jim  M< 
executive  vice-president,  insurance 
pany  services  at  GAB  Robins.  "W< 
we  can't  give  our  EGAs  and  ^ 
enough  training,  education,  and 
experience. "  On  average,  he  noteS; 
have  30  years  of  experience  in  the  f 
The  story  in  Puerto  Rico  has  a  \ 
ending.  In  spite  of  $600  milli 
damage  to  the  island — there  was 
billion    in    damage  throughoui 
Caribbean  from  the  storm — most 
127    businesses    that    GAB  R 
assessed  after  the  hurricane  are  u 
running  again.  The  tourist  season 
full  swing.  Says  Corrigan,  "Thad 
commitment.  Mission  accomplish* 


C/ara  Van  Hast,  a  New  York-based 
reports  frequently  on  insurance  ah 
management. 
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EMERGENCY  PROCEDURE 


IM  THE  £V£MT  OF 


STAMD  IM  DOORV/AY. 


?f<AY. 


SEEK  SOMEOME  WHO  THRIVi 
JM  COMPLEX  SITUATIOMS. 


When  multi-layered  losses  occur,  our  Executive  General 
Adjusters  don't  just  handle  the  situation.  They  control  it. 
Assigned  on  the  basis  of  past  experience  and  technical 
expertise,  they  can  coordinate  a  response  to  a  complex  loss 
with  skill  and  consistency.  While  we  can't  lessen  the  impact 
of  a  disaster,  our  EGAs  can  make  it  easier  to  pick  up  the  pieces. 
Questions?  answers@gabrobins.com  or  call  888.888.4242 


©1998  GAB  Robins  North  America,  Inc. 
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COIVIIVIENTARY 

By  Lee  Walczak 


CENSURE  MEANS  HAVING  TO  SAY  YOU'RE  SORRY-BUT  HO^ 


It  scarcely  matters  whether  the 
melodrama,  "The  Impeachment 
Ti-ial  of  William  Jefferson  Clin- 
ton," ends  after  one  bi-ief  act  or 
drags  on  for  many.  Most  Republi- 
cans and  Democrats  agree  on  the 
denouement:  The  President  is 
unhkely  to  be  convicted  by  the  Sen- 
ate on  perjury  or  obstruction-of-jus- 
tice  charges.  "At  the  end  of  the 
day,"  says  Senator  Robert  G.  Torri- 
cefli  (D-N.J.),  "this  is 
going  to  come  down  to  cen- 
sure." And  that  will 
require  some  kind  of  final 
mea  culpa  to  ring  down 
the  curtain. 

What  can  the  Sultan  of 
Slick  say?  He  must  own 
up  to  his  deceptions  in  the 
Monica  Lewinsky  affair, 
without  giving  foes  such 
as  Independent  Counsel 
Kenneth  W  Stair  fr-esh 
ammo  to  prosecute  him. 
Here's  what  a  bipartisan 
sampling  of  some  of  Wash- 
ington's top  wordsmiths 
would  recommend: 
■  The  "Full  Jimmy."  Fomier 
Bush  speechwiiter  Mark  W. 
Davis  believes  the  Presi- 
dent must  make  a  dramatic 
confession — a  move  backed 
by  onetime  White  House 
gui"u  Dick  Monns.  "He 
needs  the  'Full  Jimmy,' " 
says  Davis,  "a  Swaggart-like  apology, 
with  tears."  Like  the  straying  tele- 
vangelist,  Clinton  must  beg  for  mer- 
cy. The  suggested  script:  "I'm  sony. 
I  lied  to  my  family  and  the  American 
people.  I  listened  to  my  lawyers  and 
not  my  heart.  I  deserve  censure. 
And  I  promise  this  wiU  never  hap- 
pen again." 

Risky  as  such  a  confession  is, 
Davis  says  it  would  work  because  of 
the  President's  70%  approval  rating. 
"He  can  say  'I  misled  and  I  hed' 
vdthout  getting  into  the  question  of 
whether  it  was  under  oath.  People 
shouldn't  accept  it,"  Davis  grouses, 
"but  they  will." 

■The  modified  limited  hang-out.  For- 
mer Reagan  speechwi-iter  Clark 
Judge  thinks  appealing  to  Americans' 
sense  of  fan-  play  is  smart — but  he 


would  shun  un-Presidential  groveling. 

"I'd  say:  *I  had  an  improper  rela- 
tionship with  a  young  woman  on  my 
staff.  When  asked  about  it  by 
lawyers,  I  gave  answers  I  thought 
were  artful — but  others  felt  were 
misleading.  I  continue  to  beheve 
that,  but  recognize  that  people  differ. 
I  can't  erase  the  shame  brought  on 
this  office.  But  forgiveness  is  the 
American  way.  And  if  I  I'emain  in 


THE  "FULL  JIMMY" 

Televangt^lisl  Jim- 
my Swaggart 
made  a  tearlul 
televised  plea  for 
forgiveness,  but 
Clinton  may  not 
find  it  so  seemly 
to  grovel 


this  job,  I  pledge  to  earn  that 
forgiveness.' " 

■  The  high  road.  "No  more  parsing  of 
what  he  meant,  no  more  abject  con- 
fessions," counsels  former  Clinton 
speechwriter  David  Kusnet.  The  high- 
roaders  favor  far  loftier  appeals.  "I 
hope  he  will  say  'The  fi^amers  of  the 
Constitution  set  up  a  system  under 
which  imperfect  people — rather  than 
divinely  guided  kings—  could  for-m  a 
more  perfect  union,' "  says  Kusnet. 
"  'We  are  all  imperfect,  but  public  ser- 
vice brings  out  the  best  in  us.' " 

Anthony  R.  Dolan,  Ronald  Rea- 
gan's former  chief  speechwriter,  is 
another  devotee  of  the  elevated  ap- 
proach. "Clinton  must  use  the 
grandeur  of  the  office,"  he  says. 
Dolan's  script:  "  'You  can't  have  a 
President  impeached  for  this.  It's 


about  the  future.  It  would  hurt 
democracy,  and  we  can't  risk  tha 
kind  of  instability.  Censure  is  th^ 
right  course.'  And  [Chnton]  ough 
have  a  section  that's  gracious  to  | 
accusers,"  Dolan  adds,  "though 
Hillary  would  probably  snip  it  oil 
Michael  S.  Sitrick,  a  Los  Anga 
based  crisis-management  expert] 
has  counseled  such  besieged  cor 
nies  as  Food  Lion  Inc.  and  Natid 
Medical  Enterprises  In^ 
says  "Clinton  must  reir 
the  idea  that  the  count! 
can't  suffer  any  more, 
can  say:  'I  wish  I  couldl 
back  what  happened,  bf 
can't.  Enormous  harm 
been  done  to  me  and 
family.  But  my  AdminiJ 
tion  has  been  good  for  [ 
countiy.  To  spare  the 
more  trauma,  I  accept 
sure.' "  That  way,  Sitrid 
figwes,  "he  puts  Repulj 
cans  on  the  defensive. 

Which  com'se  will  CI 
take?  Not  even  his  top  I 
will  venture  a  guess.  Bi 
they  would  do  well  to  ll 
up  what  "the  Great  Coi 
nicator,"  Ronald  Reagai 
said  by  way  of  apology! 
ing  the  Iran-cowira  sca| 
After  denying  that  his 
ministration  illegally  sol 
aims  to  Iran  in  exchanf 
U.  S.  hostages — and  then  diverts 
cash  to  Nicaraguan  contras — Re| 
finally  took  responsibility  for  the 
in  a  Mar.  4,  1987,  address.  "A  fei 
months  ago  I  told  the  American  | 
pie  I  did  not  trade  arms  for  hos{ 
tages,"  he  said.  "My  heart  and 
best  intentions  still  tell  me  that'! 
but  the  facts  and  the  evidence  tJ 
it  is  not."  With  that,  the  air  ruslj 
out  of  the  Iran-cor?i?'a  balloon. 

Capital  spinmeisters  are  con\l 
that  Clinton  is  studying  the  Gij 
script.  So  when  Clinton's  time 
to  face  the  cameras,  don't  be  si 
prised  if  his  confession  sounds 
familiar.  In  Washington,  you  goj 
what  works. 

Walczak  is  BUSINESS  week's\ 
Washington  Bureau  chief. 
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An  amazing  thing  happens  when  you  start 

asking  questions  on  a  different  leveL 


In  Business  This  Week 


EDITED  BY  KELLEY  HOLLAND 


SNAP,  CRACKLE, 
COUP?  

UNHAPPY   INVESTORS  WERE 

clamoring  for  change  at  Kel- 
logg, and  on  Jan.  5,  they  got 
it.  The  stinigglLng  cereal  giant 
announced  it  was  elevating 
President  Carlos  Gutierrez, 
45,  to  chief  executive  officer, 
replacing  Arnold  Langbo,  61, 
whose  seven-year  tenure  has 
included  a  steady  loss  in  mar- 
ket share  and  a  string  of 
earnings  disappointments. 
The  decision  came  at  an 
unscheduled  board  meeting 
on  Jan.  4,  but  one  Kellogg 
director  insists  that  "there's 
no  way  we  threw  him  out." 
Gutierrez,  a  23-year  Kellogg 
veteran,  promises  to  boost 
performance  by  spending 
more  on  advertising  and  new 
convenience  foods.  Pi-udential 


CLOSING  BELL 


SPLITSViLLE 

Network  Solutions,  the  com- 
pany that  registers  Internet 
addresses — .com,  .org,  etc. 
— joined  the  buoyant  Net 
stock  crowd  on  Jan  4.  After  a 
secondary  offering  of  4.58 
million  shares  and  a  2-for-l 
split,  the  company's  shares 
rose  18%  to  $155.  The  offer- 
ing reduces  the  stake  of  par- 
ent Science  Applications 
International  from  72%  to 
45%.  But  is  cash  what  Net- 
work Solutions  requires?  With 
the  government  taking  away 
its  registration  monopoly, 
Network  Solutions  seems  to 
need  a  new  strategy  more. 


NETWORK  SOLUTIONS 
h  STOCK  PRICE 


DEC.  28.  '98  JAN,  5,  '99 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


Securities  analyst  John 
McMillin  applauded  the 
change.  "This  is  a  company 
badlv  in  need  of  new  ideas." 


TEXACO  WOMEN  GET 
ASEHLEMENT 

it's  small  potatoes  com- 
pared  with  the  $176  million 
settlement  that  ended  a  racial 
discrimination  suit  against 
Texaco  in  1996.  But  the  oil 
giant's  agi'eement  on  Jan.  6  to 
pay  $3.1  million  to  186  female 
employees  who  were  under- 
paid from  1993  to  1996— the 
largest  such  deal  ever 
reached,  the  Labor  Dept. 
says — suggests  that  the  feds 
are  trying  to  step  up  efforts 
to  combat  gender  bias  in  the 
workplace.  The  company, 
which  notes  there  was  no 
federal  finding  of  labor  law 
violations,  was  targeted  by 
Labor  after  a  1995  audit. 
Routine  examinations  of  fed- 
eral contractors  such  as  Tex- 
aco increased  from  10  in  1993 
to  40  in  1998,  says  Labor. 

RAISING  THE  BAR 
ON  MEDICARE 

IT  MAY  BE  ONE  OF  THE  MOST 

unpopular  ideas  in  Washing- 
ton— but  it  won't  go  away.  On 
Jan.  5,  a  commission  on 
reforming  Medicare  again 
proposed  upping  the  eligibil- 
ity age  from  65  to  67.  The 
switch  would  save  $620  billion 
over  30  years.  The  idea  has 
been  floated  before.  But  a 
higher  eligibility  age  was  shot 
down  in  1997  by  the  seniors' 
lobby  and  employers.  The 
idea  stands  a  slightly  better 
chance  this  time,  but  only  if 
the  panel  also  proposes  allow- 
ing early  retirees  to  buy  into 
the  program. 

A  RAINBOW 
OF  PC  COLORS 

FORGET  BEIGE.  TRY  TANGER- 

ine — and  strawberry  and 
grape.  These  are  the  new 


HEADLINER:  ROBBA  BENJAMIN 


CASTING  A  WIDER  NET 


Robba  Benjamin  has  come 
a  long  way  from  hawking 
powdered  health  drinks  for 
vitamin  maker  Shaklee. 
Now  Benjamin,  51, 
is  on  a  mission  to 
transform  data- 
networking  gi- 
ant Cisco  Sys- 
tems as  the 
heads  of  its  new 
consumer-prod- 
ucts group. 

On  Jan.  8,  in  its 
first  major  foray  into  con- 
sumer networking,  Cisco 
was  to  announce  a  broad 
set  of  partnerships  and  li- 
censing agreements  with 
the  likes  of  Sony,  Panason- 
ic, AT&T,  and  MCI.  The  elec- 
tronics makers  will  add 
Cisco  technology  to  gizmos 
like  cable  modems  and  set- 
top  boxes,  while  service 


providers  will  offer  high 
speed  Net  access  that 
works  best  with  Cisco 
patible  gear.  The  co 
may  make  life  h; 
er  for  Cisco  rii 
3Com. 

Benjamin 
former  Sp: 
marketing 
who  joined 
CO  last  Au! 
head  its  consi 
push,  caught  net- 
fever  yeai's  ago  while 
ing  a  thiift  boost  its  c 
tomer  service  through 
technology.  She  says  s 
aims  to  "extend  the  Ne 
revolution  into  the  hon 
Given  today's  hunger  f( 
Net.anything,  that  idea 
could  go  down  more  ea 
than  a  protein  shake. 

By  Andy  Rein) 


colors  Apple  Computer  is 
rolling  out  for  its  iMac  com- 
puter, which,  with  its  blue 
translucent  skin,  broke  the 
beige  barrier  last  summer. 
The  industry  reaction?  Says 
Barry  Mathis,  an  industrial- 
design  manager  for  Hewlett- 
Packard:  "They've  kicked  us 
all  in  the  butt  a  httle  bit."  On 
Jan.  6,  the  day  after  the  iMac 
news,  HP  unveiled  a  new  blue 
printer.  On  Jan.  11,  Sihcon 
Graphics  will  offer  a  piu-j)le  PC 
workstation.  And  eMachines, 
a  maker  of  super-cheap  Intel- 
based  PCs,  will  unveil  a  $600 
iMac  lookalike  this  spring. 

ANOTHER  NEW 
SIDEKICK  FOR  AT&T 

AT&T's  .$48  BILLION  ACQUISITION 

of  cable  giant  Tele-Communi- 
cations last  June  offered  a 
tantalizing  promise:  Using 
TCi's  coaxial  TV  cables,  at&t 
could  bypass  local  phone  com- 
panies to  offer  next-genera- 
tion voice  and  Internet  ser- 


vices. It  would  also  savi 
of  the  $6  billion  a  year 
local  phone  compani 
access  to  their  lines 
days  after  the  mergi 
approved  by  the  FCC 
taking  the  fii'st  step 
that  vision:  On  Jan. 
working  giant  Cisco  S; 
announced  it  had 
exclusive  contract  to 
AT&T  with  equipment 
first  network  that 
voice  traffic — as  well  a] 
and  Internet  data 
cable. 

ET  CETERA . . . 

■  United  is  reestablii 
big  East  Coast  pres^ 
Washington  Dulles 

■  Intel  on  Jan.  11  wiB 
its  next  Pentium  chip.) 
guess?  Pentium  III. 

■  Boeing  ended  19981 
record  559  deliveriel 
more  than  promised. 

■  Walt  Disney  ceo 
Eisner's  bonus  was  ] 
halved  as  profits  lagg 
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It  changes  yourwhoie  perspective. 


ifharton  Executive  Education— it's  how  leaders  around  the  globe  push  the  boundaries  of  their  thinking.  With 
95  standing  faculty,  Wharton  is  unmatched  in  the  breadth  and  depth  of  its  expertise  across  business 
isciplines.  This  knowledge,  experience  and  insight  can  help  you  pose  the  questions.  What  you'll  get  is  a 
resh  perspective  on  your  organization,  your  career  and  your  life. 
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•jr..                   5                    *"  1 

It  took  a  lot  of  intelligence  to  come 
'up  with  the  first  digital  copier  that 
could  copy  and  fax.  It  took  even  more 
intellisencc  to  come  up  with  the  first 


digital  copier  that  could  copy,  fax  ai 
print.  Which  kind  of  makes  you  wondel 
if  Leonardo  da  Vinci  were  around 
today,  would  he  be  working  for  us'^ 


Afici 


TM 


ICIO 

We  lead.  Others  copy. 

T.)  iHui  ou.  v^  hy  wc  arc  ih.  No.  1  make,  ol  B/W  digital  copiers  in  the  US  and  Europe 
please  contact  l-,SO(.-63-Rir(3H  or  v.sit  our  ho.nc  page  at  www.r.coh-usa.com  g 
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:D  by  DOUGLAS  HARBRECHT 


BACKLASH  AGAINST  BEIJING 
BUILDING 


IS  Coi-porate  America's  fondest  hope  that  1999  would  be 

Year  of  the  Cuddly  Panda.  China  under  Jiang  Zemin 

Id  relax  its  trade  baniers,  join  the  World  Ti-ade  Or- 

;ion,  and  finally  win  permanent  status  as  a  normal 

fading  partner.  Now,  those  hopes  are  dashed,  and  the 

;ar  is  shaping  up  as  the  worst  for  U.  S.-Cliina  relations 

he  1989  massacre  in  Tiananmen  Square. 

ing  the  fii"e:  a  stiU-classified  congi'essional  repoi-t  detailing 

5  of  20  years  of  theft  of  sensitive  U.  S.  technology  by 

In  addition,  Beijing  is  in  the  midst  of 

its  periodic  crackdowns  on  dissidents. 

rotectionist  measures  and  currency 

3  by  the  Middle  Kingdom  are  making 

tier  for  U.  S.  businesses  to  operate  in 

^nd  a  trade  imbalance  in  Cliina's  favor 

cted  to  siupass  $60  billion  in  1999. 

fii'st  casualty  may  be  cancellation  or 

lement  of  the  planned  April  summit 

'  Prime  Minister  Zhu  Rongji,  whose 

ross  the  U.  S.  would  likely  be  strewn 

•ders  for  generators  and  tractors.  A 

ig  spokesman  has  already  expressed 

^e"  at  the  "groundless"  espionage 

i  in  the  700-page  report  of  a  special 
panel  headed  by  Representative 

pher  Cox  (R-Calif.).   

;s.  Tensions  will  get  worse  come  spring  when  unhkely 

iia  allies  such  as  afl-cio  Pi-esident  John  J.  Sweeney  and 
!i  consei"vative  Gary  Bauer  moimt  protests  to  nwk  the 
anniversaiy  of  Tiananmen  Square.  With  the  annual 

4(  mal  debate  over  extending  most-favored-nation  traling 
el  to  begin  m  May,  Beijing's  critics  on  Capitol  Hill  will 
til  deciy  the  teclmo-treacheiy  detailed  in  Cox's  repoit. 
N'  for  China  in  jeopardy?  Not  really.  But  behind  the 

■hetoric  lies  a  political  strategy.  Some  consei-vatives 
portray  China  as  a  secmity  tlu-eat,  esjiecially  because 
eapons  sales  to  Pakistan  and  Iraq.  At  the  same  time, 

int  to  cast  President  Clinton — and  Presidential  con- 


HAPPIER  DAYS:  Jiang,  Clinton 


tender  Al  Gore — as  pushovers  for  promoting  stronger  trade 
while  turning  a  blind  eye  to  Beijing's  ulterior  motives. 

Even  though  both  GOP  and  Democratic  Administrations 
were  cited  for  lax  oversight  in  the  bipaitisan  Cox  report,  Clin- 
ton's critics  will  use  it  to  press  for  tighter  expoit  controls. 
Their  hand  has  been  strengthened  by  disclosures  that  the 
Commerce  Dept.  failed  to  police  satellite  makers  Loral  Corp. 
and  Hughes  Electronics  Coip.  Altliough  both  companies  strong- 
ly deny  any  wi'ongdoing,  the  Cox  repoit  chai'ges  that  they  su}> 
plied  missile  technology  to  the  Cliinese.  "En- 
gagement will  no  longer  be  a  synonyiii  for 
zero  criticism  of  Communist  Party  offenses," 

Cox  told  BUSINESS  WEEK. 

Som'ces  who  have  seen  the  i-eport  say  it 
contains  gi'ave  chai'ges  that  China  stole  U.  S. 
government  secrets  and  raises  questions  about 
the  level  of  cooperation  between  Beijing  and 
U.  S.  companies.  American  business  will  sufter 
fi'om  the  fallout.  Says  Jay  Hu  of  the  U.  S. 
InfoiTiiation  Technology  Office,  a  Wasliington- 
based  industiy  gi'oup:  "Fiuther  controls  will 
just  encoiu"age  China  to  shift  to  Japanese  and 
European  companies." 

Already,  new  restrictions  on  converting 
Cliinese  cmTency  ai'e  hampering  U.  S.  multi- 
nationals'  efforts  to  invest  and  turn  a  profit. 
The  result:  A  recent  U.  S.-Cliina  Business  Council  sm'vey  of 
over  50  U.  S.  companies  in  China  found  80%  facing  sales  cut- 
backs and  50%  reconsidering,  delaying,  or  canceling  invest- 
ments. "If  the  jx)litical  environment  is  degTaded,  commercial  rela- 
tions can't  escajje  harm,"  says  Council  Pi-esident  Robert  A.  Kapp. 

The  two  coimtries  have  weathered  rhetorical  stonns  before, 
without  damage  to  their  trade  relations.  But  as  details  of  the 
Cox  report  leak  out,  China's  critics  will  become  more  deter- 
mined. And  instead  of  the  Year  of  the  Panda,  1999  could 
well  turn  out  to  be  the  Year  of  the  Wounded  Dragon. 

By  Paul  Magnusson,  with  Lorraine  Woellert,  and  Dexter 
Roberts  i)t  Beijing 


ITALWRAPUP 


INNER  WITH  DENNY 

sident  Clinton  must  be  missing 
ief  of  Staff  Erskine  B.  Bowles, 
essman  Bowles  was  the  only 
■nite  trusted  by  Trent  Lott.  The 
e  Majority  Leader  rarely  talks 
eplacement  John  D.  Podesta, 
js  say.  But  Podesta's  brother, 
is  an  old  pal  of  new  House 
er  J.  Dennis  Hastert  (he  donat- 
io to  his  last  campaign).  John, 
ateur  chef,  has  even  cooked  for 


NAVIGATING  TO  NOWHERE 

►  After  sinking  nearly  $450  million 
into  developing  a  $3  billion  satellite- 
navigation  system  for  commei'cial 
jets,  the  Federal  Aviation  Adminis- 
tration has  put  the  project  on  hold 
until  September,  2000.  The  faa  says 
the  system  will  not  meet  agency 
safety  standards.  But  others  familiar 
with  the  program  say  Administrator 
Jane  F.  Garvey  may  be  making  a 
strategic  retreat  to  do  some  rethink- 
ing. The  14-month  delay  could  cost 


taxpayers  about  $3  million  a  month, 
FAA  officials  say. 

GIVING  PEACE  A  CHANCE 

►  New  FDA  Commissioner  Jane  E. 
Henney  is  waving  an  olive  branch  at 
Congress  and  other  industry.  Two 
months  into  her  job,  agency  officials 
say  she  wants  to  mend  fences  ripped 
down  by  her  activist  predecessor, 
David  A.  Kessler.  Her  No.  1  priority: 
implementing  modest  fda  reform 
legislation  passed  by  Congress  last 
vear. 
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International  Business 


JAPAN 


A  YEAR  OF 

FRESH  DISASTERS? 

Japan  s  rescue  efforts  seem  to  be  making  things  worse 


T}u5  yeai-  would  be  diftei-enr.  Thar's 
whai  dispmred  Japanese  heard 
from  Tokjo  olScialdom  as  they 
headed  oS"  to  the  hot  spi-in^s  and 
ski  resoit^  for  the  extended  New  Yeai* 
holidays.  After  eight  years  of  stagna- 
tion. 1999  would  be  the  turnaround 
yeai\  The  iniling  Liberal  Democi-atic 
Paiiy  was  setting  aside  -S700  billion  to 
fix  the  crippled  banking  system,  bring 
tax  rehef  to  companies  and  consumers, 
and  kick  the  broader  economy  into 
higher  gear  ■nith  a  massive  pubMc  in- 
vestment di-ive. 

Yet  as  the  -Japanese  drift  back  to 
their  ofSces  and  factories  after  the 
bi-eak.  troubling  development*  ai'e  al- 
i-eady  maning  this  boosteiish  outlook. 
Tlie  government's  plans  to  i*aise 
billion  in  bonds  ai-e  dri\"ing  bond  prices 
steeply  lower,  forcing  rates  to  double 
sinc-e  last  fall.  ITiat  raises  the  specter  of 
a  debt-mai-ket  crash  that  could  batter 
consimiers  and  banks  alike.  And  in  a 
pai^adoxical  twist,  the  lising  rates  ai"e 
atu*acTing  foreign  bond  investoi-s  looking 
for  higher  \ieids.  That  touched  ou  a 
24'~f  sui"ge  in  the  yen  since  August.  The 
roEup  is  scaling  Japan's  manufacturers, 
who  di'ead  what  a  strong  cuiTency  will 
do  to  their  experts,  theii*  only  source 
of  profits  these  days.  Instead  of  being 
"he  Stan  of  a  reboimd.  1999  is  ahvadv 


looking  like  a  year  of  fresh  disasters. 

Jitterj-  investors  shaved  more  than 
■i'^t  off  the  Nikkei  during  its  first  two 
trading  sessions  this  year,  imtil  the  gov- 
ernment spai'ked  a  i-ally  by  signaling 
its  intention  of  selling  yen.  But  the  over- 
all outlook  remains  bearish.  The 
basic  fear  is  that  Japan  has 
stretched  its  public  finances 
to  the  breaking  point. 

To  pay  for  the 
-STOO  bilhon  salvage 
effon.  Piime  IIL'.:-:-; 
Keizo  Obuchi  pla:  -  : 
the  market  with  i>.r-u  c±'crl:;gs. 
some         more  tlian  last  year 
move  that  will  a*owd  out  other  b-on^ow- 
ers.  He  has  no  choice,  since  the  gov- 
eiTin^ent  badly  needs  the  money.  Japan's 
severe  i-ecession  has  clobbered  tax  rev- 
enues and  resulted  in  a  budget  deficit 
projected  at  lO'?-  of  gross  domestic 
product,  among  the  highest  in  the  de- 
veloped world. 

The  new  bond  offerings  are  just  the 
latest  in  a  string  of  debt  issues  by  the 
government  to  cover  its  mounting 
deficits.  Until  now.  a  ready  mai-ket  kept 
bond  prices  rising.  Banks  hked  the  safe- 
ty" of  goveiTiment  paper  The  Ministry-  of 
Finance,  which  had  access  to  Japan's 
S2  trillion-plus  postal-sa\ings 
svstem.  regularlv  picked 


up  a  big  chunk  of  any  govemmen 
issue.  The  Bank  of  Japan  was 
buyer,  too. 

But  now  the  government's  usu 
tomers  have  other  things  to  d 
their  money.  Finance  Minister 
iliyazawa  has  petrified  bond  trac 
announcing  that  the  mof  is  cutt 


To  pay  for  the  8700  bihion 
sah'age  effort.  Tok\'o  has 
to  flood  the  market  with 
bond  offerings-dri^'ing 
out  other  borrowers 
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purchases  of  new  govemment 

ill  half.  Instead,  the  ministiy  is 
u  (orporate  bonds  to  ease  the 

crunch,  and  helping  state-run 
>  like  the  Japan  Development 
a-  they  bail  out  such  cash-stai-ved 
lilies  as  Nissan  Motor.  And  the 
lit  .Japan  is  not  in  the  mood  to 
'  IV  government  bonds. 

PAPER.  Meanwhile,  .Japan's  pri- 
aiiks,  saddled  with  nearly  $1  tril- 

ilud  loans,  don't  have  much  ready 
(  It  to  spend  on  bonds.  And  of 
,  iiy  flooding  the  mai'ket  with  new 

I  lie  govemment  creates  a  bond 
ai-es  its  deficit,  and  hurts  its  own 

liiality.  Since  government  paper 
'nt  riskier  than  last  fall,  yields 
n. 

-  of  2%  or  so  wouldn't  matter 
1  -ii  if  the  Japanese  economy 
11  such  a  fi-agile  state.  Already, 
in  I'ates  is  trickling  dowTi  into 
economy.  Major  consumer 
-iich  as  Sanwa  Bank  Ltd.  and 
P>ank  Ltd.  have  pushed  up 
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home  mortgage  rates 
nearly  one  percent- 
age point,  to  around 
4% — very  high  given 
the  weakness  in  con- 
sumer spending. 
That's  going  to  fur- 
ther crimp  housing 
demand,  just  when 
ordinary  Japanese 
ai'e  feeling  the  impact 
of  lower  bonuses  and 
wages. 

Corporate  borrow^- 
ing  costs  ai'e  also  siu'e 
to  rise  at  a  time 
when  cash  flow  and 
earnings  are  under 
pressui'e.  A  100-basis- 
point  rise  in  rates 
could  lower  coi-porate 
earnings  by  11%  this 
year,  according  to 
some  estimates.  "The 
rise  in  funding  costs 
is  really  going  to 
drive  down  business 
sentiment  even  fur- 
ther," figures  Kazuko 
Mizuno,  an  economist 
with  Warburg  Dillon 
Read.  A  Bank  of 
Japan  survey  shows 
confidence  among  ex- 
ecutives is  ah-eady  at  a  fom-year  low. 

Higher  lending  rates  do  produce  high- 
er profits  for  banks.  But  in  Japan's  dys- 
functional economy,  the  banks  have  re- 
lied heavily  on  gains  in  their  bond 
portfolios  to  prop  up  eai'nings.  Morgan 
Stanley  Dean  Witter  economist  Robert 
A.  Feldman  fears  the  cun-ent  drop  in 
bond  prices  has  probably  wiped  out  the 
unrealized  earnings  of  the  banks'  esti- 
mated $600  billion  worth  of  bond  hold- 
ings. If  so,  they  will  have  to  wiite  off 
those  losses. 

Such  write-offs  will  put  even 
more  pressure  on 
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force  them  to 
in  even  more 
loans,  and  so  worsen 
the  nation's  credit 
crunch.  Japan's  new- 
bank  watchdog,  the 
Financial  Supei-\isoiy 
Agency,  is  already 
leaning  on  lenders  to 
clear  their  loan  books 
of  questionable  bor- 
rowers or  face  the 
fate  of  recently  na- 
tionalized Nippon 
Credit  Bank  Ltd., 
which  was  slow  to  ad- 
mit the  extent  of  its 
nonperforming  loans. 
That's  why  major  con- 
struction companies 
such  as  JDC  Corp., 
which  recently  filed 
for  bankruptcy  with 
$3.3  bilUon  in  liabili- 
ties, are  failing  left 
and  right. 

What  an  unhappy 
new-  year.  And  there's 
more.  Perhaps  the 
biggest  hit  from  the 
interest-rate  swing 
will  be  a  sustained 
strengthening  of  the 
yen  against  the  dol- 
lar, as  adventurous  foreign  investors 
pick  up  higher-jielding  Japanese  bonds. 
Japanese  paper  looks  more  attractive 
now  that  central  banks  in  Eui'ope  and 
the  U.  S.  have  cut  their  benchmark 
rates. 

The  result  has  been  a  boost  in  the 
yen  to  almost  110  to  the  dollar,  its 
strongest  level  in  19  months.  The 
stronger  yen  means  more-expensive 
Japanese  exports,  from  copiers  to 
Lexus  sedans.  The  stocks  of  big  ex- 
porters such  as  Bridgestone,  Honda 
Motor,  and  Canon  have  taken  a  drub- 
bing from  investors  worried  about 
overseas  earnings.  Tiremaker  Bridge- 
stone,  for  example,  had  assumed  a  rate 
of  129  yen  to  the  dollar  wiien  it  made 
its  profit  forecast  for  this  year.  If  the 
yen  stays  at  current  levels,  profits 
could  be  $144  miUion  lower  than 
forecast. 

Small  wonder  that  econo- 
mists ai'e  slashing  theu"  fore- 
casts for  Japan.  The  betting 
is  that  the  economy  will  con- 
tract 1.3%  in  1999. 'Maybe  all 
this  govemment  spending  will 
eventually  lift  the  economy.  But 
as  the  new  yeai-  starts,  Japan's  rescue 
plan  is  looking  perilous  indeed. 

By  Brian  Bremner  in  Tokyo 
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COMMENTARY 

By  Joyce  Barnathan 


HOW  THE  nCOONS  ARE  HOBBLING  HONG  KONG 


When  Li  Ka-shing  talks,  Hong 
Kong  listens.  So  when  the  bil- 
lionaii'e  tycoon  recently  com- 
plained that  local  politicians  were 
souring  the  business  climate,  he  rat- 
tled a  commimity  already  shaken  by 
its  worst  recession  in  decades. 
Although  his  criticism  was  vague, 
many  believe  he  was  targeting  out- 
spoken members  of  the  populist 


the  influence  property  tycoons  wield. 

■Just  look  at  the  record  of  Tung, 
who  is  tycoon-fiiendly.  He  has  been 
governing  diuing  an  unprecedented 
meltdown,  but  he  and  top  bui*eaucrats 
have  made  things  woi*se  by  damaging 
Hong  Kong's  policy  of  noninten'en- 
tion.  Previously,  the  government 
provided  the  infrastiuctui-e  needed 
for  business  to  thiive,  but  steered 


Democratic  paity.  Because  of  the 
shift  in  political  sentiment,  Li  said, 
he  was  unlikely  to  invest  in  a  new 
S1.3  billion  project  in  Hong  Kong. 

Li  may  be  lamenting  the  business 
communitys  lack  of  clout,  but  how 
much  more  influence  does  he  want  ty- 
coons to  have?  After  all,  China  backed 
shipping  tycoon  Tung  Chee-hwa  to  be- 
come Hong  Kong's  fii-^t  chief  execu- 
tive. The  legislatiu-e  is  also  designed 
to  favor  pro-business  groups.  Li  is  ap- 
parently annoyed  that  some  Demo- 
crats are  protes'ing  his  intention  to 
sue  buyei*s  who  defa  ulted  on  apait- 
ment  pui'chases.  Fail-  enough:  Li  has 
eveiy  right  to  take  them  •  o  comt.  But 
for  him  to  conclude  that  his  '.  oes 
stem  fi-om  Hong  Kong's  exercise  of 
democracy  is  puzzling.  If  anjlhiiig. 
Hong  Kong  may  be  a  less  desii-ablf- 
place  to  do  business  now  because  of 


clear  of  picking  winner.-  and  losers. 

But  in  the  past  year,  the  govem- 
ment  has  inten'ened  in  ways  that 
favor  the  big  property  tycoons.  It 
has  stopped  releasing  state  land 
onto  the  market  to  keep  prices  fi"om 
falling  further.  Tax  breaks  and  subsi- 
dies to  new  buyers  now  encourage 
apartment  piu-chase.-.  Yet  while 
property  prices  have  di'opped  bO'^c. 
they  are  still  extremely  high.  Dres- 
dner  Kleinwort  Benson  chief  econo- 
mist Geoffi-ey  Barker  estimates  that 
it  would  take  another  oO'~i  drop  to 
reach  levels  the  average  resident 
could  afford.  One  legitimate  concem 
is  that  another  plunge  in  real  estate 
prices  will  endanger  banks.  But  in- 
stead of  figuiing  out  how  to  let 
prices  drop  to  affordable  levels  while 
restructuring  the  banks,  the  govera- 
ment  just  wants  to  maintain  the 


market — which  benefits  the  tycoo 
Perhaps  the  most  egi-egious  dec 
sion  was  the  government's  purchas 
of  S15  billion  worth  of  Hong  Kong 
stocks  in  August,  many  of  them  pr 
erty  compariies.  WTiile  the  Hong  K 
Monetaiy  Authority  claims  it  mov« 
to  stave  off  speculatoi-s  and  not  pr 
up  the  boui-se,  it  severely  damagec 
the  city's  reputation  for  hands-off  i 
Now,  the  government  is  a  major 
shareholder  in  companies  inn  by 
hea\->-weights  such  as  Li.  The  pote 
rial  conflicts  of  interest  ai-e  enonnc 
Underpinning  these  actions  is  tl 
belief  that  property  is  the  true  sot 
of  Hong  Kong's  prosperity  Yet,  in 
ality,  it  is  Hong  Kong's  weakness. 
Pi'operty  companies  dominate  the 
Hang  Seng  Index.  Bank  portfolios 
have  tremendous  exposui'e  to  the  : 
estate  mai-ket.  The  government  its 
depends  on  property-related  incom 
for  an  estimated  50'~<-  of  its  revenu 
.Such  a  distorted  mai-ket  may  have 
been  acce]itab!e  when  interest  rat< 
were  low  and  money  was  cheap.  It 
not  any  longer.  "Hong  Kong  is  at  t 
end  of  an  era."  says  Bai'ker  This 
not  a  cyclical  dowTitum  in  pi-opert^ 
piice<.  but  a  "multiyeai-  downtrent 
he  says. 

NOSTALGIC.  That  leaves  the  city  ir 
the  thi'oes  of  an  identity  crisis:  if  r 
pi-oi>erty.  then  what?  There  is  talk 
uuTiing  H'jng  Kong  into  a  high-tec 
hub.  But  the  best  option  is  to  step 
efforts  to  become  the  business  ser 
center  for  China.  The  sooner  Hon|  :." 
Kong  broadens  its  economic  base 
away  from  property,  the  faster  it 
revive.  There  is  more  pain  to  con* 
but  it's  better  than  denial. 

The  real  issue  for  tycoons  like 
not  whether  democracy  is  hannini 
Hong  Kong,  but  whether  Hong  Ki 
can  remake  itself.  The  tycoons  ma; 
nostalgic  for  the  old  days  when  th 
British  assured  that  political  and  I 
ness  interests  were  nearly  identics 
But  Hong  Kong  isn't  a  colony  any- 
more— and  it  shouldn't  behave  liki 
one.  Pandering  to  the  property  de 
opei-s  is  not  only  a  relic  of  a  bygoi 
era,  but  a  dangerous  path  to  take 


Asia  Regional  Editor  Bamoi, 
covers  Hong  Kong. 
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SEXUAL  HEALTH 

rien  will  have  an  isolated  erection  problem  at  some  time  in  their  lives,  but  for  others  it  happens  more  frequently.  If  the 
iity  to  respond  naturally  to  your  partner  has  become  a  recurring  problem,  you  may  be  suffering  from  a  treatable  medical 
ition  called  erectile  dysfunction  (ED),  also  known  as  impotence.  The  following  questions  and  answers  are  designed  to 
you  a  brief  introduction  to  the  causes  of  ED  and  the  various  treatment  options  available.  If  you  believe  you  are  suffering 
ED.  or  want  to  know  more  about  the  condition,  talk  to  your  doctor  or  other  healthcare  professional. 

Erectile  dysfunction:  wliat  every  man  should  know 


What  is  ED? 

!  dysfunction  is  the  consistent  inability  to  acfiieve  and/or  maintain 
ition  sufficient  for  satisfactory  sexual  activity  Ttiat  means  not  just  an 
)nal  problem,  but  one  tfiat  has  been  occurring  repeatedly  for  a 
of  time.  It's  a  widespread  condition,  shared  by  approximately 
ion  men  in  the  United  States. 

What  causes  ED? 

ince  believed  that  ED  is  all  in  your  head,  or  just  an  inevitable  result 
ig  older  Actually,  the  majority  of  ED  cases  are  associated  with 
!l  conditions  or  events,  including  some  that  are  age-related.  The 
)inmon  risk  factors  for  ED  include: 

>betes.  fiigfi  blood  pressure,  hardening  of  the  arteries, 
high  cholesterol 

'jry  or  illness,  such  as  spinal  cord  injury,  multiple  sclerosis, 
iression,  stroke,  or  surgery  for  the  prostate  or  colon 

'dications  that  may  bring  about  ED  as  an  unwanted 
e  effect 

wette  smoking  or  alcohol/drug  abuse 
/chological  conditions,  such  as  anxiety  and  stress 
ant  to  know  more  about  ED,  talk  to  your  doctor. 

Can  erectile  dysfunction 
be  treated? 

;  good  news  is  that,  regardless  of  the  cause,  the  vast  majority  of  ED 
B  treatable.  Patients  have  a  variety  of  treatment  options  from  which 
-36,  including  oral  medication,  hand-held  vacuum  pumps,  self- 
tered  injections,  pellet  suppositories,  and  surgical  implants. 


Can  anyone  use  these  treatments? 

It's  important  to  remember  that  these  treatments  are  not  for  everyone,  but 
only  for  men  diagnosed  with  ED.  You  and  your  doctor  can  determine  the 
appropriate  treatment  for  you.  Because  sexual  activity  can  be  demanding  on 
the  heart,  you  should  talk  to  your  doctor  before  using  any  treatment  for  ED. 

How  do  I  know  if  I  have  ED? 

If  you  have  erection  problems,  you  probably  already  know  it.  But  before 
your  condition  can  be  treated,  you  need  to  be  diagnosed  by  your  doctor. 
There  is  no  need  to  be  embarrassed  or  ashamed  when  discussing  ED  with 
your  doctor.  He  or  she  has  probably  diagnosed  and  treated  ED  many  times. 
Your  doctor  can  provide  you  with  understanding,  support,  and  best  of  all, 
information. 


To  diagnose  ED,  doctors  typically 
ask  a  few  specific  questions  and 
give  a  routine  physical  exam.  This 
should  help  your  doctor  arrive  at  a 
diagnosis.  Before  starting  any 
treatment  for  ED,  ask  your  doctor  if 
your  heart  is  healthy  enough  to 
handle  the  extra  strain  of  having  sex. 

Based  on  this  information,  you  and 
your  doctor  will  decide  on  the 
treatment  that  is  best  for  you. 


REMEMBER: 

ED  is  a  common 
medical  condition. 

It's  not  an 
inevitable  result 
of  growing  older. 

ED  is  treatable 
with  a  variety  of 
methods. 

Only  your  doctor 
can  prescribe 
the  appropriate 
treatment. 
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SNAPPING  UP 
SOUTH  AMERICA 

As  multinationals  buy  in, 
companies  modernize 

lor  the  holidays,  the  multinationals 
went  on  a  shopping  spree  in  Latin 
America.  On  Christmas  Eve,  New 
Jersey-based  energy  group  GPU  Inc. 
agi-eed  to  buy  Ai-gentine  electricity  dis- 
tributor Emdersa  for  $435  million.  Days 
earlier,  French  supermarket  giant  Car- 
refour  said  it  would  take  over  Brazilian 
department  store  chain  Lojas  Ameri- 
canas.  In  Chile,  Citigi'oup  agi'eed  to  buy 
the  country's  No.  2  consumer-finance 
company  for  $83  million.  In  just  the  last 
two  weeks  of  the  year,  multinationals 
announced  no  fewer  than  10  major  ac- 
quisitions in  the  region. 

They  are  buying  on  the  cheap:  Wild 
stock  market  swings  have  slashed  30% 
or  more  off  prices.  But  they  are  unde- 
terred even  by  the  ongoing  risk  of  de- 
valuation in  Brazil  and  the  prospect  of 
economic  slowdowns  throughout  Latin 
America.  That's  because  the  multina- 
tionals, often  major  players  in  the  re- 
gion, ai'e  not  just  bottom-fisliing  but  are 
looking  to  strengthen 
their  stakes  in  key 
markets  (chart). 


berto  Verme  of  Salomon  Smith  Barney 
helped  put  together  the  region's  biggest 
deal  ever,  the  breakup  and  auction  of 
Brazilian  phone  company  Telebras  for 
$19  billion  last  .July.  The  sale  helped 
make  Salomon  and  Morgan  Stanley  the 
top  M&A  advisers  in  Latin  America  last 
year  with  announced  deals  worth  $25.6 
billion  and  $24.7  billion,  respectively. 
The  i)lunge  in  asset  prices  has  put  buy- 
ers fiiTnly  in  the  driver's  seat.  In  a  Sep- 
tember privatization  auction,  Belgian 
utility  Ti-actebel  paid  $801  million  for  a 
A27c  controlling  stake  in  Brazilian  elec- 


MULTINATIONALS*  LATIN  SHOPPINC  SPREE 


strategic,  long-term 
buyers,"  says  Bernar- 
do Parnes,  managing 
dii'ector  of  investment 
banking  for  Mei-rill 
Lynch  &  Co.  in  Sao 
Paulo. 

CASHING  IN.  The  deals 
are  drawing  chimks  of 
direct  investment  into 
the  I'egion,  in  contrast 
to  the  dumping  of  assets  by  portfolio 
investors  in  Latin  America  and  other 
emerging  markets.  Announced  Latin 
mergers  and  acquisitions  jumped  to  $85 
billion  last  year  fi-om  $73  billion  in  1997, 
although  in  Asia,  m&a  activitv  fell  to 
$78  bUlion  fi-om  $80  billion  in  1997.  For- 
eign buyers  put  up  63%  of  the  dollars 
for  the  Latin  deals,  according  to 
Newark  (N.J.)-based  Securities  Data 
Co.,  which  tracks  such  activity.  Brazil 
and  Argentina  accounted  for  75%  of  the 
region's  m&.a  total. 

Wall  Street  finiis  are  cashing  in.  New 
York-based  M&A  gurus  Con-ado  Vai-oli  of 
Morgan  Stanley  Dean  Witter  and  Al- 


BUYERS 

TARGET 

ACTIVITY 

PRICE 

TELEFONICA/SPAIN, 
MCI  WORLDCOM/U.S.&  OTHERS 

Telebras/Brazil 

Telecom 

$19  billion 

ABN  AMRO/NETHERLANDS 

Banco  Real/Brazil 

Banking 

2  billion 

CSFB/U.S.-SWITZERLAND 

Banco  Garantia/Brazil 

Banking 

675  million 

GPU/U.S. 

Emdersa/Argentina 

Electric 
utility 

435  million 

CITIGROUP/U.S. 

Corp.  Financiera 
Atlas/Chile 

Consumer 
finance 

83  million 

Latin  assetd 
businesses  can  earni 
U.  S.  and  Western  Europe.  In  Aj 
na,  for  example.  Levy  expects 
6%  gi-owth.  compared  with  1.5% 
in  AustraUa  and  Britain,  where  q 
major  investments. 
HANG  ON.  For  Latin  policymakej 
downside  to  the  foreign  influx! 
rise  in  unemployment  as  the  ne\ 
ers  slash  payrolls.  But  typicallj 
improve  conditions  for  employed 
remain.  The  consortiuiu  that  earlil 
over  Rio  de  Janeiro  electric 
Light,  led  by  aes  Corp.  and  Hi 
Industries  Inc.  of  the  U.  S.  witH 
tricite  de  P^ranl 
the  workforca 
10,000  to  6,60d 


trie  power  generator  Gerasul.  On  Dec. 
30  it  bought  an  additional  9%  for  just 
$79  million,  less  than  half  the  price  per 
share  it  paid  tln-ee  months  earlier. 

In  the  bidding  for  strategic  assets, 
multinationals  such  as  G?i'  have  gained 
an  extra  edge  from  the  tightening  of 
global  credit  markets,  which  is  weed- 
ing out  smaller  rivals.  "Now-,  instead  of 
getting  15  potential  bidders  you  get 
eight,"  says  gpu's  chief  financial  officer, 
Brace  Lev}:  "And  no  one  is  pa\ing  50% 
over  the  second-highest  offer." 

The  prize,  despite  the  economic 
volatility  of  emerging  markets,  is  the 
prospect  of  reaping  better  retui-ns  on 


ny's  first  profl 
ing  plan  in  199 
The  buying 
wiU  abnost  sure 
tinue  through 
"A  lot  of 
owTied  compani 
thought  they 
hang  on  now  H 
access  to  capii 
can't  gi'ow,"  saj 
ter  Stoeppelwerth,  head  of  Latin] 
ican  research  for  Robert  Flem 
curities  Ltd.  in  Sao  Paulo. 

Not  all  foreign  companies  are 
or  able  to  ride  out  the  Latin  b| 
slowdowTi.  On  Dec.  23,  U.  S.  sew 
chine  maker  Singer  Co.,  suffe 
erating  losses  in  Brazil,  said  it  hj 
its  47  remaining  retail  stores  p 
country  to  Brazilian  investors,  i 
now,  more  multinationals  are  ] 
ahead  than  retreating  in  Latin  Aie: 
The  result  is  a  business  landsca?  i 
looks  increasingly  hke  the  rest)f 
world's. 

By  Ian  Katz  in  Sdcfo 
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Canon's  Breakthrough  Technology 

ojector's  Output. 


)ur  New  Digital  Document  Camera  Revolutionizes 
resentations  With  Exceptional  Price/Performance. 


i  little  as  4  seconds,  Canon's  DZ-3600U 
capture  a  high  resolution  digital  image 
0  X  1424  pixels)  from  a  critical  chart, 
ad  sheet,  entire  8. 1/2  "  x  11"  document 
Ijle.  to  8  pt.  type),  3-D  object  or  35-mm 
,  lor  quick  integration  into  your 
entation.  Now,  projector  users  can 
imize  their  high  resolution  output,  while 
aying  image  quality  and  detail  that 
pares  to  a  3-CCD  camera.  ' 

ipbrating  Canon's  breakthrough  Parallel 
\  technology,  the  DZ-3600U  makes 


high-resolution,  detail-sensitive  imaging 
affordable  by  making  one  CCD  do  the  work 
of  three.  Intricate  details,  invisible  to  the  naked 
eye,  ( 1600%x  zoom  magnification)  are  captured 
and  clearly  displayed  even  to  the  back  row 
(without  constantly  zooming  in),  or  transmitted 
across  your  network  anywhere  in  the  world. 

The  DZ-3600U  features  a  Universal  Serial  Bus 
(USB),  for  instant  plug  and  play'  with  any 
USB  compatible  PC,  and  incorporates  all  the 
most-wanted  features  you've  come  to  expect 
from  Canon's  exceptional  imaging  tools. 


FREE  Brochure  Available. 


FOR  PURCHASE  AND  TECHNICAL  ASSISTANCE 
OR  ADDITIONAL  INFORMATION 
CALL  (516)  328-5960. 

E-mail  us  at  vcsd@cusa.canon.com 

Website  §  htfp:// www.usa.canon.com 
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JAPAN  S  PREMIER  IS  A  SURVIVOR, 
BUT  IS  HE  A  REAL  REFORMER?  

"Obuchi's  role  is  not  to  drive  policy,  but  to  listen  to  '< 
ta  and  Nonaka,"  says  John  Neuffer,  a  political  analyi 
Tokyo's  Mitsui  Marine  Research  Institute. 

Indeed,  it  was  Nonaka — with  Takeshita's  blessir^ 
fii'st  approached  foiTner  ldp  bigwig  Ichu'o  Ozawa,  nowi 
the  opposition  Liberal  Party,  with  the  idea  of  negoti 
niling  coalition  of  the  two  conservative  paities.  Such  :  ^ 
ing  would  be  a  voting  juggernaut,  controlling  two-thirc 
Lower  House  and  nearly  half  of  the  Upper  House.  Po . 

it  could  be  used  to  ram  major  reforms  - 
the  Diet.  But  it's  far  from  clear  that  i 
who  is  aiming  to  seal  a  deal  with  Oi 
mid-Januai-y,  would  use  it  that  way.  ! 
Ozawa  drop  his  demands  to  suspend 
consumption  tax — which  reforme)'s  w: 
a  precondition  for  any  coalition,  for  t'>;' 

Besides,  Obuchi  will  be  hard  pres 
-pite  backing  from  Takeshita  and  No 
i!i-um  up  support  in  his  own  party  for  ; 
\>.!th  the  Liberals.  Many  ldp  heavy  liil 
see  Ozawa  as  a  renegade.  They  nevt-r 
him  for  mounting  a  coup  that  split 
and  contributed  to  its  shocking  19!)o  ! 
tlefeat.  The  opponents  ai'e  attempting  t 
alliance  talks  by  opposing  reforms  t  ha 
wants,  such  as  allovring  Japan's  Srif- ' 
Forces  to  take  part  in  U.  N.  military 
and  reducing  the  size  of  the  752-seal  i 
Meanwhile,  the  main  voice  for  radical  reform,  tln'  n]  ^ 
Democratic  Party  of  Japan,  is  muted.  Its  leader,  Nantu 
straggling  to  restore  his  populaiity,  dented  by  allrii 
which  he  denies — of  his  involvement  in  a  sex  scandal.  Vi 
sidelined,  Obuchi  is  under  fai'  less  pressm-e  to  enact  re ! 
while  the  Prime  Minister  may  continue  to  surprise  b;: 
litical  sui-vival  tactics,  promises  he  has  made  to  lead  Jja^ 
of  its  dark  days  are  already  ringing  hollow.  wk 

By  Irene  M.  Kunii  h 


When  mild-mannered  Keizo  Obuchi  became  Prime  Min- 
ister in  July,  opponents  derided  him  as  an  ineffectual 
Liberal  Democratic  Party  hack.  Few  thought  he  would 
last  out  the  year  in  office.  Initially,  Obuchi,  61,  confounded 
them.  His  administration  coaxed  financial  reforms  and  a  $500 
billion  bank  bailout  through  the  Diet.  That  enabled  him  to 
place  debt-laden  Nippon  Credit  Bank  under  state  control. 
He  also  cobbled  together  a  $200  billion  package  to  prop  up 
the  faltei-ing  economy  with  new  public  spending  and  fimds  to 
soften  the  credit  cranch  on  small  businesses. 
Now,  he  is  pushing  $90  billion  in  corporate 
and  income  tax  cuts  for  fiscal  1999. 

But  his  big  achievements  may  already  be 
behind  him.  Skepticism  still  abounds  about 
Obuchi's  ability  to  push  through  drastic  re- 
forms, such  as  sweeping  deregulation  of  finance 
and  telecommunications,  corporate  restructur- 
ing, and  job-retraining  progi'ams,  that  Japan 
badly  needs  to  escape  its  dii-e  economic  straits 
(page  .56).  Most  analysts  figure  he  still  lacks 
both  the  guts  and  political  power  to  do  so. 
DARK  AGES?  Obuchi  clearly  faces  an  uphill  bat- 
tle selling  reform  inside  the  ldp.  To  most  par- 
ty barons,  Obuchi's  main  job  is  to  delay  a  gen- 
eral election  as  long  as  possible  and  shore  up 
the  "iron  triangle" — the  con-upt  links  between 
the  LDP,  big  business,  and  bureaucrats — that 
forms  the  backbone  of  the  economy.  "The  ldp 
will  never  carry  out  the  type  of  reforms  Japan  needs,"  says 
centrist  political  columnist  Minoioi  Morita.  Indeed,  he  wonies 
that  with  another  ldp  win,  "Japan  will  enter  the  Dark  Ages." 

In  fact,  Obuchi  isn't  fully  his  own  man.  He's  part  of  the 
LDP's  "mling  troika"  in  which  Former  Prime  Minister  Nobom 
Takeshita  calls  the  shots,  along  with  one  of  his  closest  lieu- 
tenants, Hii-omu  Nonaka,  the  chief  Cabinet  Secretary.  Nona- 
ka Hned  up  support  for  the  bank  bailout,  for  instance.  The  two 
would  certainly  ditch  Obuchi  if  he  were  to  break  ranks. 


OBUCHI:  Not  his  own  boss 


GLOBAL  WRAPUP 


MURDOCH  JUMPS  INTO  RUSSIA 

►  Setting  his  sights  on  Russia,  Rupert 
Murdoch  is  joining  media  tycoon 
Boris  A.  Berezovsky  in  taking  control 
of  advertising  on  the  country's 
biggest  television  network.  A  new  ad 
agency  set  up  by  Berezovsky  and 
Murdoch's  News  Corp.  has  the  exclu- 
sive rights  to  sell  airtime  on  the  ailing 
government-controlled  ort  network. 

The  venture  isn't  hkely  to  make 
profits  at  first,  as  Russia's  economic 
collapse  has  halved  TV  ad  revenues. 
But  Murdoch  could  be  positioning  him- 


self to  buy  a  stake  in  ort,  in  which 
the  Russian  government  holds  a  63% 
stake.  If  the  Kremhn  offers  ort  shares 
to  raise  cash,  Murdoch  and  the  politi- 
cally connected  Berezovsky — already  a 
key  minority  shareholder — could  well 
buy  them  up. 

WARNING  JOLTS  SAP  SHARES 

►  A  profits  warning  from  German 
software  giant  sap  chopped  20%  off 
its  share  price  on  Jan.  5.  And  with 
Business  around  the  world  scurrying 
hard  to  finish  Year  2000  fixes  this 
year,  the  market  for  the  vast  business 


systems  that  sap  sells  is  gettina 
er.  But,  however  painful  the  sitl 
is  for  SAP,  its  rivals  could  fare  e^f? 
worse. 

One  key  competitor,  The  Baaij 
pany  of  Holland,  is  vinrestling  wil 
vestor  legal  suits,  rotating  mansi 
ment,  and  growing  losses.  Peopll 
and  Oracle,  while  stronger-,  conti 
only  a  fraction  of  the  installed  bl 
SAP.  When  the  market  finally  ref 
analysts  point  out,  SAP  may  erne 
with  even  mor-e  than  its  current| 
third  share  of  the  enterprise-sof 
business. 
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mvironment 


COMMENTARY 


By  Paul  Raeburn 


SAVE  THE  SPECIES-BUT  ADD  INCENTIVES 


t  looks  good  on  the  back  of  the 
quarter  or  the  dollar  bill,  but  the 
bald  eagle  isn't  an  animal  you 
)uld  like  to  meet  face-to-face.  It's  a 
rce  pi-edator,  with  a  six-  to  eight- 
)t  wingspan,  razor-sharp  talons, 
d  pale,  menacing  eyes.  In  1782, 
len  the  bald  eagle  became  the 
nerican  symbol,  it  i-uled  the 
ies— 25,000  to  75,000  patrolled 
lat  would  become  the  lower  48 
ites.  By  the  early  1960s,  however, 
ver  than  450  nesting  pairs  re- 
lined.  Defenseless  against  human 
jdators,  the  bald  eagle  was  ap- 
)aching  extinction. 
Twenty-five  years  ago,  on  Dec.  28, 
r3,  President  Richard  M.  Nixon 
»k  decisive  action  to  prevent  that. 
I  signed  the  Endangered  Species 
t,  which  had  rolled  thi-ough  Con- 
;ss  on  a  vote  of  92-0  in  the  Senate 
i  355-4  in  the  House.  "Nothing  is 
re  priceless  and  more  worthy  of 
jservation  than  the  rich  an'ay  of 
mal  life  with  which  our  country 
5  been  blessed,"  Nixon  said. 
Despite  the  overwhelming  support 

the  new  law,  it  quickly  became 
!  most  reviled  piece  of  environ- 
ntal  legislation  ever  enacted.  Al- 
st  immediately,  it  threatened  to 
it  down  construction  of  the  Tellico 
m  in  Tennessee,  because  the  dam 
uld  flood  streams  containing  a 
all,  endangered  variety  of  perch 
)wn  as  the  snail  darter. 
ED  RANCHERS.  With  his  sig- 
,ure,  Nixon  had  protected 
;  only  the  bald  eagle  but 
3  scores  of  other  weird 
rnals  and  plants  unlikely 
show  up  on  American 
rency — including  the 
nt  kangaroo  rat,  the 
)th  Cave  pseudoscor- 
n,  and  the  furbish 
sewort.  There  are 
V  1,177  species  on 
;  threatened  and 
iangered  lists. 
Environmental- 
5  seized  on  the 

as  a  powerful 
apon  to  pro- 
t  sensitive 
ritats; 

anwhile  / 


developers,  loggers,  and  cattle 
ranchers,  to  name  a  few,  howled  in 
pain.  Congress  had  to  pass  a  special 
exemption  to  the  Act  to  allow  com- 
pletion of  the  Tellico  Dam,  but  no 
sooner  had  it  done  so  than  the  next 
crisis  appeared:  controversy  over 
protecting  the  spotted  owl  threat- 
ened to  close  down  logging  on  mil- 
hons  of  acres  of  forest  in  the  Pacific 
Northwest. 

"The  Endangered  Species  Act  is 
the  most  visionary  environmental 
law  that  we  have  ever  passed,"  says 
Interior  Secretary  Bruce  Babbitt.  "It 
goes  in  a  really  comprehensive  way 
straight  to  the  issue:  How  do  we 
live,  utilize,  and  develop  in  harmony 
with  the  landscape  and  creation?" 

Conservative  critics  have  de- 
nounced the  Act,  arguing  that  it 
gives  Fish  &  Wildlife  Service  biolo- 


The  Endangered 
Species  Act  helped  the 
bald  eagle.  But  it^s  too 
focused  on  punishment 


gists  unhmited  power  to  block  devel- 
opment— without  paying  for  it.  They 
say  that  if  the  government  cuts  land 
values  by  blocking  development,  it 
should  compensate  the  owners. 

Environmentalists  criticize  the 
Act  for  doing  too  little,  too  late. 
They  have  filed  numerous  lawsuits 
to  force  the  Fish  &  Wildlife  Ser- 
vice— part  of  Babbitt's  Interior 
Dept. — to  tighten  and  speed 
enforcement. 

ECO-COMPROMISE.  The  Fish  & 
Wildlife  Service  protests  that  i'  -  as 
been  given  an  impossible  task:  j  Is 
current  budget  for  endangered 
species  is  $129.9  mOlion,  perhaps  one- 
tenth  of  what  it  needs  to  do  its  job, 
says  Gerry  A.  Jackson,  assistant  di- 
rector for  ecological  services. 

Babbitt  has  done  a  lot  in  recent 
years  to  find  a  compromise.  Flexible 
interpretation  of  the  Act  now  allows 
landowners  and  developers  to  de- 
stroy some  endangered-species  habi- 
tat if  they  agi'ee  to  preserve  or  re- 
store habitat  for  the  species 
somewhere  else.  "Biologists  need  to 
appreciate  that  you  can't  reach  per- 
fection," Babbitt  says.  Adding  more 
incentives,  such  as  tax  breaks,  could 
also  ease  critics'  concerns. 

For  all  its  shortcomings,  the  Act 
has  slowed  the  decline  of  imperiled 
species.  A  few  have  been  saved,  in- 
cluding the  bald  eagle,  which  is  likely 
to  be  removed  from  the  list  of 
tlireatened  species  this  summer. 
(The  banning  of  ddt  was  also  criti- 
cal to  the  eagle's  sui'vival.) 

The  Act  has  also  helped  pre- 
sei-ve  vital  patches  of  natural 
habitat  that  would  otherwise 
have  surely  been  destroyed. 
And  it  has  helped  ensure 
the  safety  and  comfort  of 
human  life,  casting  a  cold 
light  on  those  weird  lit- 
tle creatures  that,  like 
miners'  canaries,  might 
help  us  foresee  what 
we  need  to  protect. 

Raeburn  is 

BUSINESS  week's 

senior  editor  for 
science  and 
technology. 
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Is  the 
center 
of  the 
computing 
universe 
shifting? 


Every  'u^'  :u  >ix  lur  Uic  p.i^:  yciu>. 

Chief  Executive  Scott  G.  McXealy  of  Sun  Mi- 
orosy?tem?  Inc.  ha?  faitlifully  made  a  pilgrimage  to 
'.he  Dulles  (Va.)  offices  of  -Ajiierica  Online  Inc.  His 
quest:  get  aol  to  buy  moi"e  Sim  sen"er  computei-s  to 
help  iTin  its  world-leading  online  senice.  Each  time. 
AOL  CEO  Stephen  M.  Case  turned  tlmmbs  down,  sticking 
with  machines  fi-om  the  likes  of  Hewlett -Packai-d  Co.  and  SU- 
icon  Graphics  Inc.  But  McXealy's  pei-sistence  finally  paid  off 
in  late  November,  when  Case  wanted  to  buy  Netscape  Com- 
munications Coi-p.s  populai-  poital  Web  site,  and  he  needed 
Sun's  help  in  ha.ndling  the  Internet  pioneers  elecU"orac-cora- 
merce  softwai*e  business. 

McNealy.  kno\\Ti  for  his  stubbom  negotiating  stj^le.  poimced 
on  the  opening.  But  before  any  agi-eement  would  be  inked,  he 
wanted  AOL  to  back  .Java.  Sun's  softwai-e  that  is  fast  emerg- 
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ing  as  an  alternative  to  archrival  Miei'osoft  Cui'p.'s  Windows. 
After  nine  days  of  intense  haggling,  McNealy  had  gotten 
more  than  he  evei'  dreamed  of:  not  only  a  huge  boost  for  Java 
but  also  a  chance  to  sell  Netscape's  widely  used  E-commerce 
softwai'e — and  finally  an  aol  promise  to  buy  at  least  $500  mil- 
lion in  Sun  servers  over  the  next  three  years.  Crows  Mc- 
Nealy: "People  know  that  if  Sun  can  handle  aol's  traffic, 
we  can  handle  anything.  It's  a  real  groundbreaker  for  us." 
BRASH  BOSS.  Suddenly,  the  maker  of  whizzy  engineering 
workstations  and  the  faceless  backi-oom  computers  behind  the 
Internet  and  corporate  networks  is  the  toast  of  techdom — and 
beyond.  Whether  it's  the  aol  deal,  Java's  snowballing  popu- 
larity. Sun's  leading  role  in  the  Mici-osoft  case,  or  simply 
outpacing  neai'ly  all  its  rivals.  Sun  has  finally  reached  the  top 
tier  of  the  computer  industry.  Today,  more  of  the  computing, 
communications,  and  even  consumer-electronics  worlds  are 
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SUN'S 

EXPANDING 

UNIVERSE 

More  than  a  decade  ago, 
Sun  coined  the  phrase  "The 
network  is  the  computer " 
At  last,  its  coming  true. 
And  Sun  is  harnessing  the 
Internet  to  put  computing 
power  at  people's  fingertips 
in  a  host  of  new  ways. 


DATA:  SUN  MICROSYSTEMS  INC.,  INTERNATIONAL  DATA 
CORR,  DATAQUEST  INC.,  BUPESS  WEEK  . 


SERVERS  Powerful 
backroom  computers 
serve  up  programs 
and  services  to  desk- 
top computers  and 
other  devices.  Sun 
reaps  its  financial 
rewards  from  Internet 
computing  by  selling 
both  the  computers 
and  high-priced  spe- 
cialized software  for 
running  Web  sites 
and  managing  E-commerce.  Sun's  serv- 
er sales  jumped  30%  last  year. 

JAVA  Sun's  software  for  writing  pro- 
grams that  can  run  on  any  device  con- 
nected to  a  network  is  the  grease  for  a 
simpler  style  of  computing  and  Inter- 
net services.  To  hasten  Java's  accep- 
tance, Sun  charges  only  minimal 

licensing  fees,  thus 
attracting  900,000 
software  developers. 
Java's  momentum 
hasn't  caught  on  for 
creating  desktop 
applications,  but 
many  corporations 
T  AT  T\     are  using  it  for  major 
I  /\\//\    data-gathering  and 
J  storage  applications. 


JINI  Sun's  new  technology  isi 
to  make  it  easier  for  people  tl 
computers  to  a  network  and  | 
devices  on  it — such  as  printe 
copiers,  and  fax  machines, 
will  use  it  in  new  disk  drives! 


DESKTOP  COMPUTERS  In 

universe,  these  mainframes-i 
desktop  will  fade  in  importai 
necessary  only  for  engineers 
finance  types  who  need  big 
at  their  fingertips.  So  far,  th 
seem  to  be  thriving,  with  sal 
topping  13%  last  year  to  hit 
million  units. 


Cover  Story 


starting  to  orbit  around  Sun's  vision  of  how  infoiTiiation  will 
be  handled  in  the  Internet  Age — and  those  that  aren't  are 
scrambling  to  keep  from  getting  sucked  in.  Says  Merrill 
Lynch  &  Co.  analyst  Steven  M.  Milunovich:  "If  you  want  to 
know  where  the  computer  industi-y  is  going,  ask  Sun." 
The  brash,  44-year-old  McNealy  is  only  too  happy  to  ex- 
plain it.  Death  to  to- 
day's style  of  comput- 
ing, he  says,  where 
people  run  individual 
programs  on  desktop  PCs  using  Microsoft's  Windows.  In- 
stead, McNealy  envisions  a  computing  world  that  is  more 
communal.  He  favors  shoving  all  of  today's  desktop  com- 
plexity into  air-conditioned  rooms  full  of  powerful,  networked 
servers.  These  big  computers  then  dish  up  infonnation  to 
cheap  infoiTnation  appliances  that  ai'e  almost  as  easy  to  use  as 
making  a  phone  call.  And  by  using  Java — which  allows  not 
just  data  but  programs  to  be  sent  easOy  over  networks — mere 
mortals  will  get  access  to  an  explocling  array  of  Internet 
services  without  the  need  for  massive  installations  or  up- 
dates of  bulky  software.  "Microsoft's  vision  was  to  put  a 
mainframe  on  everybody's  deslrtop,"  says  McNealy.  "We  want 
to  provide  dial  tone  for  the  Internet.  We  couldn't  have  more 
different  visions." 

That  has  made  Sun  the  prime  foil  to  Microsoft's  gi-owing 
hegemony  in  computers.  More  than  any  other  industiy  battle, 
the  clash  between  Sun  and  Microsoft  underscores  the  mind- 
bending  shifts  brought  on  by  the  Internet  as  it  forces  com- 
panies to  rethinl^  eveiy  aspect  of  theii"  businesses — and  wliich 
technologies  to  adopt.  As  the  Internet  becomes  more  central 
to  how  eveiy  company  does  business,  Sun  hopes  to  lead  an 
overthrow  of  the  personal  computer  "The  PC  is  just  a  blip.  It's 
a  big,  bright  blip,  but  just  a  blip,"  says  McNealy.  "Fifty 
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years  fi'om  now,  people  are  going  to  look  back  and  sa; 
you  really  have  a  computer  on  youi-  desk?  Row  weird 

Surpnsingly,  it  was  just  a  few  years  ago — back  whe: 
was  a  fancy  cup  of  coffee  and  Sun  was  that  hot  yellow 
the  sky — that  many  thought  McNealy  held  the  weird  vi( 
more.  Today,  Sun's  stai"  has  never  been  higher,  and  Mel  •■ 
vision  of  computing  never  closer  to  happening.  Thanks  !^,, 
Internet,  Sun's  Java  software  is  gathering  steam. 
Java  can  serve  as  the  lingua  franca  for  Internet  progran 
will  run  on  any  type  of  device,  it  is  becoming  a  stapl 
900,000  software  developers,  who  have  created  thouss 
Java  progi-ams  that  do  everything  fi'om  providing  Web 
with  the  latest  stock  quotes  to  mining  vast  coi-poratf 
bases  for  sales  information.  "We  know  how  to  '.co: 
world,"  says  Chief  Operating  Officer  Edward  J.  Zande 
FRESH  OOMPH.  Now,  Sun's  powerful  servers,  which  sc 
and  dispatch  information  over  far-flung  networks,  are 
demand  from  the  likes  of  Colgate-Palmolive,  Hershey  . 
GTE,  and  Amencan  Express — none  of  which  bought  Su 
before.  That  has  put  Sun's  server  sales  on  a  pace  to  ri 
in  1998,  compared  with  an  18%  gain  for  servers  made 
and  a  10%  increase  for  those  from  IBM,  according  to  est 
by  market  researcher  International  Data  Corp.  (IDC, 
even  though  the  Asian  flu  knocked  hp's  and  ibm's^ 
down  this  year  and  kept  their  sales  gi'owth  under  109?  ^ 
profits  in  the  quarter  ended  Sept.  30  soared  21%,  to  $1 
lion,  while  sales  jumped  19%,  to  $2.5  billion.  Sun's  just 
quarter  could  be  a  slight  disappointment,  though,  becai 
company  cut  over  from  a  mainfi-ame-based  financial  syi 
all-Sun  gear,  potentially  delaying  sWpment  of  some  ordi 
alysts  say.  But  demand  remains  strong— and  so  doel 
stock,  which  more  than  doubled  in  1998,  to  $85. 

And  experts  are  betting  that  the  agl  deal  will  boo; 
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CABLE  SET-TOP  BOXES 

ovides  a  conduit  for  new 
mputer-  and  communica- 
1  services,  such  as  video  on 
d  home  banking.  About  1.4 
;rnet-connected  TVs  were 
:ar,  and  that  number  is  fore- 
cast to  swell  to 
1 1  million  by 
2000.  This 
year,  cable 
giant  Tele- 
Communica- 
tions plans  to 
start  distribut- 
ing 20  million 
Java-equipped 
set-top  boxes. 


SCREENPHONES  Simple  devices  for 
straightforward  services  such  as  grocery 
ordering.  France's  Alcatel  is  using  Java 
to  deliver  Internet  services  such  as 
E-mail  and  Web  access  to  its  Internet 
Screenphone 


CELLULAR  PHONES  AND  PAGERS 

Wireless  devices  untether  access  to 
Net  services  such  as  air- 
line delay  alerts  and 
stock  quotes.  Sales  of 
digital  cell  phones 
topped  13  million  last 
year — so  there's  plenty 
of  demand.  Ericsson 
plans  to  use  Java  pro- 
grams to  offer  new 
services  through 
its  cellular 
phones. 


SMART 

CARDS  Visa 
and  others 
want  to  pro- 
gram Net  ser- 
vices such  as 
airline  ticket  purchases  into  smart 
cards.  Standard  Chartered  Bank  in 
Singapore  issued  the  first  Visa  Java 
smart  card  last  June,  and  smart-card 
makers  Gemplus  and  NEC  also  will 
offer  Java  smart  cards  this  year.  Some 
22  million  smart  cards  were  sold  in 
1998.  By  2002,  sales  may  mushroom 
to  1.6  billion. 

CARS  Net  connections  can  make  navi- 
gation and  diagnostic  systems  smarter 
and  updatable.  Delphi  Automotive  Sys- 
tems, the  electronics  supplier  owned 
by  General  Motors,  plans  to  offer  a 
Java-based  system  that  would  give  cars 
voice-activated  E-mail  and  navigation 
capabilities  this  year. 

KEYS  Java-powered  rings  and  pass 
cards  could  serve  as  high-tech  keys  to 
hotel  rooms  or  corporate  networks.  Dal- 
las Semiconductor 
has  sold  50,000 
copies  of  its  Java- 
based  ibutton,  an 
electronic  compo- 
nent for  these  keys. 


;s  even  more.  By  hawking  Netscape's  E -commerce  soft- 
ilong  with  Sun  computei's,  Sun  can  attract  customers 
ant  a  more  complete  package.  And  the  AOL-Netscape 
adds  another  poweiful  dimension,  allowing  Sun  to  offer 
a  place  for  their  own  online  services.  The  troika  also 
;o  develop  Net  appliances,  most  likely  using  Java  and 
quiring  software  from  Microsoft.  Says  aol's  Case:  "Sun 
3  us  to  make  the  promise  of  E-commerce  a  reality." 
ied,  Java  is  the  fuel  behind  much  of  Sun's  gi'owing  in- 
'.  Today,  the  software  is  rocketing  the  $9.8  billion  com- 
/ell  past  the  limits  of  the  traditional  computer  market 
s  rapidly  drawing  support 
nakers  of  consumer  devices 
wireless  phones,  video  game 
!S,  and  smart  cai'ds.  Cable  gi- 
le-Communications  Inc.,  for 
;e,  plans  to  use  Java  to  de- 
hone  service,  bill-paying,  and 
services  via  some  20  million 
•top  boxes  due  to  start  ship- 
idyear.  Meanwhile,  Windows 
consumer  version  of  Mi- 
's operating  software,  will  be 

r  5  rmlHon  of  those  20  million  set-tops,  according  to  TCi. 
COCK.  The  biggest  surprise  of  all:  Sun's  McNealy,  a 
"d  University  mba  with  naiy  a  technology  root,  has  out- 
vered — at  least  for  the  moment — Microsoft  Chairman 
tes.  While  Svm  built  network  smarts  into  its  computers 
!ie  start,  Gates  missed  the  significance  of  the  Internet 
— forcing  a  mad  sci'amble  to  catch  up.  Then,  when  Sim 
d  Java  in  mid-1995  as  a  programming  langaiage  that 
i  pice  up  Web  sites,  Microsoft  publicly  dismissed  Java's 
'potential  even  as  its  popularity  skyrocketed. 


/  /  The  PC  is  just  a 
WW  blip.  It's  a  big, 
bright  blip,  but  €|€| 
just  a  blip         /  / 


Against  all  odds.  Sun  even  won  the  first  round  in  No- 
vember of  its  lawsuit  charging  Mici'osoft  with  illegally  chang- 
ing Java  so  that  resulting  programs  nm  only  on  Windows. 
That  hfted  a  big  cloud  that  had  been  hanging  over  Sun  for 
the  past  year  Says  Biiice  Graham,  chief  infonnation  officer  at 
food-service  company  AmeriServe  Food  Distribution  Inc., 
which  is  rolling  out  25,000  Sun  JavaStation  network  comput- 
ers to  restam-ant  customers  such  as  Taco  Bell  Coip.:  "They've 
evolved  into  the  leader  of  the  other  camp." 

Of  course,  the  other  camp,  with  Microsoft,  Intel  Coip., 
and  the  PC  makers,  is  notliing  less  than  an  empu'e — one  bent 
on  keeping  its  commanding  position. 
They  think  the  notion  that  PCs  will 
become  passe  is  sheer  poppycock 
and  that  plummeting  computer 
prices  will  ensure  their  popularity. 
Microsoft,  alone,  has  become  much 
more  Net-savvy  and  is  turning  its 
fearsome  troops  to  dominating  In- 
ternet software  and  services. 

Others  are  rising  to  the  Internet 
challenge,  too.  hp,  for  instance,  re- 
cently won  big  contracts  to  supply 
servers  to  UUNET  and  PSINet  Inc.,  leading  providers  of  In- 
ternet service.  Boasting  an  unmatched  120,000-person  high- 
tech services  force,  compared  with  7,000  at  Sun,  ibm  has 
won  big  E-commerce  deals  to  build  the  online  stores  for 
Macy's,  Borders,  CD  Warehouse,  and  dozens  of  others  world- 
wide. Says  Neil  Isford,  IBM's  vice-president  for  electronic 
commei'ce:  "We're  hearing  customers  ask,  'Can  you  do  the 
whole  thing  for  me?' " 

Worse  for  Sun,  the  PC  camp  can  claim  fresh  victories  in 
Sun's  core  business:  While  luiit  sales  of  Sun's  workstations  ai"e 
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climbing,  its  worfotation  revenues  ai-e  expected  to  fall  29e  this 
year,  because  of  the  low-cost  Windows  NT  machines  churned 
out  by  Compacj,  Dell,  and  others.  And  Sun's  operating  soft- 
ware is  under  a  bruising  assault:  IDC  estimates  Microsoft 
will  have  shipped  1.6  million  copies  of  its  Windows  xt  Serv- 
er software  in  1998,  vs.  167,000  for  Sun's  rival  Solaris,  the 

leading  Unix  softwai"e. 
"Sun  is  vulnerable," 
says  John  T.  Rose, 
general  manager  of 
Compaq  Computers  Enterprise  Computing  Group.  "The 
world  is  going  to  be  a  mixture  of  xt  and  Unix." 

Indeed,  with  such  price  pressure  on  Sun,  it's  unclear  how 
long  the  company  can  continue  to  design  all  its  own  chips, 
hardware,  and  software — and  still  compete  with  PC  makers 
that  let  Microsoft  and  Intel  do  almost  all  their  research  and 
development  for  them.  Sun  spends  10.4%  of  its  sales  on  R&D, 
compared  with  4.5%  at  Compaq  and  1.6%  at  Dell.  "We  scale 
oui'  R&D  across  a  vast  industiy,"  says  Jeff  Clarke,  general 
manager  of  Dell  Computer's  workstation  division.  "Sun  tries 
to  do  it  all  themselves." 

Sun's  response:  It  has  faced  the  same  challenges  for  much  of 
the  past  decade,  yet  it  keeps  confounding  its  critics.  Until  re- 
cently, few  people  thought  Sun  would  even  be  ai'oimd  in  the  In- 


ternet Economy,  let  alone  emerge  as  a  leader.  Almost  since  its 
1982  stall  as  a  maker  of  workstations  for  engineers.  Sun  has 
been  the  perennial  outsider.  Aftei-  sitting  out  the  PC  Revolution, 
it's  now  the  last  major  computer  maker  still  refusing  to  sell  ma- 
chines that  use  Microsoft  progi-ams  or  Intel's  Pentiiun  chips. 
And  Sun  puzzled  peojjle  with  its  motto:  "The  network  is  the 
computer."  The  pln-ase  sums  up  the  stubbom  belief  that  vast 
networks  of  comiected  devices  powered  by  big  servers  would 
someday  .subsume  the  mighty  Pc.  All  that,  in  the  face  of  the  in- 
credible rise  of  Intel  and  Microsoft,  prompted  continual  doubts 
about  Sun's  strategy,  \ision,  and  viability. 

The  mouthy  McNealy,  who  cuts  a  boyish  figiu-e  in  jeans  and 
polo  shirt,  did  little  to  change  people's  impressions.  Playing 
Don  Quixote  tilting  at  the  Win-miD,  he  has  slammed  rivals'  ef- 
forts as  "big  hat,  no  cattle,"  deriding  Windows  as  "fi'osting  on 


a  road  apple."  He  even  banned  Microsoft's  ubiquitous  sof 
programs  from 'Sun's  premises — and  brags  how  much 
stock  has  risen  since  then.  "There  have  been  times  whei 
seemed  way  out  of  sync,"  says  analyst  Laui-a  Conigli 
Gokbnan,  Sachs  &  Co.  "Yet  two  yeai's  oi'  tlii'ee  yeai's  la 
see  the  rest  of  the  industiy  moving  in  theu-  dii-ection 

They  had  better  hmry.  Just  as  the  rest  of  the  indus 
accepting  the  notion  that  "the  network  is  the  comp 
McNealy  is  launching  Sun  on  a  far  broader  mission 
siu'e  to  spai'k  just  as  much  controversy.  He  aiins  to  mak 
the  prime  provider  of  the  Internet  equivalent  of  dial 
"A  UTILITY."  Wlien  you  pick  up  the  i:>hone,  it  simply  wo 
you  don't  have  to  boot  it  up.  It's  obvious  how  to  use  it 
rarely  "crashes."  That's  the  level  of  service  and  functio 
that  Sun  eventually  sees  Internet  sei-\ices  such  as 
Web  access,  and  the  like  evolving  to.  And  just  as 
Technologies  Inc.  provides  all  the  gear  needed  for  te 
companies  to  run  the  phone  sy^stem,  Sun  wants  to  oft'er 
hardwai'e  and  softw^ai'e  needed  to  build  out  what  he  c 
temet  'Webtone."  Says  McNealy:  "Infomiation  becomes 
ity  rather  than  people  having  a  mainframe  on  their  de 
McNealy's  Webtone  vision  goes  beyond  just  helping 
panies  put  up  Web  sites,  which  it  has  been  doing  for  yet 
even  extends  beyond  the  next  stei:) — connecting  Web 

inventory  and  manufactuiing  systems 
tomers,  and  suppliers.  McNealy  an 
brain  tnast  think  the  Internet  is 
changing  not  just  the  way  people  co 
nicate  and  get  information  but  als 
entire  industries  are  set  up.  The  N 
believes,  is  spawning  a  new  class  of 
panies  providing  services  that  will 
the  way  comiDanies  use  computei's  ar 
^^^^^^    Internet  today. 

AUL  and  Web  portal 
as  Yahoo  I  Inc.,  for  ins 
are  offering  E-mail  an 
puteiized  calendai's  tha 
required  software  ins 
on  a  .$2,000  PC.  Now, 
available,  sometimes  fo 
on  a  Web  site  with  th 
of  a  mouse — or  even  t 
a  cellulai'  phone,  cable-1 
top  box,  or  Sun's  $500 
Station,  a  stripped-down  corporate 
top  computer.  And  that's  just  the 
Already,  this  utility-like  service  is  spreading  rapidly 
tomers  are  beginning  to  outsource  basic  computing  ta 
Sun  computer-pow'ered  senice  companies  such  as  Dij 
operate  their  Web-site  backi'ooms  and  Exodus  Comm 
tions  Inc.  to  manage  their  exploding  data  centers. 

Soon,  even  traditional  business  tasks  that  coi'rent 
quire  installing  multimillion-dollar  software  packages 
as  those  sold  by  sap  and  Oracle  Coip.  will  be  done  tli 
Net-based  services  instead.  This  month,  BizTone. 
Malaysian  startup,  will  begin  offering  over  the  Nel 
Java-based  senices  as  general  ledger,  sales  order  entr 
inventoiy  tracking — things  that  cmTently  must  be  instal 
company  computers.  And  Oracle  will  start  ottering  it 
base  software  as  an  onhne  service  this  month. 

Think  utilities.  Customers  pay  for  services  as  th 


Taco  Bell  out- 
lets are  among 
the  25,000 
restaurants 
set  to  use  Sun 
JavaStations 
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}  Lr .  New.  Plan .  Adapt s  To  Your  Need , To .  Soar.  .Higher. 

I  )ducing  Sprint  Business  Flex,  a  new  business  communications  plan  that  flexes  with  you. 

f(  create  your  own  small  business  communications  low,  flat,  competitive  rates  And  you're  tree  to  consult 
I  with  Sprint  Business  Flex.  It's  flexible.  So,  choose  with  us  on  an  ongoing  basis  and  adjust  your  plan  as  you 
"(  tlomestic  and  international  long  distance  and  toll-free  see  fit,  so  your  needs  are  always  met.  Plus  you'll  get  a 
e  ce,  switched  data,  dedicated  access,  paging  and  monthly  bonus  that  can  grow  as  you  grow,  which  means 
)'  toll  calling.  It's  all  on  one  comprehensive  bill  with    Sprint  Business  Flex  can  help  your  success  really  pay  off. 

Call  toll-free 

1-888-SPRINT-BIZ  www.sprint.com/bizflex 


Sprint 


mt  ,  We  help  your  business  do  more  business. 


print  Communications  Company  L.P.  Minimum  spending  of  $50  required  to  receive 
^'  bonus.  Monthly  bonus  based  on  volume  of  Sprint  spending.  Some  restrictions  apply.  Call  for  details. 
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them — much  as  :hey  now  pay  for  phone  ser\ice.  McNealy 
is  banking  that  such  a  level  of  service  requires  the  reliabil- 
ity and  perfoi-mance  of  poTrei-fal  senders  like  Sun's — vrhich. 
by  most  accounts.  Wintel  sen'ers  can't  yet  match.  Conver- 
gys.  for  instance,  which  pro%ides  teleeom-biOing  ser\ice. 
opted  for  Sun's  servers  tC'  prcKress  some  13  million  phone 

records  daily.  Says 
-James  P.  Holtman.  a 
Converg^-s  \ice-pres- 
ident:  "Sun  can  scale 
to  meet  the  smailesi  and  the  largest  customers." 

McNeah-  hopes  Sun's  products  also  can  help  make  comput- 
ing easier  for  the  unv.ired  masses  of  c-on.5umers.  He's  rushing 
to  forge  alliances  with  c-onsumer-elecn-onics  ctmpanjes  such  as 
Sony  Corp..  which  want  to  use  Java  to  offer  more  capable 
game  playei-s  and  P.  s.  Ultimately.  McXealy  aims  to  pro- 
yide  the  means  to  network  not  just  a  couple  of  hundred 
million  pes  but  also  the  billions  cif  computer  chips  ir. 
everything  from  renigeraioi"s  and  telephones  ^^^^^ 
to  sman  cards  and  high-tech  door  locks. 

All  of  tliis  adds  up  to  potentially  hugr 
markets  for  Sim  that  didn't  exist  a  fe  .v 
yeai^  ago.  Indeed,  says  Merrill's  Miluno\icj".. 
"Internet  computing  is  bec-cmiing  the  main- 
stream of  an  computing."  And  McNealy 
aims  to  be  the  arms  supplier  to  evei-y  side 
of  this  new  battlefield,  pushing  Sun  pas: 
•SlO  billion  in  annual  sales — to  §20  billion  i!'. 
the  next  five  yeai-s.  Says  C'Xt  Zander  "'V^  r 
want  to  be  the  lumberyard  for  the  net- 
worked age." 

To  get  there.  McNealy  is  betting  much  of  Sun's  fu- 
ture on  software.  ^Tien  he  details  his  vision  of  com- 
puting on  a  whiteboard,  almost  everything  he  sa-awls  is 
a  software  standard,  software  to  write  other  software, 
or  a  softwai"e  application.  That's  why  Sim  isn't  stopping 
at  Java.  On  Jan.  25.  it  will  launch  a  new  softwai*e  tech- 
nology called  Jini — a  variant  on  the  Arabic  word  from 
which  "genie"  is  derived.  It's  a  set  of  softwai^e  tools  in- 
tended to  cut  through  the  nightmare  of  installing  new 
de\ices  on  a  network.  "Jini  is  really  about  ac-hie%"ing 
simplicity,  so  c-omputers  can  be  used  by  more  people." 
say?  Mie  Claiy.  .Jini's  general  manager  (page  72  >. 
HEAVY  SHELUNbu  Big  plaris.  Big  enough  to  counter  the 
wor^a's  rjiggrst  softwai-e  c-ompany'?  Not  if  Mcrosoft 
can  help  it.  Mcrosoft.  in  addition  to  its  23  years  o: 
experience  in  software,  can  on'er  one  big  advantage 
over  Sun's  software  melange:  an  all-\Mndows  network  that's 
less  complex  to  run.  That's  how  it  has  persuaded  every  oth- 
er computer  malier  to  sell  ^Mndow;  nt  machines  even  if 
they  also  sell  Urix  computers.  "Everybody  else  has  put  to- 
gether a  ^^mdow;  NT-and-Urdx  strateg;.-."  says  Sam  Jadallah. 
a  Zylicrosoft  "^ice-pi-esident.  who  liliens  Sun's  Unix-only  stance 
to  Her-iy  Ford's  single-cc'ior  choice  for  the  Model  T.  "Sun  saj-s 
theyl-  sell  you  anything  ycu  want  as  long  as  it's  black." 

}kIicrcsoft  continues  to  ai;';:  its  guns  at  Java.  Even  though 
Microsoft  has  lost  a  preliminaiy  ruling  in  Sun's  lawsuit,  it  has 
persuaded  hundreds  of  thousands  of  software  developers  to 
use  its  version  of  Java.  Says  Ken  IVlorse.  chief  technology  of- 
ficer for  consumer-software  tools  maker  Powem"  Inc.:  "K 
the  standard  gets  fragmented,  then  Java  fails." 

Siui  has  onlv  itself  to  blame  for  at  least  some  of  M- 


—  CHARLES  FITZGERALD.  A  Microsoft  Manager 

crosoft's  inroads  into  Java.  It  has  often  Mien  short  of  its 
grandiose  promises,  releasing  some  crucial  new  Java 
nologies  late  and  changing  others  too  fast  for  eusto' 
deal  with.  It  also  has  angered  partners  by  keeping  too 
grip  on  Java's  development — prompting  HP.  for  rny 
team  up  with  l^Iicrosoft  on  developing  a  version  of  Ja 
consumer  de^"ices.  Even  IBM.  Sun's  statmchest  Java 
wants  Sun  to  release  -Java  to  public-standards  bodies. 
Patricia  Sueltz.  genei-al  manager  for  IBM's  Java  soft- 
"Java  is  bigger  than  any  one  company."  Sun  has 
agi'eed:  It  recently  eased  Java  licensing  requirements. 

For  all  the  challenges  in  software,  this  fat-margin  b" 
could  prove  to  be  crndal  to  Sun's  way  of  doing  b 
McNealy.  the  son  of  a  former  American  Motors  Corp. 
eh-airman.  has  alwavs  insisted  th^at  Sun.  like  a  car  cor 


must  keep  building  the  basic  engine  of  compute 
and  software — or  face  losing  control  of  its  destiny, 
so  is  bec-oming  increasingly  expensive. 

Thanks  to  the  technology  lead  that  allows  Sun 
more  lucrative  machines,  the  company's  gross  profit 
remained  steady  at  ol**  in  the  September  quarter 
double  the  level  of  Compaq's,  for  example.  Analysts 
Stm  should  be  able  to  maintain  those  high  margins  at 
the  next  couple  of  years.  And  after  that,  even  higher- 
revenue  fi-om  Java  Mcense  fees — §130  million  last  y 
other  software  may  proAide  the  several  hundred 
lars  a  year  to  pay  for  its  own  chip  and  sofrware  des"' 
a  resuh.  sa^-s  Eric  E.  Schmidt,  ceo  of  Novell  Inc.  "the 
fi-ont  of  the  company  continues  to  recede." 

'^Tiether  aD  tMi  wiD  prove  enough  to  fulfill  McNeah" 


www  .it's/getting 

late/and-you/stilLhave 
^  O/packages/to/ship 
so/youlogon/and 

the-next/thing  ^ 
you/know/all-your 
y...  airbill5/are/done_for 
you-and/youareon/your 
way/home.  COM 
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ng  packages  doesn't  require  filling  out  ten  lines  of  information  just  to  complete  an  airbill.  With  FedEx  InterNetShip 
select  the  recipient  from  your  built-in  address  book,  click  on  their  name  and  your  airbill  is  automatically  filled  out 
.  Press  print,  and  by  the  time  the  airbill  comes  out  of  your  printer  your  package  has  been  registered  in  our  system, 
saving  you  something  you  can  never  have  too  much  of:  time. 

www.fedex.com/us 

Fedix 

Be  absolutely  sure." 
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remains  neariy  as  :.   :        --  -r  n.  McXeah' 

admits  thai  someday,  as  more  c  : :  t  dieir  com- 

puting to  senice  prc'xiders.  fewc.      .  .^y  buy  com- 

puters from  Sun.  Tnat  means  Sun  has  to  keep  redefining  itseli 
to  survive  in  the  new  world  its  rushing  to  help  create.  ■■*Sun 
appears  to  have  nine  lives."  says  Charles  Fitzgerald,  a  Mi- 

;-rosoft  gr:\:  ' 

r/jinager.  "I'        .  -._-e 

■•■'.lat  Life  tney  re  on 
r.:w.  though." 

Most  of  all.  it's  unc-ertain  how  Sun  can  continue  offering  a 
stark  alternative  to  c-onventional  wisdom — and  at  the  same 
time  sen-e  as  a  leader  for  the  industry-.  To  reconcile  that  ap- 
pai-ent  contradiction.  McXealy  wiU  have  to  cooperate  much 
more  with  others  in  the  industrj'.  Despite  recent  deals  such  as 
the  AOL-Xetscape  pact,  that "s  something  that  McXealy  s  often 
rabid  anti-Micros-jft  stanc-e  works  against.  Sa%'s  analvst  C.  B. 


Lee  of  Sutro  .S:  Co.  ar. .  ..  :  .^t.  ^- 

shoots  off  his  mouth  too  much.  At  some  point,  youve  g 
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more  mature.  h.vr: 
a  more  states:..-.::  : 
now  have  to  :  - 

Can  McXe- 
Intemet  icon'!  ilvc 
other  baby  on  the 
lowing  his  stride  r.' 
Zander's  :'?f.;-e  ?.r. 

in  a  ::   ;  .  ■  . 

nan:/  : 
eer. . . 
diou^.: 


in's  executives  cisncede  it  needs 
r3le  in  the  industry.  Sa%"s  Zande 
V  i  -r  expectation."  ^ 
:  -sform  Sun  ftom  iconcx^ 

j.^:'.  :.c  has  two  young  boys  s ' 
ay.  McX'ealy  shows  little  sign 
-r.t  dav.  he  bound' 
:-e  ?.r        ,  :■  a  Bffl  Gates  doll  -. 

-  :  StUL  McXealy  no| 

:       ..::.:-:  .T  .:_.--        Sun  where  it 
:.'t  stop  us  from  doing  a  deal  with  aol- 
e  a  partner  with  Microsoft,"  he  sa^^.  For  : 


least,  it's  hard  to  argue  with  him. 

By  Robert  D.  Hof  in  Cupertino.  Calif.,  with  Steve 
in  San  Mateo.  Calif.,  and  Im  Saaer  in  S'eic  York 


MICROSOFT  OUGHT  TO  BE  SCARED  TO  DEATH' 

Wr.er  's  the  last  time  you       ^^^^^^^^^^^^^^^^^^^^^^^^^^^h  ing  back.  On  Jan.  7.  it  intro- 
up  your  tele-  ^^^^^^^^^^^^^^^^^l^^^^^^^l  ^^^^  ^  related  set 

phone'?  Added  a  disk         ^^^^^^^^^^^^^p^^^^^^^^^H^H  Consumer  £le::rt- 

oi-ive  to  your  car  stereo"?  ^^^^^^^^^^^^^^        I^H^^^^^b        Show  in  Las  Vec  - 

Installed  a  new  program  on        ^^^^^^B  jHp|L         I  not  yet  set  a  deliver 

your  pager?  Dumb  questions.      ^^^^^^B  V|MMWfiM  crosoft  says  its  ":  - 

right?  Those  devices  don't  ^^^^^B  ^    ^HhVMI|         Play  techn : .  ^ 

require  the  rigmarole  that  per-    ^^^^^^b  ^  -  1  industry  standards  ... 

sonal-computer  owners  contend  ^^^^^H.  /m  |  Jinis  potentially  cur. :  t .  - 

with  regularly.  They  just  work.   ^^^HV  ^.^K^T  i  ^PPi^sch  of  sending  softv.^:  ■ 

That  simplicity  is  what  Bill       ^^^^^^  ^^^fl^^^f^ ^^^^^^^^   I  over  networks.  Says      a:  r- 
Joy.  Sun  ^licrosystems  Inc.'s        ^^^E      ^^^^^^^^P^^^^^^^^^^^k  I  Fitzgerald,  a  >Iicros  : 
chief  technology  officer,  wants  t<:  ^^^^    ^^^^^^^^PI^^^^^^^^^^hI  Pi'^uct  manager.  ~Ir. 
bring  to  computers  and  the  X'et.  ^       complesi];  £ 

When  be  unveils  new  ^HHl^^^^H^^^^^^^^^^^^^^^Hi     ~^      '  ^ing  to  be  easy." 

ware  called  Jini  (proncu::  ^^^^^^^^^^^^^^^^^^^^^^^^^^■a       TOY."  That's  not  the  only  ^ 

"genie")  on  Jan.  25.  Joy  ain..-        ^^^^^^^^^^^^^^^^^^^^^^^^^^W  stacle.  Sun's  plan  assume- 
usher  in  a  new  era  in  which      -       "V  ^^^^^^^^^^^^^^^^^  1  device  has  the  necessarr 

pie  can  tap  into  a  comp  .;:  ^M^T^^   ^^^^^^^^^  \  =<5ftware  or  ready  access 

work's  vast  service?  a;      1--.        ^^^^^J^^^^^^^  ■         current  Java-powere>i  ae^ 

they  call  Mom  :hone.  PC    St^^^^^^^*^   ..^^tffl^Ifllil^  J  vices  require  more  memory 

technology"  is        :  ^^^^SSBB^^^^Bj^^^^B^M  most  consumer  devices  can 

saj"s  Joy.  "We'  •^^■^^^^^■^^^^^^^^^^^^^^B  -*erd.  Moreover,  the  early  rel^ 

ai-ound  for  a  sys.cn:        pu:s  ::-  SUN  S  JOY:  A  iji't  n.  :,/:a:        itself  together'   of  Jini  has  limits  on  how 
self  together."  devices  can  work  on  a  netwo 

H  '  :  ?  It's  a  se:       c-ould  send  a  memo  to  a  company         saj^s  Gartner  Group  Inc.  analyst 

c:  -  :  -e?  S'or.'s         printer  or  borrow  a  company  server     David  Smith.  While  Jini  is  proE 

Java  to  g".  -  computer  to  speed  up  a  spreadsheet     he  says,  "at  this  point  in  time,  itlj 

smarts.  Or.  t    .  ^-  -         calculation.  toy."  Finally.  Jini  is  effective  onlj 

work,  these  de\ice?  ::  Potentially,  this  creates  a  huge        it's  ubiquitous  in  a  vast  range  of  | 

address,  and  they  c  r  .  -  a;        new  opportunity  for  Sun.  Jini  net-       devices  or  they  won't  be  able  to 

sort  of  capabilities  they  can  provide,    works  would  require  boatloads  of  communicate. 
A  disk  drive,  for  instance,  might  let     Sun's  servers  to  run  on.  Sun  even  To  answer  that  concern.  Sun 

other  de%ices  know  it  has  10  hopes  Jini  could  block  ilicrosoft  expected  on  Jan.  25  to  add  a 

megabytes  of  storage  available  for       Corp.'s  anempts  to  move  PC  new  Jini  licensees  to  the  30  comi 

use.  In  that  c-ase.  you  could  store  a      technology  into  consumer  devices.        er.  software,  and  consumer-ele 
^~  -         "       the  X'et  in  that  "This  is  the  hottest  idea  in  a  long        ics  companies  supporting  Jini  soj 

sr  .-  T  time."  says  Marc  Hansen,  vice-presi-    Quantum  Corp.,  for  example,  pi 

Sui:i  mputing  becomes  a        dent  for  architecture  for  Sun  cus-        to  offer  Jini  disk  drives  later 

service  ..  -:t  dial  :one.  available  tomer  J.  Crew  Group  Inc..  which  year.  Says  Quantum  chief  archil^ 
from  almost  anywhere.  Walk  into  a  sees  Jini  as  a  way  to  get  c-omputers  Paul  BorriU:  "There  is  a  potentkf 
customer's  conference  room  and  to  talk  to  one  another  more  easily.       for  Jini  to  be  at  least  as  big  as 

plug  yom-  Jini-outfined  PalmPilot  "ilicrosoft  ought  to  be  scared  to  Java."  Joy  dreams  of  JinL  \ 
into  the  network  jaci:.  Prestol  death."  By  Robert  D.f 

You've  got  a  \irtual  omce.  You  The  software  giant  already  is  fir-  in  Cupertino,  (p 
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How  J.p.  Edwards  SCOREx  is  helping^ 
Metawave  give  cellular  operators  more  airrime. 


The  cell  phone  business  keeps 
MetawaN'e  hopping.  They've 
:  from  startup  to  star  by  suppKing  cellukr 
ts  with  \'ital  technology  that  packs  more 
■  into  hmited  airtime. 

To  run  a  supply  chain  that's  as  nimble  as 
r  fast-growing  business,  Metawave  looked  to 
slwaids  SCOREx  (Supply  Chain  Optimization 


and  Realtime  Extended  Execution),  supply  chain 
software.  A  J.D.Edwards  SCOREx  supply  chain 
IS  more  effiaent  and  more  responsive  because 
J.D.Edwards  fully  integrates  order,  dehvery  and 
customer  service  management. 

J.D.Edwards  SCOREx  is  easy  to  install,  too. 
Integration  partner  Ernst  &  Young  took  Metawave 
from  zero  to  sixty  in  less  than  six  months. 

IPEdwards 

Enterprise    ^.r:  v.  i  :  c 


Oipynght  ^  ].D.  Edwanis  Wadd  Source  Ccmpany,  1998-  J.D.  Edwards  is  a  registtrcd  mHcmark  of  J.D.  Edwards  fe^  Company. 


For  Metawa\e  CFO  Vito  Palermo,  the  biggest 
impro%  ement  has  been  m  respondmg  to  customer 
requirements.  j.D.Ed wards  SCOREx  has  gixen  us 
the  abdity  to  be  responsive  to  the  dyiiaimc  changes 
m  the  global  v^ireless  communications  market," 
says  Palermo.  That's  how  it  ought  to  be.  It  can  be 
for  you,  too  To  find  out  more,  call  1-800-727-5333 
or  see  www.jdedvs  ards.com/customer. 
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Softball  stinggUng.  Volleyball  is  fi-act| 
into  sevei-al  small  leagues.  And  wliili 
w'XBA  has  been  promoted  as  a  n 
hit,  its  real  status  remains  unclear.  I 
ond-season  attendance  was  up  12*5 
ratings  were  down  slightly,  and  the 
out  fi-om  the  National  Basketball 
just-ended  lockout  is  yet  to  be  gau^ 

The  push  for  women's  leagues 
had  more  than  Olympic  gold  goinj 
it.  Title  IX,  the  26-year-old  federal 
requiring  colleges  to  fund  wor 
spoits  as  fully  as  men's,  created  a| 
eration  of  female  athletes — pote 
pros  and  likely  fans.  New  women's 
azines  from  Sports  Illustrated 
Conde  Nast  sprouted.  And  with  fai 
looking  for  affordable  tickets  and  w 
be  spoits  moguls  eager  to  buy  t( 
the  time  seemed  right  for  women. 
"TV,  TV,  TV."  Still,  starting  a 
league  is  daunting,  and  the  fiek 
America  are  haunted  by  the  gho; 
ball  clubs  gone  bust.  Says  wxba 
niissioner  Val  Ackennan:  "You  neeft  . 

T\' — national  rV'.  That  breeds  (  s" 
bihty  with  sponsors  and  fans.  Yoi 
need  the  right  organizational  oomp]  5 
the  right  season.  We  play  in  sur 
so  as  not  to  compete  with  the  xfl, 
hockey,  and  college  sports  for  aiitj 

To  get  that  T\'  time,  though,  it 
tn  have  the  xba  behind  you.  Seai 
Mainis.  president  of  CBS  Sports, 
that  there's  little  room  for  woi 


Women's  Leagues  Since  199 


EXISTING 
LEAGUE 


SEND  IN  THE  CROWDS:  Evipty  seats  helped  doom  the  ABL 


BASKETBALL  WNBA 


Other  than  the  WBA, 
attempts  to  build  women's 
pro  leagues  have  largely 
gone  nowhere 

You  know  you're  in  trouble  if  you 
can't  even  give  your  product 
away.  Early  in  1998.  while  the 
National  Football  League  was  be- 
ing offered  $17  billion  for  its  TV  rights, 
the  women's  American  Basketball 
League  was  begging  the  networks  to 
take  millions  for  airtime. 

No  TV  meant  few  sponsors  and.  in 
turn,  a  cash  cmnch.  By  Christmas,  the 
.\BL  had  too  much  red  and  not  enough 
green.  It  folded  on  Dec.  23  in  the  midst 
of  its  thii-d  season.  Although  its  demise 
was  partly  due  to  its  rival,  the  higher- 


HOCKEY 
SOCCER 


SOFTBALL  WPF 


profile,  better-fi- 
nanced Women's 
National  Basketball 
Assn.,  the  ABL  is 
pait  of  a  lai'ger  sto- 
ry: the  failed 
promise  of  women's 
pro  team  sports. 

U.  S.  women's 
teams  excelled  in 
the  1996  Olympics,  and  each  Atlanta 
gold  medal  seemed  to  beget  its  own  pro 
league.  By  1997.  two  basketball  leagues 
and  a  fast-pitch  softball  league  were  up 
and  mnning.  Soccei-  was  ready  to  roll, 
and  a  few  months  after  a  sm-prise  1998 
gold  medal  in  Nagano,  a  women's  ice 
hockey  league  was  slated  to  begin. 

Now,  much  of  that  enthusiasm  is  gone. 
The  ABL  is  dead,  soccer  postponed  until 
2001.  hockey  scrapped  completely,  and 


FAILED 
OR  NEVER 
STARTED 

ABL 

CORPORATE 
SPONSORS 
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DHR  BUSINESS  WtEK 

teams  on  the  networks.  "Adver 
ai'en't  con\-inced  that  the  way  to 
women  is  thi-ough  women's  sports, 
more  women  watch  the  World 
than  the  ^\■^■BA  Finals."  Even  cable 
nels  ai'e  cautious.  "The  big  prob 
and  I  say  this  with  kindness  a: 
spect — is  that  this  whole  women': 
explosion  is  nntliical.  It's  stOl  an  e 
onic  movement,"  says  Biian  Donloi 
president  for  sports  at  Lifetime 
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Another  Deloitte  Consulting  Difference 


THEM: 
We  know 
whafis  best. 


DELOITTE 
CONSULTING: 

We  know  what  works. 


Confidence  is  one  thing. 
Arrogance  is  something  else  altogether. 

At  Deloitte  Consulting,  we  never  presume  to  have  all  the  answers. 
Because  we've  learned  over  the  years  that  certain  insights 
can  only  come  from  inside  our  client's  organization. 

Which  is  why  we  work  collaboratively  with  you. 
And  treat  everyone,  from  your  corner  offices  to  the  cubicles, 
with  respect.  It's  all  part  of  a  working  style  that  has  proven  to  secure 
employee  buy-in  to  changes  at  hand.  Which  ensures  the  complete 
transfer  of  the  additional  knowledge  and  skills  your  people 
will  use  to  deliver  the  promised  returns  of  any 
new  strategies  and  technologies. 

For  results  you  can  count  on  today. 

And  build  on  tomorrow. 


A  very  different  approach.  For  very  different  results. 


Deloitte  &  louche  Consulting 

Group 

 ) 


Deloitte  &  louche  Consulting  Group  LLC 


www.dtcg.com 


"This  book  is  all  about  the  real  magic:  stimulating 
and  harmonizing  the  collective  energy  of  your  people. 
—  .  .  ..      ,  — Ken  Blanchard 


HARNESSING   THE  W 

MANAGEMENT  SECRETS 
OF   DISNEY  IN 

YOUR  COMPANY 

Bill  Capodagli  &  Lynn  Jackson 

Foreword  by  Fred  Wiersema 


Transform 
Your  Company 

Using  the  Magic 
of  Disney 

Fortune  100  consultants  Capodagli 
and  Jackson  give  an  in-depth  look  at 
the  Disney  philosophy  and  demon- 
strate how  it  can  be  used  in  any  com- 
pany to  achieve  superior  teamwork, 
creativity,  and  innovation. 

No  fairy  dust. 
No  magic  wands. 
No  wishing  on  a  star. 


Available  at  Bookstores  Everywhere 
Visit  us  at  www.books.mcgraw-hill.com 


nf  rhe McGnnf  HiUOimfxjma 


A  PuWk  S«fvtce  ot 
This  Puwtcatlor 


Thanks  to  you,  all  sorts  of  everyday  products  are  being  made 
from  recycled  materials.  But  to  keep  recycling  working,  you  need  to 
buy  those  products.  For  a  free  brochure,  call  1-800-CALL-EDF. 


SEFA 
imaiiKilc|i«:^|L 


Sports  Busines? 


sion.  The  key,  he  says,  is  a  new 
ness  model,  fundamentally  different 
men's  leagues,  where  T\'  lights  pay 
of  the  bills.  "I'm  bulHsh  on  wo 
sports,  but  these  new  leagues  need 
more  realistic,"  says  Donlon. 

In  the  summer  of  1999,  the  wnb 
expand  to  Orlando  and  Minnesot 
absorb  many  top  abl  players — 
should  bolster  the  wnba's  somel 
spotty  play.  Yet  even  if  the  wnba  Kj 
ishes,  its  success  might  not  be  repliJ| 
The  scenaiios  for  other  women's  lef 
soimd  more  like  the  abl:  gi'assroot^ 
port,  small  arenas,  tiny  startup  buck 
few  sponsors,  inadequate  aulime. 

■  HOCKEY.  The  Women's  Profes^ 
Hockey  League  (wphl)  was  sche| 
to  begin  this  winter,  with  foiu- 
(in  Quebec,  Connecticut,  Massachuj 
and  New  Hampshire)  and  a  $2.i 
lion  budget.  Twenty  players,  incll 
six  OljTTipians,  signed  letters  of  ij 
The  basic  plan  was  a  league-ol 
stiuctui'e  like  the  wnba,  with  max) 
salaries  of  $21,000  and  .$.5  ticket^ 
the  numbers  didn't  click,  and  plans! 
shelved.  The  new  buzz  is  that  thJ 
is  considering  stalling  a  women's  iJ 

■  SOCCER.  The  National  Soccer  Al 
was  slated  to  begin  in  1997.  Witlj 
mitments  from  12  Olympians, 
teams  were  to  be  backed  by  a 
corporation  each  putting  up  $1 
per  year.  Most  important,  Mia  Ha 
a  star  player  who  has  been  featiuj 
People's  "50  Most  Intriguing"  an 
Most  Beautiful"  lists — was  on  boa 

But  the  x,-?A  never  kicked  oK  Jd 
Rottenberg,  a  founder,  suggested] 
was  "hostility"  from  the  powerful 
Soccer  Federation,  which  feai-ed  thj 
NSA  might  interfere  with  the  inaj 
Women's  World  Cup,  which  begin 
Jime,  and  with  Major  League  Socd 
men's  league.  There's  hope,  thougl 
Women's  Cup  could  galvanize  the| 
lion  girls  and  women  who  play. 

■  SOFTBALL.  Backed  by  AT&T  Wil 
the  six-team  Women's  Pro  Faa 
league  was  laimched  in  1997  withj 
in  Florida,  Georgia,  North  Caroli 
Virginia.  Coaches  drive  vans, 
crash  on  couches,  and  the  sala^ 
for  an  entu-e  team  is  $72,000.  Sti] 
on  the  cheap,  the  wtf  champion 
Wahoos  went  bankiupt  in  Novenl 

The  good  news  is  that  it's  so 
early  to  wiite  off  women's  profej 
leagues.  The  road  to  success  wl 
of  luts  for  men's  major  leagues,  I 
the  recent  experience  of  the  NBA  i 
strates,  ti^jing  times  are  never  fai 
What  matters  is  that  women's  1] 
ai-e  finally  making  a  inin  at  the  bil 
By  Michael  Goldstein  in  Ne\ 
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"Black  &  Decker  is  honored  to  have  been  recognized  hy  Business  Week  magazine  and  IDSA  for 
our  achievements  in  product  design.  Our  rich  history  of  innovative  new  ideas  and  user-centered 
design  is  made  all  the  more  rewarding  through  our  participation  in  the  annual  IDEA  competition." 
,  — Nolan  Archibald,  Chair,  President  and  Chief  Executive  Officer,  The  Black  &  Decker  Corp. 

"Winning  Industrial  Design  Excellence  Awards  affirms  our  ongoing  commitment  to  product  design 
excellence.  Design  excellence  is  central  to  Microsoft's  objective  of  making  personal 
computers  more  easy,  enjoyable,  and  accessible  for  all  its  hardware  products." 
—Rick  Thompson,  Vice  President,  Hardware  Group,  Microsoft  Corp. 


'The  growing  awareness  of  'IDEA'  has  been  enhanced  by  the  dedicated  support  of  Business  Week 
'  magazine.  This  has  facilitated  new  sharing  practices  among  design  leaders  that  have,  in  turn, 
created  a  strong  bond  between  professional  design  and  business  leadership." 
— John  E,  Herlitz,  Vice  President  of  Product  Design,  Chrysler  Corp. 


"Great  design,  useful  innovation,  and  'retail  shelf  space  presence'  form  the  essential  foundation  of  , 
every  new  home  computer  Compaq  delivers.  Without  a  focus  on  world-class  design  leadership, 
Compaq  could  not  have  achieved  the  tremendous  consumer  preference  we  now  enjoy." 
—Rod  Schrock,  Sr.  Vice  President  &  General  Manager,  Consumer  Products  Group,  Compaq  Computer  Corp.^ 


l/olkswagen,  Sassy  Toys,  Sunbeam,  Samsung,  Hewlett-Packard,  Sun  countries  for  products  sold  in  North  America.  Business  Week  will  pub- 
nicrpsystems,  Motorola,  Nike  and  Chrysler.  These  companies,  all  1998  lish  a  major  story  on  the  winners  in  a  June,  1999  issue.  Designs  of  busi- 
DEA  winners,  show  that  good  design  pays  off.  H  pays  off  in  lower  costs,  ness  and  medical  equipment,  consumer  products,  graphic  and  multi- 
leftier  profits,  greater  customer  satisfaction  and  new  product  innova-  media,  heavy  machineiy,  transportation,  packaging,  exhibits  and  fumi- 
ion.  Business  Week  is  again  proud  to  sponsor  the  Industrial  Design    ture  are  eligible.  The  deadline  for  entiy  is  Febniaiy  15, 1999.  For  entry 

Excellence  Awards  (IDEA)  annual  competition  con-  —  ,  information,  procedures  and  fees  contact:  IDSA, 

lucted  by  the  Industrial  Designers  Society  of  America  J||g  1999  1142  Walker  Road,  Great  Falls,  Viiginia  22066. 

IIDSA).  The  IDEA  is  accepting  entries  from  Asia,      ^  *  ■  1  I\     ■  Telephone:  (703)  759-0100.  Fax:  (703)  759-7679. 

Europe,  Latin  America,  Canada  and  other  foreign      IlldllStrial  DeSlgH      E-mail:  idsa@erols.com.  Web:  www.idsa.orK. , 


The  1999 
Industrial  Design 
Excellence 
Awards 


'or  more  Information,  contact:  IDSA:  Tel:  {703)  759-0100.  Fax:  (703)  759-7679.  E-mail:  idsa@erols.com.  Web:  www.idsa.org. 
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NEWSPAPERS 


IF  YOU  CAN'T 
BEAT  'EM... 

Knight  Ridder  goes  high-tech  to  fend  off  onhne  rivals 


Tony  Ridder  had  not  been  back  in 
San  Jose,  Calif.,  two  weeks  when 
he  was  honored  at  an  August  gala 
mai'king  the  opening  of  the  city's 
computer  museum.  The  Tech.  More  than 
a  decade  eai'lier,  as  publisher  of  the  San 
Jose  Mercury  News.  Ridder  had  been 
an  original  booster  of  the  project.  Now, 
as  chief  executive  of  Knight  Ridder  Inc., 
he  was  transplanting  the  newspaper  gi- 
ant's head  office  fi'om  Miami  to  his  old 
stomping  gi'ounds. 

But  the  great-gi'andson  of  one  of 
Knight  Ridder's  founders  insists  he 
didn't  drag  his  top  executives  clear 
across  the  country  on  a  self-serving 
quest.  Rather,  relocating  to  Sihcon  Val- 
ley, he  says,  is  pait  of  a  deteiTnined  ef- 
fort to  fend  off  poweiful  foes,  such  as 
Yahool  Inc.  and  Microsoft  Coi-p.,  that 
are  trying  to  lure  advertising  from 
newspapers  to  such  fast-gi'owing  Inter- 
net senices  as  Cai'Point  and  YaliooIClas- 
sifieds.  In  a  kind  of  "if  you  can't  beat 
'em,  join  'em"  approach,  Ridder  is  push- 
ing hai'd  on  a  Web  assault  of  his  own. 

The  centerpiece  is 
Knight  Ridder  Real  Cities, 
a  network  of  40  Web  sites. 
They  include  online  ver- 
sions of  the  chain's  31 
dailies;  regional  portals, 
such  as  chai'lotte.com,  btiilt 
around  them;  and  services  such  as 
auto.com,  a  Web-only  supplement  pro- 
duced by  the  Detroit  Free  Pi-ess.  To  bol- 
ster Real  Cities,  its  Knight  Ridder  New 
Media  unit  has  forged  alhances  with  and 
made  minority  investments  in  close  to 
a  dozen  Interaet-related  ventm-es,  all 
aimed  at  wooing  readei"s  and  advertisei-s 
online.  The  company  is  looking  to  invest 
more  (table).  "The  dumbest  thing  we 
could  do,"  says  Ridder,  "is  sit  back  and 
wait  for  competitors  to  figure  out  the 
revenue  streams  online." 
LOOKING  AHEAD.  Other  publishers,  such 
as  Tribime  Co.  and  New  York  Hmes  Co., 
have  bold  Web  strategies.  But  few  have 
as  much  to  lose  as  Knight  Ridder  Ridder 
shed  the  company  of  nonprint  assets 
and  in  1997  anted  up  $1.65  billion  for 


THE  WAY  TO 
SAN  JOSE: 

To)uj  Ridder 
put  his  HQ  i)i 
Web  couutnj 


fom*  newspapers,  incltiding  the  Kansas 
City  Star  and  Fort  Worth  Star- 
Telegram,  adding  them  to  a  stable  that 
includes  the  Miami  Herald  and 
Philadelphia  Inquirer.  "As  the  news- 
paper industry's  biggest  pure  play. 


they've  got  more  at  risk  than  an 
says  FoiTester  Reseaixh  Inc.'s  n^j 
dia  analyst  Bill  Bass.  |, 
Ridder  says  Internet  compi 
have  not  yet  hmt  business,  but[ 
expects  that  to  last.  Foirester  esj 
classified  advertisers  will  increaq 
Web  spending  more  than  tenfoij 
1998  to  2003,  to  S2.9  billion— and^ 
chunk  of  that  increase  will  comt. 
newspapei-s.  Knight  Ridder  deri\ 
thii-d  of  its  $3  billion  in  revenue 
classifieds,  and  losing  even  a  fn 
that  would  eat  into  margins 
datmting  is  the  potential  impact  | 
tronic  commerce  on  retail  adv( 
which  represents  a  fiuther  Sl.l 
the  company's  revenues.  "The  th 
I  worry  about,"  says  newspapB 
Ivst  John  Morton  of  Morton  PJ 


l  li  Tfll  CAREERPATH  Joint  venture  among  major  nev, 
companies  for  national  employment  advertisi;  g 


knight  Ridder's 
online 

investments* 


'Knight  Ridder  owns  less  than 
20%  of  each  company,  except 
InfiNet  (33%)  and  Tesserae 
(25%) 

DMA;  KNIGHI  RIODf  R  INC.,  BW 


CLASSIFIED  VENTURES  Consortium  of  nev.s;: 
Web  sites  focused  on  selling  cars  and  real  es:;: 

INFINET  Internet  access  provider  that  mainta:-  ' 
sites  for  most  Knight  Ridder  operations 

POINTCAST  "Push  technology"  company  | 

SAVESMART  Interactive  promotions  for  merch.| 

SPORTSLINE  USA  Inherited  small  stake  in  on>E 
sports  service  from  sale  of  golfweb.com 

TESSERAE  Software  startup  that  merges  incor 
ble  databases 

ZIP2  Creates  directories  used  in  all  Knight  RidJ 
Web  sites  and  sold  to  other  newspapers 
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[underestimate  the  importance  of  peopi 
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Inc.,  "is  the  extent  to  which  Internet  shop- 
ping might  start  to  hurt  the  local  com- 
merce that  newspapers  depend  on." 

It's  no  wonder,  then,  that  Knight  Rid- 
der  is  committed  to  spending  on  the 
Web,  even  as  its  own  onhne  business 
lost  $23  million  in  1998,  on  revenues  of 
$20  million.  It's  expected  to  lose  as 
much  again  this  year  but  to  come  close 
to  breakeven  in  2000.  That  conflicts  with 
Ridder's  other  top  goal:  boosting  Knight 
Ridder's  long-lagging  profit  margins. 
Having  made  progi'ess  since  becoming 
CEO  in  1995,  Ridder  is  now  close  to  his 
target  of  20%  profit  margins  by  the 
year  2000.  But  slowing  advertising 
growth  has  dampened  the  outlook  and 
kept  the  stock  relatively  flat. 
STILL  INVESTING.  Ridder  and  his  team 
of  Net-savvy  executives  figure  they 
have  little  choice  but  to  invest  in  any 
venture  that  might  protect  business  or 
build  revenues.  Says  Knight  Ridder 
New  Media  President  Bob  Ingle:  "I 
live  in  terror  that  some  big  thing's  go- 
ing to  happen  that  I  don't  see  com- 
ing." So  Ridder  has  allocated  $25  mil- 
lion a  year  to  invest  in  online  stakes, 
most  of  which  are  under  20%.  In  its 
latest  deal — yet  to  be  announced — 
Ejiight  Ridder  is  paying  an  undisclosed 
sum  for  just  under  10%  of  SaveSmart 
Inc.,  a  Mountain  View  (Calif.)  company 
that  runs  an  online  promotions  service 
for  merchants.  Save-Smart  acts  like  a 
paperless  coupon  service  that  gives 
Web  surfers  discounts  in  real-world 
stores  that  advertise  online. 

Analysts  applaud  Knight  Ridder's 
strategy,  but  some  wonder  if  its  network 
of  local  sites  will  ever  gel,  and  they  figure 
Real  Cities  will  someday  have  to  be 
merged  into  a  bigger  entity.  What's  more, 
the  company  has  had  its  share  of  high- 
tech ftimbles:  In  the  mid-1980s,  it  shelved 
Viewd:ron — a  teletext  product  that  was 
the  precursor  to  such  services  as  Amer- 
ica Online  Inc.  More  recently,  Ridder 
canceled  development  of  a  handheld  elec- 
tronic newspaper.  And  Knight  Ridder 
was  part  of  New  Century  Networks,  an 
online  newspaper  consortium  that  flamed 
out  in  March.  "Historically,  Knight  Ridder 
has  been  a  pioneer,"  says  Martin  A. 
Nisenholtz,  president  of  New  York  Times 
Electronic  Media  Co.  "The  question  has 
always  been:  Do  they  have  the  strategic 
fortitude  to  stick  to  it  for  the  long  teirn?" 

Tony  Ridder  insists  he  does  and  that 
his  company's  track  record  shows  just 
how  willing  it  is  to  take  chances.  He 
also  knows  that  if  his  Silicon  Valley 
move  doesn't  work  out,  the  industry's 
biggest  pure  play  may  have  no  place 
else  to  go. 

By  Riclmrd  Siklos  in  San  Jose,  Calif. 


TELEVISION 


AT  THE  STARTING  GATE: 
A  CHANNEL  FOR  RAILBIRDS 

Malone  and  Murdoch  want  cable  viewers  betting  by  autur 


If  it  works,  it  could  be  one  of  the  most 
lucrative  tv  channels  ever.  News 
Coip.  Chairman  Rupert  Murdoch  and 
Tele-Communications  Inc.  ceo  John  C. 
Malone  are  teaming  up  to  launch  a 
horse-racing  cable  channel  by  this  fall 
that  will  let  viewers  play  the  ponies 
from  the  comfort  of  their  La-Z-Boys.  If 
more  than  the  eight  states  that  now 
permit  such  betting  rewrite  their  laws, 
Television  Games  Network  (tvg)  just 
might  revive  a  fading  sport.  And  for 
United  Video  Satellite  Group  Inc. — soon 
to  be  a  joint  venture  of  News  Corp. 


RIDING  A  TREND 

AHENDANGE  IS  DOWN  BUT  REVENUE  iS  UP 


'94         '95  '96 
▲  BILLIONS  OF  DOLLARS 

DATA.  DAILY  RACING  FORM.  RACING  COMMISSIONERS  INTERNATIONAL,  JOCKEY  CLUB, 

NATIONAL  THOROUGHBRED  RACING  ASSN.  m'-UtHmfiiMii, 


and  TCi's  Liberty  Media  Corp. — tl 
channel  could  be  a  fiinancial  trife 
addition  to  the  dual  i-evenue  stre 
subscriber  fees  and  advertising  th 
er  cable  channels  enjoy,  tvg  a 
take  a  cut  of  every  wager. 
KENTUCKY  TEST.  The  idea  is  simp: 
new  channel  is  essentially  a  va, 
on  telephone  gambling  that  the 
states — Connecticut,  Kentucky, 
land,  Nevada,  New  York,  Ohio,  0 
and  Pennsylvania — have  ah'eady 
ized  to  supplement  their  off-trac 
ting  parlors.  Having  locked  up  fiv 
contracts  with  1 
Thoroughbred 
tracks,  including  Ch 
Downs,  Belmont  Pai' 
Aqueduct,  tvg  aims 
12  hours  a  day 
races,  augmented  b_\ 
programming  produi 
another  Mui'doch  am 
one  sports  joint  ve 
Fox/Liberty  Netwoi 
Subscribers  will  1 
quired  to  maintain  tl 
accounts — to  discoui'a 
impulse  bets — and 
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Another  window  of  opportunity  just  closed. 


How  often  can  that  happen  before  your  doors  close? 


More  connected." 


dy  ever  said  running  a  business  was  going  to  be  easy.  Of  course,  there  are  ways  to  mal<e  yours  more 
3le.  More  competitive.  More  connected.  Take  3Com  networl<ing  solutions  for  growing  companies.  TIney'll  help 
nake  the  most  of  everything  from  e-mail  to  e-commerce.  Visit  www.3com.com/moreconnectedbusiness  for  the 
.  And  discover  why  3Com  has  connected  more  people,  to  more  networks,  in  more  ways  than  any  other  company. 


Finance 


will  be  laid  \ia  telephone,  the  Internet,  or 
set-top  cable  box.  Foi'  Miu'doch  and  Mal- 
one,  T\"(;  allows  them  to  tap  into  the  lich 
cash  flow  of  the  gaming  industiy  without 
having  to  deal  with  all  the  pesky  regula- 
tions. "We're  not  in  the  business  of  taking 
wagei's,"says  United  Video  Pi'esident  Pe- 
ter C.  Boylan  III.  "Tliat's  what  our  track 
paitners  do." 

Still,  if  the  experiment  Tvc  has  been 
running  since  1995  in  the  racing  heart- 
land of  Kentucky  is  any  sign,  United 
Video  could  hit  the  jackpot.  There,  the 
average  amount  wagered  monthly  by 
1,200  subscribers  has  been  as  much  as 
$1,500  each,  tvg  charges  a  $5.95  month- 
ly fee  per  subscriber,  plus  10?  per  wagen 
On  the  back  end,  it  has  been  pocketing  a 
commission  of  5.5%  on  each  bet.  All  tliis 
has  added  up  to  eye-popping  monthly 
revenue  of  $80  per  home — more  than 
double  what  most  folks  pay  for  their 
entire  cable  bill — to  be  split  between 
United  Video  and  the  cable  operator. 

If  just  12%.  of  the  homes  in  the  eight 
states  sign  on  and  wager  a  modest  $60 
each  per  month,  analyst  John  H.  Corco- 
ran of  Stephens  Inc.  estimates  that  by 
2003,  TVG  could  pump  out  $60  million 
in  operating  profits  on  revenues  of  $100 
million.  That's  not  to  mention  the  other 
42  states,  plus  the  possibility  of  beaming 
the  races  overseas  via  Muixloch's  con- 
stellation of  satellite  broadcasters  such 
as  -Japan's  JSkyB. 

SMALLER  RIVALS.  Eyeing  tlie  potential 
windfall.  United  Video  spent  $oO  mil- 
hon  last  fall  to  buy  out  the  80%  of  tvg 
it  didn't  own  fi'om  its  co-founders.  Now, 
the  Tulsa  company  plans  to  spend  $40 
million  to  roll  out  the  service  to  a  mar- 
ket that,  fi'om  the  outset,  includes  13 
million  cable-  and  satellite-TV  sub- 
scribei"s — many  of  them  already  TCi  cus- 
tomers. Still  unclear  is  how  TVG  intends 
to  launch  alongside  existing  betting  ser- 
\'ices  such  as  otb  in  a  notoriously  fi'ac- 
tious  industiy.  "Their  plans  are  still  a 
little  confusing — even  to  us,"  says 
William  P.  Carnevale,  president  of  New 
York  City  Off  Ti-ack  Betting  Corp., 
which  handles  $935  million  in  bets  a 
year,  22%  of  that  via  telephone. 

Nonetheless,  TVG  bills  itself  as  the 
potential  savior  of  the  sport  that  TV  for- 
got. Although  the  amount  wagered  by 
Americans  is  gi'ovring,  live  attendance  at 
races  has  declined  by  more  than  half 
since  1991.  Other  small  companies  are 
launching  similar  services  linked  to  TV 
and  the  Web,  but  none  lias  the  heft  of 
tvg's  ovraers,  who  ai'e  expected  to  for- 
malize their  partnership  next  month 
with  the  merger  of  Murdoch's  n'  Guide 
into  United  Vitleo.  Can  it  be  long  before 
Fox  begins  production  of  World's  Scari- 
est Steeplechases'^ 

By  Richard  Siklos 
in  Neiv  York 


MUTUAL  FUNDS 


THAT'S  WHY  THEY 
CALL  IT  VANGUARD 

It  pioneered  index  funds-and  now  it's  outpacing  its  rm 


Four  years  ago,  the  no-ftills  Van- 
guard 500  Index  Fmid  neaiJy  dou- 
bled its  assets,  to  $17.3  billion, 
swelled  by  a  37%  annual  retiu-n 
and  $4.7  bilHon  in  new  cash.  At  the 
time,  then  Vanguai'd  Group  Chair- 
man John  C.  Bogle  e.xpressed 
some   concern.   The  funf 
wliich  had  operated  in  ob- 
scuiity  for  20  years,  had 
become  the  d;u-ling  of  the 
day.  "I'm  a  little  wor- 
ried that  the  index 
fimd  is  hot,"  he  said. 
"Hot    is    not  our 
style." 

Well,  if  the  index 
fund — which  tracks 
Standard  &  Poor's 
500-stock  index — 
was  hot  then,  it's 
absolutely  sizzling 
now.  And  building 
on  the  success  of 
the  s&P  and  other 
spin-off  index  funds. 
Vanguard — the  na- 
tion's largest  mutual- 
fund  company  after 
No.  1  Fidelity  Invest- 
ments— has  become  the 
hottest  mutual-fund  m-m. 
HOT  BOND  FUNDS.  In  the  fund 
business,  cash  follows  perfor- 
mance, and  last  year  boatloads  of 
money  put  in  at  Vanguard's  Valley 
Forge  (Pa.)  dock.  Vangiiaitl's  equity  fluids 
took  in  an  estimated  .$27.2  biUion — about 
17%'  of  the  industiy's  cash  inflow — in  the 
first  11  months  of  1998,  according  to 
Robert  L.  Adler,  whose  AiViG  Data  Ser- 
vices tracks  flows  to  mutual  funds.  It's 
also  22.5%  gi'eater  than  Vanguai'd's  equi- 
ty cash  inflow  for  all  of  1997.  It's  also 
remai'kable,  consideiing  that  cash  flows  to 
equity  funds  fell  26%-  industiywide  fi'om 
Januaiy,  1998,  to  November,  according 
to  the  Investment  Company  Institute. 

As  investore  scan  1998  results  in  com- 
ing weeks,  Vanguard  is  going  to  look 
even  more  appealing,  and  the  cash  head- 
ing toward  the  now  $74.2  billion  Van- 


guard 500 
Index  fund  shoult!  surge. 
But  it's  not  just  index  funds  that 
tract  new  money.  Adler  says  onl; 
a  third  of  1998's  cash  went  to  i| 
portfolios.  Nonindex  VangTiard 
such  as  Windsor  II,  Health 
Growth  &  Income,  and  Piimecap 
significant  new  dollars  in  199J' 
guai'd's  actively  managed  fund.-^  i- 
tainly  top-tier  performers  whe 
pared  with  other  large  mutu'- 
companies  (table). 
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How  Vanguard  Equity  Funds  Stack  Up 


TOTAL  RETURN* 


CUMULATIVE  AVERAGE  TOTAL  RETURN* 


CUMULATIVE  AVERAGE  TOTAL  RETURN* 
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■  fund  GROUP  1 

5-YEAR  1 

io.oy% 

AMERICAN 

70.95% 

ni  ITIkl  A  AA 

PUTNAM 

I  1  ~T    A  r\Q/ 

I I  /  .40  % 

ITY 

18.35 

rIDELITY 

62.04 

AMERICAN 

1 16.65 

vANGUAkU 

61.80 

ifA  Ai/^i  1  A  nr\ 

VANGUARD 

lie  c  c 

1 15.55 

IMiVI 

14. 

PUTNAM 

58.90 

FIDELITY 

1 15.24 

1  r>  on 

i^.oy 

IDS 

58.1 1 

^nnc?  Aii_i  PI  ft  J 

OPPENHEIMER 

102.47 

10.10 

OPPENHEIMER 

57.41 

T.  ROWE  PRICE 

95.45 

8.13 

T.  ROWE  PRICE 

51.38 

IDS 

92.79 

NHEIMER 

8.00 

AIM 

42.26 

AIM 

74.54 

ILL  LYNCH 

4.88 

MERRILL  LYNCH 

33.85 

FRANKLIN 

72.31 

KLIN 

-1.91 

FRANKLIN 

31.38 

MERRILL  LYNCH 

62.62 

AVERAGE  RETURNS  ARE  fOR  ALL  EQUITY  FUNDS  Of  10-LARGEST  FUND  COMPANIES  (EXCLUDING  MONEY-MARKET  FUNDS),  RETURNS  EXCLUDE  INDEX  FUNDS 
•APPRECIATION  PLUS  REINVESTMENT  OF  DIVIDENDS  AND  CAPITAL  GAINS  BEFORE  TAXES  FOR  TIME  PERIODS  ENDED  DEC  31,  1998,  PRELIMINARY  RESULTS 

The  Vanguard  bond  funds, 
where  the  company's  obses- 
sive attention  to  keeping 
expenses  low  really  pays 
off,  are  on  a  roll  as 
--^    well.  They  garnered 
about  $16.8  billion  in 
new  cash  in  the 
first  11  months  of 
1998 — about  twice 
the  sum  for  all  of 


NEW  LEAF:  CEO 

Brennan  backs 
giving  access  to 
rivals'  fimds 

1997.    It's  also 
nearly  one  in  four 
dollars  that  went 
into  bond  fimds  in- 
dustrywide. Van- 
guard's best-selling 
bond   fund   of  the 
You  guessed  it. 
One  of  its  bond-market 
index  funds. 
PENNY-PINCHING.  So  Van- 
guard is  the  hot  fund  manag- 
er? That's  a  bit  ironic,  since  the 
lex  funds  are  by  definition  not 
?ed,  at  least  not  by  highly  com- 
d  portfolio  managers.  Most  of 
■k  is  automated  and  performed 
puters.  Extremely  low  costs — 
g  rd  500  Index  levies  no  sales 
p,  and  has  expenses  that  are  about 
t  ith  that  of  the  average  mutual 
i-  re  one  reason  why  the  penny- 
f  :  Bogle  early  on  pushed  into  in- 
n  The  rest  of  the  industry  ignored 
e  zing  that  investors  would  never 
l<  ir  just  "average"  (page  108). 
h  '  averages  have  turned  out  to  be 
r  ht  spectacular — and  few  com- 
have  been  able  to  beat  them, 
u  1998,  even  with  a  backdrop  of 


global  economic  instability,  the  s&p  500 
earned  a  28.58%  total  return.  Only  17% 
of  actively  managed,  U.  S.  diversified 
equity  funds  were  able  to  clear  that 
hurdle,  according  to  Momingstar  Inc. 
Now,  nearly  all  the  major  fund  compa- 
nies offer  s&p  500  index  funds  as  well. 
"You  only  have  to  look  at  the  index 
funds  that  have  started  elsewhere  to 
know  that  Vanguard  is  having  an  impact 
on  the  industry,"  says  Vanguard  watch- 
er Daniel  P.  Wiener,  editor  of  the  htde- 
peiident  Adviser  for  Vangioard  Investors. 
But  only  a  few  do  it  vnth  equally  low 
expenses,  and  most  would  prefer  that 
investors  opt  for  the  higher-margin,  ac- 
tively managed  funds. 

To  be  sure,  Vanguard  is  not  about  to 
catch  archrival  Fidelity,  but  it  is  closing 
the  gap.  As  of  Nov.  30,  Vanguard  com- 
mands $428.4  bilUon,  or 
8.83%  of  all  mutual-fund 
assets,  vs.  Fidelity's 
$613.4  billion,  or  12.65%., 
according  to  Financial 


Vanguard  was  also  the 
second-largest  fund  com- 
pany, but  then  it  had  only 
6.47%  of  industry  assets, 
compared  with  Fidelity's 
12.55%  (chart,  page  86). 

Sometime  this  year,  Vanguard  is  ex- 
pected to  take  Fideht/s  long-held  crown 
as  manager  of  the  largest  equity  fund: 
The  Vanguard  500  Index  fund  could 
overtake  the  $83.6  biUion  Fidehty  Mag- 
ellan Fund.  Magellan  will  not  cede  the 
title  lightly.  In  1998,  the  giant  gained  an 
index-busting  33.2%. 

But  Fidehty  won't  be  able  to  rely  on 
Magellan's  winning  ways  to  lure  in  new 
bucks.  As  part  of  a  management  over- 
haul, the  Boston-based  giant  closed  the 
fund  to  new  investors.  And  despite 
strong  returns  by  many  of  its  funds  in 
1998,  Fidelity's  actively  managed  equity 


The  Low-Cost 

Producer 

EXPENSE  RATIO* 

1993 

1998 

VANGUARD  0.43 

0.36 

FIDELITY  1.50 

1.18 

ALL  EQUITY  FUNDS  1.43 

1.56 

funds  took  in  only  an  estimated  $2  bil- 
lion, says  Fidelity  watcher  David  J. 
O'Leary  of  Alpha  Equity  Research. 
That's  a  pittance  compared  with  Fideli- 
ty's glory  years,  and  it  is  way  less  than 
the  $5.1  billion  that  O'Leary  says  flowed 
into  Fidehty's  index  funds.  Still,  Fideh- 
ty is  bound  to  be  a  tougher  competitor 
this  year,  as  the  good  news  about  im- 
proved returns  gets  around  and  bad 
news  about  weak  returns,  management 
turmoil,  and  fund  managers'  personal 
trading  fades  away. 

NEW  NET  SERVICES.  Vanguard's  success 
comes  not  so  much  because  of  any 
recent  initiatives  that  the  company  has 
taken,  but  because  market  forces  came 
around  to  what  the  company  has  been 
doing  for  years.  Still,  under  the 
leadership  of  Chairman  and  Chief  Ex- 
ecutive John  J.  Brennan, 
Bogle's  longtime  right- 
hand  man  who  succeeded 
him  as  ceo  three  years 
ago.     Vanguard  has 


'Actively  managed  domestic  and  interna- 
tional equity  funds 

DATA:  M0RNIN6STAR  INC 


changing  investment 
environment. 

Most  notably,  in  re- 
cent months  Vanguard 
has  given  a  higher  profile 
to  its  discount  brokei-age 
arm,  Vanguard  Brokei'age  Services,  ex- 
tending its  trading  services  to  the  In- 
ternet in  a  service  called  Access  VBS. 
As  part  of  that  expansion,  Vanguard 
has  boosted  to  2,000,  from  400,  the  nimi- 
ber  of  mutual  fimds  that  it  makes  avail- 
able through  the  service — -all  of  them 
from  Vanguard's  competitors. 

That  puts  Vanguard  in  a  better  posi- 
tion to  compete  with  the  mutual-fund 
supermarkets  that  are  operated  by 
Charles  Schwab  &  Co.  and  Fidelity  Bro- 
kerage Services.  And  it's  a  new  leaf  un- 
der Brennan;  Bogle  was  a  critic  of  the 
supermarkets,  complaining  that  they  en- 
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atin  America's  successful  efforts  at  foreign  debt  reduction,  liberalized  trade,  privatizatioi 
programs,  and  deregulation  of  financial  transactions  have  garnered  international  praise.  Yei 
Mvorldwide  economic  conditions  are  forcing  Latin  American  economies — considered  hot  jusj 


one  year  ago — to  withstand  a  capital  freeze.  How  will  the  social,  political,  and  economic  fabric  of  thj 
region  endure  this  climatic  shift? 

Don't  i"niss  the  broadest  coverage  and  most  insightful  analysis  of  the  challenges  confronting  th| 
American  Hemisphere.  From  the  Asia  crisis  and  the  ro'e  of  regional  trading  blocs,  to  multilatinas  anj 
what  is  nece-       :   develop  a  truly,  sustainable  economy — we've  gathered  the  business,  political,  ani 
economic  leaders  you  need  to  hear — and  meet — only  at  The  1999  Business  Week  Americas  Summi 
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Global  Qiief  Economist 
The  Zurich  Group 
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VANGUARD 
IS  GAINING  ON  FIDELITY 


FIDELITY 


,0  SHARE  OF  MUTUAL 

FUND  ASSETS* 


Oi 


■96 


'97 


■94  '95 
A  PERCENT 

•INCLUDES  MONEY-MARKET  FUNDS,  AS  OF  NOV.  30, 1998 
DATA:  FINANCIAL  RESEARCH  CORP 

couraged  bad  investment  habits,  such 
as  short-term  trading.  "Brennan  has  de- 
cided the  relationship  Vanguard  enjoys 
with  its  clients  is  vital,  even  if  it  has  to 
be  in  the  position  of  offering  non- Van- 
guard products,"  says  Burton  J.  Green- 
wald,  a  consultant  to  the  mutual-ftmd  in- 
dustry. "Vanguard  doesn't  want  its 
customers  to  look  to  Schwab,  Fidelity, 
or  Menill  LjTich  as  their  primaiy  sup- 
plier of  financial  services." 
UNIQUE  CORPORATE  STRUCTURE.  One 
area  where  Vanguard  will  always  have 
an  edge  is  on  costs.  Besides  cultivating 
a  cost-cutting  cultui'e.  parent  VangLiard 
Group  has  a  coq^orate  stractm-e  that's 
unique  in  the  mutual-fimd  industty.  It's 
organized  like  a  mutual  insurance  com- 
pany, with  the  shares  in  the  parent 
owTied  by  the  funds  themselves.  Thus, 
the  pai'ent  doesn't  look  to  make  a  prof- 
it but  to  senice  the  funds  at  cost.  All 
the  other  major  mutual-ftmd  companies, 
both  public  and  private,  have  share- 
holders who  ai"e  looking  to  eam  a  prof- 
it on  limning  ftmds.  Perhaj^s  that's  why, 
despite  the  success  of  Vanguard,  it  has 
not  had  any  noticeable  impact  on  ex- 
penses industi'j'wide,  wiiich  have  been 
climbing  in  recent  years  (table,  page 
8-3).  Tine,  FideUty's  expense  ratios  have 
dropped,  but  that's  mainly  because  some 
of  its  mutual  funds  have  performance- 
based  fees,  and  with  their  retui'ns  lag- 
ging, they  have  paid  management  fees 
at  a  reduced  rate. 

Vanguard  itself  would  be  the  fii'st  to 
tell  you  the  S&P  .500  index  fund  is  no 
magic  bullet.  It  only  looks  that  way  be- 
cause of  a  long  cycle  in  w^hich  large-cap 
stocks  trounced  small-  and  mid-caps, 
and  thus  s&p  .500  index  funds  beat  the 
portfoho  managers.  Should  the  mai'ket's 
preferences  change,  the  .s&P  .500  index 
funds  might  pale.  But  lean  and  mean 
Vanguard  has  plenty  of  other  fimds, 
both  index  and  actively  managed,  to 
take  up  the  slack. 

By  Amy  Barrett  in  Philadelphia  and 
Jeffrey  M.  Laderman  in  New  York 


HERE'S  WHERE  THE  DOUGH 
REALLY  RISES 


c 


jail  them  index  funds  on  steroids. 
.Offered  by  such  companies  as 
'Rydex  Series  Ti-ust,  ProFunds 
Advisors,  and  Potomac  Funds,  they 
promise  outsize  retiuTis  by  buying 
and  selling  index  options  and  futures 
rather  than  just  stocks.  Last  year, 
these  leveraged  index  products  ac- 
counted for  2  of  the  10  best-perfomi- 
ing  mutual  funds. 

Not  sLui^risingly,  the  top  leveraged 
index  ftmds  tracked  the  nasdaq  100, 
comprised  of  the  largest  100  stocks 
trading  over  the  coimter.  Dominated 
by  technology-  stocks  such  as  Mi- 
crosoft, Intel,  and  Cisco,  the  xa.sdaq 
100  soai-ed  8-5%  last  year 

Leveraged  funds,  most  of  wiiich 
are  quite  small,  guarantee  serious 
extra  bang  for  youi'  buck — 125%, 
150%,  even  200%  of  index  returns. 
The  bang  comes  fi'om  derivatives — 


FUND 


INVESTMENT  GOAL 


1998  TOTAL 
RETURN* 


RYDEX  NOVA 

1.5  times 

35.1?^ 

S&P  500 

RYDEX  URSA 

Inverse  of 

-19.0 

S&P  500 

PROFUNDS  ULTRAOTC 

2  times 

185.3 

NASDAQ  100 

PROFUNDS  ULTRAOTC 

-2  times 

-67.5 

SHORT 

NASDAQ  100 

POTOMAC  OTC  PLUS 

1.25  times 

104.2 

NASDAQ  100 

POTOMAC  OTC  SHORT 

Inverse  of 

-53.0 

NASDAQ  100 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 

DATA  MORNINGSTAR  INC. 

index  options  and  futures  that  can 
be  bought  with  only  a  small  down- 
payment  on  a  contract's  value.  A 
targeted  retiu-n  is  achieved  by  com- 
bining options  and  futures  with  cash 
and  underlying  stocks.  You  can  buy 
funds  based  on  other  indexes  or  that 
go  short — selling  options  or  futm'es 
to  bet  on  an  index  going  down.  "We 
give  investors  the  most  amount  of 
investment  exposure  [to  an  index] 
they  can  get  through  mutual  fimds," 
says  ProFunds  CEO  Michael  Sapir. 
The  firm's  UltraOTC  fund,  wiiich 


seeks  to  double  the  return  of  the 
NASDAQ  100  index,  jumped  185.3% 
last  year,  while  Potomac  OTC  PI" 
rose '104.2%. 

Leverage,  of  coui'se,  cuts  both 
ways.  Sapii-'s  fund  plunged  wiien 
market  sold  off  in  the  thu"d  qua 
last  year.  And  his  oxc  short  fimd 
was  down  67.5%  in  1998.  "As  ex 
ing  as  it  can  be  on  the  upside,  it 
be  equally  as  bad  on  the  downsi 
says  Ke\in  McDexitt,  an  analyst 
with  Morningstai"  Inc. 

The  first  souped-up  fund  was 
launched  by  Rydex  of  RockviUe, 
The  Nova  funcl-^ffeiing  1.5  tim 
the  retiuTi  of  the  Standard  &  Po 
•500-stock  index — was  pitched  to 
phisticated  investors  such  as  fun 
managers.  With  large  portfolios, 
can  use  the  funds  as  a  hedge  wit 
wading  into  options  and  futures 
kets  themselves.  While 
most  funds  penalize  m" 
timers  with  redemption 
fees,  Rydex,  Potomac, 
ProFimds — all  based  in 
Washington  area — have 
none.  Investors  can  m" 
time  to  then-  heart's  de 
"We  don't  care  how  mu 
people  switch  around 
funds,"  says  Skip  Virag 
Rydex  president. 

Wliile  these  funds 
weren't  designed  for  m 
and  pop,  they  are  attr" 
a  wider  audience.  A  gr 
ing  nimiber  of  individu 
rightly  or  wTongly.  feel 
ficiently  sav\y  to  handl 
huge  risks.  Rydex'  asse 
under  management  hav 
swelled  from  $15  millioi 
1993  to  $3.7  bilHon  last  year — in 
ing  $915  million  in  the  leverage 
ftmd.  The  Potomac  OTC  fund  gre 
fi-om  $5  million  to  $80  milUon 
vear,  wiiile  the  ProFunds  Ultra 
swelled  fi-om  $10  million  to  $264 
miUion. 

It  makes  some  analysts  uneas. 
"Last  year  didn't  scare  enough 
pie,"  says  A.  Michael  Lipper  of 
per  Inc.  "These  funds  will  draw 
interest  until  the  speculative  p'' 
of  the  bull  market  is  over." 
By  Andrew  Osterland  in  Chk 
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DAY  OF  RECKONING 

FOR  DAY-TRADING  FIRMS? 

Regulators,  alleging  fraud  and  other  problems,  are  cracking  down  on  the  industry 


The  lure  of  quick  pi'ofits  from  sky- 
rocketing tech  stocks  was  too 
much  for  Isaac  Belbel  and  John 
L.  Powell.  The  two  friends,  one 
an  ex-broker  and  the  other  a  former 
restam-ant  owner,  spent  the  last  yeai-  in 
front  of  computers  in  Watertown, 
Mass.,  at  a  branch  office  of  All-Tech 
Investment  Group  Inc.  They  were  ex- 
ecuting rai)id-fire  trades  on  a  daily  ba- 
sis in  companies  such  as  Dell  Comput- 
er, Amazon.com,  and  K-tel.  Their  goal: 
to  make  money  on  small  price  swings 
in  these  volatile  stocks. 

But  the  duo's  stock  market  tlirill  ride 
ended  in  disaster.  They  lost  at  least 
$200,000  trading  for  themselves  and 
five  friends,  say  Massachusetts  securi- 
ties regulators.  On  Dec.  10,  Massachu- 
setts regulators  charged  Belbel  and 
Powell  with  trading  without  a  license — 
regulators  said  they  needed  it  because 
the  two  men  were  trading  for  others. 


Regulators  also  threw  the  book  at  All- 
Tech  for  numerous  securities  violations, 
including  fraud.  "All-Tech's  Watertown 
office  was  a  vipers'  nest,"  complains 
Mathew  J.  Nestor,  chief  of  enforcement 
for  the  Massachusetts  Securities  Div. 
Belbel  declined  to  return  phone  calls. 
And  both  Powell's  attorney,  William 
Bulger  Jr.,  and  All-Tech  Chief  Execu- 
tive Harvey  I.  Houtkin  strongly  deny 
the  charges. 

All-Tech,  based  in  Montvale,  N.J., 
is  just  one  of  dozens  of  day-trading 
firms  being  targeted  in  a  crackdown 
by  state  regulators  (table,  page  90). 
The  crackdown  may  result  in  signifi- 
cant industiy  reforms.  Phihp  A.  Feigin, 
executive  director  of  the  North  Amer- 
ican Securities  Administrators  Assn. 
(NASAA),  which  represents  state  securi- 
ties regidators,  says  there  are  wide- 
spread problems  among  day-trading 
firms.  He  is  spearheading  a  national 


task  force  to  study  the  industi 
an  eye  toward  stricter  enfonn 
"They  have  taken  the  art  oi' 
money  and  turned  it  into  a  s 
he  says. 

The  day-trading  industry  b| 
1988,  when  federal  regulators 
stock-trading  rules  to  allow  inl 
investors  to  execute  trades  on  | 
more  easily.  It  really  took  of 
few  years  ago  with  prolifen'o 
firms  using  new  software  desiir 
execute  split-second  trading.  Inc-i' 
sign  on  with  day-trading  firmMi 
are  licensed  by  the  National 
tion  of  Securities  Dealers  (NAI) 
have  special  software  that  provif 
formation  on  the  flow  of  orderstr 
stant  access  to  NASDAQ  stocks,  it 
traders  monitor  small  price  mo  n 
in  active  stocks,  trying  to  pre: 
changes  of  as  little  as  a  quarti  ' 
eighth  of  a  percentage  point.  Hi 
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^ble  information  and  effective 


3IT  delivers  the  world  of  information 
I  communications  technology. 


Experience  the  technologies  that  are 

driving  the  business  world  forward. 

Experience  CeBIT. 

^  www.cebit.de 
;  www.hfusa.com 


for  ticket  and  trovel  information! 

^'  Fairs  USA,  Inc. 

Ct^  jie  Center 

et'  NJ  08540 

\t  987  1202 
((  987  0092 

il  'it@hfusa.com 


Information  Teciinology 
Network  Computing 
Automatic  Data  Capture 
Development,  Design,  Production,  Planning 
Software,  Consulting  and  Services 
Telecommunications 
Office  Automation 
Bank  Technology 
Card  Technology /Security  Equipment 
Research  and  Technology  Transfer 


iMesseAG 

jermany 


CeBIT99 

See  IT  first!  See  IT  all! 


CeBIT  is  the  most  influential 
information  and  communications 
technology  event  in  the  world.  Each 
year  more  than  7,000  exhibitors 
from  70  countries  present  the  latest 
products,  technologies  and  services 
available  in  the  world  marketplace. 
Don't  miss  the  solutions  and 
developments  that  can  help  drive 
your  business  into  the  future. 

Hannover 

March  18-24,  1999 

World  Business  Fair 
Office  Automation 
Information  Technology 
Telecommunications 


Finance 


Some  of  the  sharpest  criticism  is  coming  from 
established  Wall  Street  houses  such  as  Merrill  Lyncl 


als  execute  as  many  as  100  trades 
daily  and  tisually  close  out  theii'  posi- 
tions before  the  end  of  the  day.  The 
fiiTns  make  money  fi-om  the  commis- 
sions, usually  2c  to  3c  a  share.  Day 
traders  are  a  small  subset  of  online 
traders. 

But  day  tradei'^  play  a  major  role  in 
a  critical  segment  of  the  mai'ket — the 
100  most  actively  traded  Nasdaq 
stocks.  James  Lee.  president  of  the  in- 
dustry's trade  gi'oup.  the  Electronic 
Trading  Assn..  says  there  ai-e  about  40 
day-trading  fiiTns  nationwide,  but  eight 
control  So'~c  of  the  market.  All  told, 
the  industiy  repre- 
sents 12<7f  to  15'~f 
of  NASDAQ's  daily 
volume,  he  claims. 

Some  of  these 
fiiTiis  ai'e  promoting 
electronic  day  trad- 
ing as  a  way  to 
make  a  lot  of  mon- 
ey. But  industry 
regulators  are 
keeping  a  close 
watch  on  those 
marketing  claims, 
which  sometimes 
hide  the  risks,  says 
Mary  L.  Schapiro. 
president  of  nasd 
Regulation  Inc.. 
nasd's  enforcement 
unit.  Schapii'o  also 
vows  to  be  tough 
on  promoters  who 
"suggest  that  day 
trading  is  the  best 
entenainment  since 
television"  "  —  a 

claim  All-Tech's  Houtkin  made  in  a  ra- 
dio intemiew  last  fall. 
PROFIT  WATCH.  Regulatoi-s  ai-e  also  dis- 
cussing whether  day-trading  finns  need 
to  take  more  responsibility  for  their 
chents'  trading.  Under  cm-rent  niles. 
brokers  must  make  siu-e  that  the  in- 
vestments they  recommend,  such  as 
stocks,  futures,  or  options,  ai-e  suitable 
for  theii"  chents'  financial  position.  Now. 
■Rith  fii'ms  pushing  day  trading  for 
no\ice  investors  vcith  limited  capital, 
"there's  a  question  where  a  suitability 
requirement  exists  when  a  company  is 
recommending  a  trading  style  rather 
than  a  product."  Schapiro  says.  No  new 
rules  ai-e  yet  on  :he  table,  but  ■^ve  [i-eg- 
ulatoi*s]  talk  about  it  a  lot."  she  adds. 
Da\id  Schellenberger.  a  Massachu- 


setts enforcement  ofticial  who  heads 
NASA-\'s  task  force  on  day  trading,  says 
he  wants  to  find  out  if  any  day  tradei-s 
actually  make  a  profit.  In  one  enforce- 
ment case  brought  against  a  Massa- 
chusetts branch  of  now  defunct  Hous- 
ton day-trading  finn  Block  Trading  Inc.. 
the  state  found  that  67  of  68  customei-s 
lost  money.  "If  no  one  is  making  a  prof- 
it day  trading,  that  raises  a  disclosm'e 
issue."  says  Schellenberger. 

State  regulators  have  been  aggres- 
sively going  after  fiiTns  that  make  mis- 
leading and  unrealistic  advertising 
claims.  Tliev  are  also  concerned  about 


its  and  losses.  Some  states.  mc| 
Massachusetts  and  Texas,  clair 
these  aiTangements  %iolate  statj 
that  requii'e  indi\iduals  who  tr 
othei-s  to  register  as  investment! 
ers.  But  the  Electi-onic  Trader; 
claims  that  without  the  agree^ 
the  industry  would  be  "seif 
imdermined." 

GYRATIONS.  Not  siu-prisingly.  t 
tabhshed  Wall  Street  houses  a_ 
upstart  day  traders'  shai-pest 
Ajid  tensions  ai'e  running  high 
of  the  extraordinaiy  valuations! 
temet  stocks  that  have  left  moJ 
fessional  imi 


DAY  TRADING:  THE  TROUBLE  SPOTS 
1 


Trrr 


JAN.  6,  1999  Texas  orders  firm  to 
stop  day  trading  while  unregistered 
in  Texas  and  fines  principal  and 

eight  others  $44,000 


DEC.  17,  1998  Wisconsin  regulators 

aliege  Biock  sold  an  unregistered 
franchise  to  an  investor 

OCT.  19.  1998  Massachusetts  regu- 
lators aliege  fraud,  unlawful  loan 
scheme,  and  encouragement  of 
unregistered  investment  advisory 

activity  in  a  branch  office 

DEC.  10,  1998  '.'assachusetts  regu- 


lators allege  deceptive  marketing, 


fraud,  forgery,  and  the  establish- 
ment of  fictitious  accounts  in  a 
branch  office 


NOV.  9,  1998  '/assachusetts  regula- 
tors allege  an  ci^'^'ice  operated  a  day- 
trading  business  without  registering 
as  a  broker-deale'- 


MAY  27,  1998  Colorado  regulators 
impose  limitations  on  advertising 


SEPT.  30,  1997  Texas  regulators  set 
tie  complaint  that  individuals  exe- 
cuted day  trades  for  others  without 
registering  with  state 


the  financial  stability  of  such  fiiTns,  and 
whether  regulations  adequately  protect 
consumers  and  the  mai-kets. 

Feigin  says  the  capitalization  of 
many  day-trading  firms  is  too  thin.  The 
problem  is  compoimded  because  some 
firais  offer  day  tradei-s  no-money-down 
loans  or  rely  hea\'ily  on  mai'gin  fi-om 
cleai-inghotises.  he  says.  Feigin's  wony: 
Trading  revenues  may  not  cover  losses 
in  the  event  of  a  mai-ket  do'«Titm-n. 

Day  tradei-s  rely  heaxily  on  mai'gin 
to  leverage  then*  capital.  They  tj-pical- 
ly  start  \\ith  S50.000  to  SIOCOOO  of 
theii-  own  money  and  double  it  by  bor- 
rowing on  mai-gin.  Many  traders  also 
rely  on  loans  fi-om  family  or  fi-iends. 
signing  partnership  agi-eements  that 
speU  out  how  the  paities  wiH  spht  prof- 


on   the  sidl 
Mm-iel  F.  Sj 
chairman  ol 
count  broker! 
Siebert  & 
lieves  day 
ai"e  responsi] 
irrational  v( 
in  stocks,  iai 
her  flnn's  o\ 
that  the 
should  be 
to  stricter  li< 
i-ules.  "You 
these  peoj 
wild,"  she  su 
MeiTiU  L; 
Co.  Mce-Ch 
•John  L.  Stefl 
lieves  day  1 
has  made  a 
out  of  the 
He  says  da; 
ing  has 
problems  for 
customers,  ! 
for  ]\IeiTill  to  execute 


is  hai-d 

for  a  stock  that  is  gjTating  wild 
he  says  day  trading  is  a  good 
lose  money.  "I  think  this  day 
and  the  kind  of  volatility  it  has  f 
is  not  good  for  anybody.  It's  not. 
of  a  lot  different  than  betting  d 
or  black."  Houtkin  contends  1 1 
big  brokers  feel  tlii-eatened  i  y 
tition.  now  that  the  small  l"  .; 
the  same  access  to  the  marr> 
they  do. 

Houtkin  may  have  a  point,  x 
less  the  day-trading  firms  clu 
theii-  act.  the  rogulatoi-s  ai-e  like  ' 
it  for  them. 

By  Geoffrey  Synith  in  Bo>-k. 
Mike  McXamee  iyi  Washiicj' 
Leah  Xathans  Spiro  in  Xeu- 
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FORSEARLE, 


THE  PERFECT  MEDICINE 


Jack  Michelson 
Corporate 
Sr.  Vice  President 
Sear 


Daniel  Lebron 
President  &  General 
Manager 

Searle,  Puerto  Rico 


J  that  medicine  is  a  dedicated,  hightly  skilled  local  workforce:  an  infrustntclure  for  pharmaceutical  manufacture  that  is 
imong  the  best  in  the  world:  and  new  opportunities  provided  by  the  1998  Industrial  Tax  Incentives  law.  In  fact,  Searle 
•iitly  demonstrated  its  strong  commitment  to  Puerto  Rico  by  announcing  a  $200  million  expansion,  including  an  additional 
nharmaceutical  manufacturing  facility  to  go  hand-in-hand  with  our  30-acre  state-of-the-art  manufacturing  complex. 

rie  manufactures  more  than  20  products  in  Puerto  Rico,  including  cardiovascular,  arthritis  and  anti-insomnia  drugs,  and 
ploys  approximately  700  people  -  a  figure  that  will  increase  to  1 .500  based  on  the  expansion .  More  than  95^'u  of  Searle  s 
sales  in  the  U.S.  are  generated  by  products  manufactured  in  Puerto  Rico. 

Our  continuous  growth  and  success  reaffirms  that  Puerto  Rico  was  -  and  is!  -  the  right  medicine  for  our  business. 


With  our  open-door,  pro-business  government  and  our  comprehensive  tax  exemptions, 
Puerto  Rico,  USA,  is  the  perfect  site  for  your  business. 

►■A  new  tax  incentive  law  with  an  effective  tax  rate  as  low  as  2%  and  a 

maximum  of  7%  for  manufacturing  and  export-oriented  services. 
••200%  deduction  of  R&D  costs. 

►  200%  deduction  of  training  costs. 

►■Full  expensing  of  in  vestment  in  plants,  parts  &  equipment. 

►  Ample  supply  of  skilled  production  workers. 

*•  Highly  educated,  bilingual  managers  and  executives. 
►The  most  advanced  infrastructure  in  the  region. 

All  of  this,  while  being  able  to  place  the  "Made  in  USA"  label  on  your  products. 
And  of  course,  in  Puerto  Rico,  USA,  you  will  find  a  beautiful  climate  all  year  round  and  an 
enviable  quality  of  life.  No  wonder  half  of  all  Fortune  100  companies  are  established  here! 

Want  to  know  more?  Just  call  for  additional  information  or  contact  us 
and  let  us  prove  to  you  that  Puerto  Rico  means  business! 

www.pridco.coni 


1-888-5-PRIDCO 


PUERTO  raOOBUSA 


PERFECT 


BUSINESS 


CLIMATE 
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BY  GENE  G.  MARCIAL 

CHRISTIANITY 
ON  THE  WEB 

Iake  no  mistake  about  it:  Internet 
stocks  are  only  for  those  with 
strong  stomachs  and  deep  pockets.  Di- 
dax  (AMEN)  bolted  like  lightning  within 
days — from  S'A  a  share  on  Nov.  23  to 
20*  on  Nov.  27,  hitting  40  by  Nov.  30. 
Now,  it's  back  at  10.  But  some  in- 
vestors are  bet- 
ting it  will  make 
another  run — 
probably  back  up 
to  the  mid-20s,  in 
the  view  of  a 
San  Francisco 
money  manager 
who  has  close 
ties  with  the 
company.  Didax 
considers  itself 
the  nation's  lead- 
ing Christian 
network:  It  has 
formed  a  Web 
site  called  cross- 
walk.com  that 
provides  information  and  services — in- 
cluding financial  advice,  and  products 
such  as  Christian  music,  books,  and 
movie  goiides. 

The  stock  made  its  fii'st  big  move 
when  the  company  launched  an  online 
music  channel.  And  when  Didax  ceo 
Bill  Parker  appeared  in  late  November 
on  CNBC  to  discuss  the  company's  Web 
site,  the  stock  hit  the  roof. 

Now,  says  the  California  money  pro, 
Didax  is  talking  about  forging  strategic 
partnersliips  with  Net  biggies  such  as 
America  Online  and  Amazon.com.  He 
says  Didax  wants  to  be  the  "ultimate 
source"  of  everything  Christian  for  its 
customers.  He  isn't  sure  which  of  the 
companies  Didax  will  form  alliances 
with,  but  he  expects  an  announcement 
will  be  made  soon. 

The  company,  which  has  yet  to  tiu"n 
a  profit,  generates  its  revenues  fi"om 
advertising  space,  memberships  in 
affinity  marketing  progi'ams,  and  prod- 
uct sales.  In  1998,  sales  were  just 
about  $1  miUion — and  should  be  three 
times  as  much  this  year,  figures  the 
California  money  manager.  In  the  first 
nine  months  of  1998,  Didax  posted  a 
loss  of  $2.2  million. 

Parker  says  that  the  number  of 
members  in  crosswalk.com  more  than 
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tripled,  to  147,000,  during  1998,  while 
the  number  of  pageviews  soared — fi'om 
200,000  to  2.2  million. 

New  sei^vices  to  be  added  this  year, 
says  Parker,  are  cultiu'al  features  as 
well  as  news  reports  on  sports  and  the 
entertainment  business.  "We  intend  to 
get  the  loyalty  of  all  Christians  and 
chive  up  our  Web-side  traffic  and  mem- 
bership," he  says. 

FINOVA  IS 
ON  THE  PROWL 

One  thing  that  he  didn't  want  to  do, 
says  Sam  Eichenfield,  CEO  of  Fino- 
va  Group  (FNV),  was  to  increase  the 
company's  assets  and  earnings  thi'ough 
buyouts.  But  with  the  decline  in  mar- 
ket value  last  yeai'  of  many  specialty  fi- 
nance companies,  Eichenfield  has  lately 
embarked  on  a  new  strategy:  He  says 
he'll  pui'sue  large  acquisitions  to  make 
sure  Finova,  which  provides  secured 
commercial  loans  to  small  and  midsize 
companies,  can  continue  to  dominate 
its  niche  markets. 

One  New  Yoi'k  money  manager  says 
Eichenfield  is  looking  at  four  finance 
companies  as  targets,  which,  if  acquii'ed, 
could  double  Finova's  assets  and  earn- 
ings. The  outfits 
DOGGED  BY        Eichenfield  is 
INDUSTRY  CHAOS     considering,  ac 

  cording  to  this 

pro,  have  annual 
earnings    of  at 
mg%  least  $40  million 

apiece. 

Some  analysts 
50  I A  "  i-ave  about  Fino- 
va: It  is  "a  well- 
capitalized  and 
FINOVA  GROUP  collateralized 
lender  with  a  do- 
mestic focus  and 
has  an  A-rated 
underleveraged 
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says  David  Sochol,  an  analyst  at  Legg 
Mason  Wood  Walker.  As  such,  he  adds, 
Finova  can  "take  advantage  of  the  ciu-- 
rent  mai'ket  turmoil  resulting  from  the 
decline  in  junk-bond  issues  and  initial 
public  offerings,  which  has  hit  compa- 
nies that  securitize  loans.  Pnadential 
Securities'  James  Thayer  is  impressed 
with  Finova's  "successful  consei'vative 
strategy  during  this  time  of  turbu- 
lence." He  expects  Finova  to  post  earn- 
ings of  $2.85  a  share  for  1998  and  $3.30 
in  1999.  His  12-month  target  for  the 
stock,  now  at  56  a  share,  is  75. 


STOCK  PRICE 

WEEKLY  CLOSE 
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CLOSELY  WATCH 
TRAINS  AT  GATX 

If  GATX,  a  major  lessor  of  r 
cars,  doesn't  watch  out,  wa 
vestment  manager  Ed  Wache 
III,  some  financial  giant  may 
to  it.  Wachenheim,  president  of 
haven  Associates  in  Purchase 
thinks  that  the  stock  of  gatx 
which  has  dropped  to  37,  fro 
mid-July,  is  way  underprice 
worth  65,  or  20  times  his  199 
ings  estimate  of  $3.25  a  share 
cun-ent  price,  the  stock's  pric 
ings  ratio  is  only  11. 

That's  a  ridiculously  depress 
argues  Wachenheim,  because 
earnings  ai'e  expected  to  gi'ow  b 
ly  15%  a  year.  Wachenheim,  w 
accumulated  1.5  million  gatx 
for  clients,  says  he  doesn't  kn 
sure  that  a  suitor  is  looking 
gatx.  "But  if  the  gatx  price 
down,  the  company  is  likely  to 
a  large  financial  company,"  he 

Since  banks  usually  obtain  fim 
lower  cost  than  other  compai 
bank  acquiring  gatx  would  be 
increase  its  own  earnings  very 
explains  Wachenheim. 

Apart  from 
leasing  railroad 
tank  cars,  gatx 
also  finances  the 
leasing  of  other 
equipment,  in- 
cluding airplanes 
and  construction 
equipment.  Wach- 
enheim notes  that 
because  of  gatx' 
efficiency  and  ex- 
pertise in  the 
business,  such 
major  banks  as 
J.  P.  Morgan  and 
Chase  Manhattan 
Bank  have  hired 
gatx  to  manage  their  leased 
ment.  Recently,  Swissair  andi 
Royce  also  signed  contracts  foi'  \ 
manage  a  portfolio  of  leased  ai3! 
and  jet  engines. 

Donald  Zwyer  of  Salomon? 
BaiTiey,  who  rates  the  stock  a  li; 
pects  gatx  to  post  1998  earni^ 
$2.70  a  share  and  $3.26  for  199 

For  more  coverage  of  the  mar?t 
visit  our  Web  site  at  businesswfK 
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urf  the  web  with  vour  laptop.  Then  retreat  to  the  pool  tor  some  in-depth  anal\  sis.  We  gue  \  ou  access  to  the  virtual 
orid  and  breathtc^king  views  ot  the  real  one.  So  before  you  trav  el  on  business,  call  us,  or  contact  your  travel  planner. 


Sheraton 


HOTELS  &  RESORTS 


1-800-323-3533 


?E  IS  A  FINE  LINE  BETWEEN  BUSINESS  AND  PLEASURE.  CROSS  IT. 


It 
rii 

i  ■ 


UK 


Sheraton  is  a  subsidiar\'  ot  Starwood  Hotels  &  Resorts  Worlciwide,  Inc. 


WorldNet 

Service 


Sign  up  for  the  Internet  service  that  gets  you  on  the  Net  faster  and  easier.  And  with  Excite  Online'" 
powered  by  AT&T  WorldNet*  Service,  finding  stuff  is  even  faster  because  your  favorite  new  s,  spurts, 
Web  links  and  more  are  right  on  your  screen  Vv  hen  you  log  on.  Why  wait;  Call  I  888  GET  XCIT  ext.  70,23. 


Entertainment 


MOGULS 


The  Sexgate  scandals  are  only  one  of 
the  growth  oppoitunities  Flynt  has  been 
chasing.  He  is  opening  Hustler  stores  in 
Cincinnati  and  Hollywood  to  sell  videos 
and  lingerie  along  with  gourmet  coffee. 
His  company,  LFP  Inc.,  is  scouting  loca- 
tions for  three  more  stores,  says  lfp 
Pi'esident  Jim  Kohls.  Tliis  simimer,  Flynt 
also  plans  tc  ii|icti  a  Hustlci-  casitm  mit- 


LARRY  FLYNrS 
LATEST  HUSTLE 

Sexgate  could  give  the  Sultan  of  Smut  a  much-needed  boost 

It's  after  noon.  Lany  Flynt,  never  a 
morning  person,  has  only  recently 
awakened  and  is  making  calls  from 
his  Beverly  Hills  mansion.  The  Hustler 
magazine  publisher,  whose  tlii'eatened  al- 
legations of  sexual  impropriety  drove  in- 
coming speaker  Bob  Livingston  (R-La.) 
fi'om  office,  has  been  fielding  a  lot  of  calls 
these  days.  "I  read  where  Livingston 
called  me  a  bottom  feeder,"  says 
the  55-year-old  Flynt.  "Siu'e,  but 
look  what  I  found  at  the  bottom." 

For  nearly  25  years,  since  the 
onetime  Ohio  strip-club  owner 
laimched  his  skin  magazine,  Flynt 
has  profited  from  the  seamier 
side.  Today,  his  $135  million-a- 
year  publishing  operation  also 
distributes  such  lowbrow  fare  as 
the  paramilitaiy  S.WA.T.  maga- 
zine and  the  tattoo  guide  Skin 
and  Ink. 

Now,  as  Washington  fixates  on 
Bill  Clinton's  impeachment  trial 
and  charges  of  sexual  misdeeds 
fly,  Flynt's  empu-e  of  smut  stands 
to  clean  up.  By  late  January,  he 
plans  to  publish  a  special  issue 
called  Tlie  Flynt  Repo)i  filled  with 
the  alleged  sexual  indiscretions  of 
11  other  congi'essional  leaders  be- 
sides Livingston.  And,  Flynt  says. 
House  Majority  Whip  Tom 
DeLay  is  among  the  Washington 
figui'es  he's  investigating.  The  is- 
sue is  unlikely  to  reap  many  ad- 
vertising dollars.  But  Flynt  will 
probably  set  the  cover  price 
high — at  around  the  $5.99  he 
charges  for  Hustler. 

BRANDED  NIGHTIES.  Flynt  says  the  out- 
ings demonstrate  his  distaste  for  the 
hy]:)ocrisy  of  congressional  Republicans. 
But  this  is  as  much  about  promotion  as 
politics.  Flynt  expects  to  spend  $2  million 
to  $3  million  paying  women  who  provid- 
ed the  leads  liis  investigators  followed. 
"We'll  make  that  back  easily  with  Tlie 
Flynt  Re/mi,"  he  says.  Moi'eover,  he  fig- 
ui'es the  rash  of  publicity  will  boost  Hus- 
tler's 750,000  cii-culation  by  10%  to  12%, 
at  least  temporarily.  '^\nd  every  percent 
is  worth  $40,000  [a  month]  to  oiu-  bottom 
line"  of  roughly  $27  million. 


side  Los  Angeles.  Capitalizing  on  Wash- 
ington's scandals  is  just  part  of  the  r'ou- 
tine.  As  far  back  as  1975,  when  Flynt 
published  nude  pictiu'es  of  Jackie  Onassis, 
he  has  used  heatlline-making  "exclusives." 
"If  you  can  get  beyond  what  he  is  selling, 
he's  doing  exactly  what  a  Good  House- 
keeping magazine  might  do,"  says  John 
Harrington,  publisher  of  New  Single  Is- 
sue newsletter  "He's  doing  a  gr-eat  job  of 
brand  mar'keting." 

But  not  all  of  Flynt's  empire  is  thriv- 
ing. The  circulation  of  Hustler,  by  far 
his  biggest  holding,  was  once  as  high  as  2 


million  in  the  mid-1970s.  Like  mo; 
magazines,  Hustlers  cii'culation  h 
sliding  as  people  get  sexual  matii; 
the  Inter-net  or  over  cable.  Becau 
tier  gets  few  ads,  Flynt  has  to  re 
ily  on  cii'culation  for  revenues.  L; 
cii'culation  was  down  2%,  says 
But  he  figures  sales  of  the  Janua 
ar'e  neai'ly  10%  ahead  of  last  year- 
ly due  to  the  cmrent  spate  of  pii . 

Flynt  has  31  other  magazines, 
ing  the  computer-game  magazii 
and  lYicks  and  Hot  Boat,  a  m 
about  speedboats.  This  year,  he  ) 
stait  an  h'reverent  golf  magazin 
Backspin  and  Code,  a  sort  of 
A&'ican-Amei'ican  men.  "Niche 
tions  like  those  can  have  a  dedicai 
sci'iber  base,  and  the  overhead 
says  Roland  DeSilva  of  DeK, 
Phillips  Inc.,  a  New  Yor'k  inve 

FLYNT'S  EMPIRI 

Total  revenues  for  LFP| 
wholly  owned  by 
Larry  Flynt:  $135  millil 
Profit:  roughly  $27  mil| 

Publishes  32  monthly 
commemorative  public 
tions,  including  Hustle\ 
circulation  of  750,000 
Boat,  with  70,000;  an 
S.W.A.T.,  with  30,000. 

Owns  two  Hustler  store 
Cincinnati  and  Hollywo 
Plans  to  open  3-4  per ) 
and  may  take  them  put 
Operates  Hustler  Web  s 
with  50,000  subscribei 
paying  $19.95  per  moi 

Plans  to  open  a  casino 
Gardena,  Calif.,  later  in 
1999. 

Has  created  video-prodJ 
tion  unit  to  make  adultj 
videos. 

DATA:  LFP  INC..  BUSINESS  WEEK  ESTIMfll 

bank  that  str-uctui'es  deals  for  me 
er'ating  mar-gins  for  such  magazi 
reach  23%,  he  says,  double  those 
er  titles. 

Eventually,  Flynt  may  take  pi 
retail  unit,  which  ear-ned  $2  mi 
1998.  Befoi-e  that,  though,  therfj 
business  in  Washington.  Flynt 
will  out  at  least  one  more  politi 
foi-e  publishing  The  Flynt  Report 
Januaiy.  He's  huddling,  he  says,  ] 
law3'ers  and  investigator's.  Mayb<j 
people,  too. 

By  Ronald  Grover  in  Los  .1 
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•rmatioft  to  be  oFany  value  to  you  and  your  organization,  it  must  be  precise.  HP  enterprise  servers  and 
ipplications  allow  you  not  only  to  capture  information  but  to  use  it,  so  that  your  business  can  continuously 
ter  and  more  efficiently.  For  clarification  on  the  subject  visit  our  website  at  www.hp.com/go/oracle. 


Everyone  talks  about  how 
'gpod  design  is  gpod  busine^ 
but  is  anyone  doing 
anything  about  it? 


Yes.  And  they're  getting  just  what  they  deserve 


Enter  tlie  Annual  Business  Week/Ardiitectural  Record  Award 


Clients  and  architects  who  collaborate  to 
solve  diverse  business  challenges  deserve  just 
that  -  an  award  of  international  standing.  The 
Annual  Business  Week/Architectural  Record 
Awards,  sponsored  by  The  American  Institute  of 
Architects,  honors  the  achievement  of  business 
goals  through  architecture  and  distinguished 
collaboration  between  clients  and  architects. 

Judges  indude  major  business  leaders  and 
renowned  architeds.  Categories  include  interiors. 


new  construction  or  renovation  projects 
budgets  ranging  from  under  $1  million  to  $25 
lion  plus.  Award  recipients  are  featured  in 
Business  Week  and  Avchilecliirnl  Keeonl,  read  by 
than  si.\  million  of  the  most  influential  peo] 
business  and-  design. 

Get  what  you  deserve.  For  registration  inform 
call  888-242-4240.  Outside  the  U.S.,  call  202-682 
Or  go  to  www.aiaonline.com.  Register  by  March  U 
Submissions  iniLst  be  postmarked  by  April  16, 19* 


n. 


BusinessWeek 


ARCHITECTURAL 

RECORD 


THE  AMERICAN  INSTITUTE  OF  ARCHITECTS 


elopments  to  Watch 


BY  OTIS  PORT 


iNG 

*EED  OF  LIGHT 
mm  GHIPS^ 

NC,   WITH    lAV.m — 

itfjns  instead  of  elec- 
transmit  signals — is 
ilogy  that  has  long 
t  around  the  corner, 
at  corner  has  been 
iterally. 

lie  chips  promise  big 
5  in  speed  because 

pump  data  100  to 
les  fastei'  than  sili- 
iits.  But  there's  a 
atons  noiTnally  won't 
id  corners  the  way 
i  do.  Without  that, 
chips  would  be  for- 
e  and  expensive,  be- 
eiy  "corner"  would 
be  a  curve — a  sec- 
from  a  circle  with  a 
'  a  few  millimeters, 
ds  of  0.1  inch, 
hanged  last  month, 
lers  at  the  Nano- 
s  Laboratory  on 
stern  University's 

(111.)  campus  sculpt- 
lic  comers  with  arcs 
as  0.25  microns,  or 
iches.  How?  By  dig- 
p  trenches  on  both 
optical  waveguides, 
s."  The  air  in  the 
insulates  the  wave- 
d  keeps  the  photons 
tie  waveguides  con- 

an  optical-switch 
)r,"  producing  what 
tor  Mee-Koy  Chin 
le  fii'st  all-photonics 

chip — ideal  for  the 
ized  switches  in  to- 
r-optic telecom  net- 
i,  in  the  futm-e,  per- 
1  optical  computers. 
3d  the  teclinology  to 
I.  Robert  Tatum  re- 
3  company  that  fund- 
,2  million  lab.  Tatum 
i  president  of  Miami- 
S.  Integrated  Optics 

he  couldn't  get  a 
k  on  that  name  for 
\  stock  offering.  So 
'iw  Nanovation  Tech- 
'  no.  □ 


HOW  ULTRASOUND 
SCOPES  OUT  THE 
MATERIAL  WORLD 

SINCE  IBM  SCIENTISTS 
invented  the  scanning  tun- 
neling microscope  (.stm)  in 
1981,  the  concept  has 
spawned  an  ever  larger  fam- 
ily of  instruments  that  can 
create  images  of  the  atomic 
structures  of  materials.  Com- 
ing next:  the  ultrasonic  force 
microscope,  or  ufm. 

The  STM  and  its  descen- 
dants work  like  supersharp 
phonographic  needles — they 
trace  the  contoiu's  of  individ- 
ual atoms  on  a  material's  siu'- 


face.  But  what  has  eluded  sci- 
entists ai"e  images  of  the  sub- 
surface interfaces  between 
two  different  materials.  How 
theii-  atomic  lattices  match  up 
is  crucial  to  the  performance 
of  semiconductors,  ceramics, 
and  polymer  alloys. 

Enter  UFM.  Using  its 
pointy  tip  to  transmit  ultra- 
sonic waves,  the  device  works 
as  a  soil  of  metal  detector  to 
probe  materials.  In  the  De- 
cember issue  of  Materials 
World,  published  by  the  In- 
stitute of  Materials  in  Lon- 
don, Oleg  V.  Kolosov  reports 
that  a  UFM  has  mapped  the 
germanium  atoms  in  silicon- 
germanium  semiconductors 
and  spotted  defects  in  ceram- 
ic compounds — with  resolu- 
tions down  to  4  nanometers 
(a  human  hair  is  20,000  times 
thicker).  Kolosov  helped  in- 
vent UFM  technology  wliile  in 
Japan  in  1993  and  i994.  Now 
at  England's  Oxford  Univer- 
sity, he  still  collaborates  with 
Japanese  scientists  and  leads 
a  local  team  that's  uncovering 
new  uses  for  ufm.  □ 


Y2K:  THE  BUG  THAT  COULDN'T  WAIT 

IF  YOU  THOUGHT  YOU  HAD  ALL  OF  THIS  YEAR  TO  WRESTLE 

with  the  infamous  Year  2000  bug,  think  again.  "The 
Y2K  bug  isn't  just  a  future  problem,"  says  David 
Lakhani,  sales  manager  of  Cougar  Mountain  Software 
in  Boise,  Idaho.  For  a  lot  of  accounting  software,  he 
says,  "the  future  is  now." 

Last  month,  Lindon  T.  Taylor  learned  that  the  hard 
way.  His  company,  Lin  Electric  in  Bluefleld,  W.  Va., 
closed  its  books  on  fiscal  1998,  ended  in  November,  and 
then  tried  to  open  fiscal  1999.  The  computer  not  only 
crashed  and  reset  its  date  to  1944,  its  outdated  account- 
ing system  locked  up  so  tight  it  couldn't  be  restarted. 
The  i-eason:  Most  accounting  progi-ams  work  with  peri- 
ods of  longer  than  12  months — usually  at  least  18 
months — to  handle  ovei'laps  between  company  fiscal 
years  and  calendar-year  tax  periods.  So  opening  a  new 
set  of  books  now  will  cross  the  Y2K  trigger  point.  "What 
happened  to  Lin  Electric  is  going  to  happen  to  lots  of 
people  in  Januaiy,"  Lakhani  womes. 

Some  1,200  of  Cougar  Mountain's  40,000  customers 
have  yet  to  upgi-ade  to  the  Y2K-fixed  versions  offered  for 
the  past  two  years.  If  that's  typical,  some  3%  of  all  small 
and  midsize  companies  are  in  danger  of  getting  stung  by 
the  Y2K  bug — long  before  they  were  expecting  it.  □ 


SPEAKERS  THAT 
WONT  TAKE  OVER 
YOUR  LIVING  ROOM 

BIG  COMPUTER  MONITORS  ARE 

getting  shoved  aside  by  flat- 
panel  replacements — and 
bulky  speakers  could  be  next. 
Kwong  Quest  LLC  of  Taiwan 
last  November  unveiled  its 
Benwin-brand  speakers.  Just 
a  quarter  of  an  inch  thick, 
they're  based  on  flat-panel 
technology  from  nxt  PLC  in 
Huntingdon,  England. 
Japan's  NEC  Corp.  has 
launched  its  own  version 
using  the  same  technology. 
All  told,  76  manufacturers 


have  licensed  nxt  technology. 
At  least  a  dozen  plan  to  intro- 
duce products  this  year,  says 
Robert  Young,  a  consulting 
engineer  in  San  Diego. 

Unlike  normal  speakers, 
which  use  pulsating  cones  to 
move  ail'  and  generate  sound, 
the  flat  speakers  rely  on  sim- 
ple panels  of  lightweight, 
rigid  material.  Excited  by  a 
1-inch-thick  magnetic  motor, 
the  panels  vibrate  minutely. 
But  they  pack  a  big  wallop 
in  the  60-hz  to  18-khz 
range — much  like  the  sound- 
ing board  of  a  violin.  For 
deep  bass,  Kwong  Quest  bun- 
dles a  subwoofer  with  a  set 
of  5-by-7-inch  speakers  for 
$129.  Companies  may  also 
throw  in  fi-ames  and  stands 
so  the  speakers  can  hide  be- 
hind photos.        Neil  Gross 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwjan@businessweek.com 
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Science  &  Technology 


PHARMACEUTICALS 


THIS  DRUG'S 
FOR  YOU 

Genetically  tailored  treatments  could  transform  medicine 


The  9-year-old  boy  was  near  death 
when  he  anived  at  the  Mayo  Clin- 
ic last  fall.  He  had  leukemia — but 
that's  not  why  he  was  so  sick.  The 
cause  was  his  medicine.  He  had  been 
given  one  of  the  so-called  thiopurine 
drugs,  which  have  transformed  acute 
lymphoblastic  leukemia  fi'om  a  virtual 
death  sentence  to  a  disease  with  an  80% 
survival  rate.  But  1  in  300  Caucasians 
possess  two  copies  of  an  otherwise 
harmless  genetic  variation  that  alters 
the  drags'  action  in  the  body.  As  a  re- 
sult, the  medicines'  standai'd  dose  de- 
stroys vital  bone  marrow. 

Scientists  at  the  Mayo  Medical  School 
discovered  this  genetic  vaiiation  in  1980. 
By  1991,  researchers  had  perfected  a 
simple  test  to  spot  it.  Now,  in  one  of  the 
first  glimpses  of  a  potential  revolution  in 
medicine,  doctors  at  top  medical  cen- 
ters routinely  test  for  the  variation. 
When  it's  present,  physicians  laiow  they 
must  drastically  drop  the  standard  drug 
dose.  Yet  hundreds  of  children  in  the 
U.  S.  and  around  the  world  still  aren't 


being  tested  before  the  drags  are  giv- 
en— often  with  tragic  results. 

The  stoiy  of  the  9-year-old  boy  has  a 
happy  ending:  Under  the  care  of  Mayo 
Clinic  doctors,  his  bone  mairow  slowly 
recovered.  After  three  months  in  the 
hospital,  he  was  able  to  go  home. 

His  tale,  however,  reveals  both  the 
vast  promise  of  genetically  tailored 
treatments — and  the  formidable  hurdles 
that  lie  in  the  path  of  a  new  era  of  per- 
sonalized medicine.  Ti'eatments  geneti- 
cally tailored  for  certain  segments  of 
the  population  could,  for  instance,  shiink 
the  market  for  existing  blockbusters, 
cutting  into  drag-company  profits.  And 
experts  worry  that  even  when  such 
treatments  are  shown  to  work,  they 
may  take  years  to  become  widespread. 
HIT  OR  MISS.  Still,  the  new  approach 
will  eventually  transfomi  medicine.  Al- 
ready, pharmaceutical  and  biotech  com- 
panies (table)  are  investing  millions  of 
dollars  in  the  relatively  new  science  of 
cataloging  and  exploiting  human  genet- 
ic differences.  Those  variations,  execs 


Betting  On  Customized  Drugs 

Bristol-Myers  Squibb,  Novartis,  Glaxo,  and  Pfizer  are  among  the  Big  Pharma  compa- 
nies that  have  started  internal  efforts  to  use  genetic  variations  called  polymor- 
phisms in  drug  development.  Other  companies  that  are  involved  include: 


COMPANY 

VARIAGENICS 
CAMBRIDGE.  MASS. 

GENSET 
PARIS 

INCYTE 

PHARMACEUTICALS 
PALO  ALTO,  CALIF. 

MILLENNIUM 
PHARMACEUTICALS 
CAMBRIDGE,  MASS. 

GENENTECH 

SOUTH  SAN  FRANCISCO 


STRATEGY 

Searching  for  polymorphisms  in  the  genetic  pathways  affected  by 
drugs  and  doing  clinical  trials  on  cancer. 

Creating  map  showing  location  of  60,000  polymorphisms.  Has 
$22.5  million  deal  with  Abbott  Laboratories. 

Aims  to  find  polymorphisms  for  every  single  gene,  creating 
databases  that  can  be  used  for  drug  development  or 
individualized  medicine. 

Created  "predictive  medicine"  subsidiary  to  use  genetic 
variation  to  improve  drug  development.  Part  of  consortium  with 
Bristol-Myers  Squibb  and  MIT's  Whitehead  Institute. 

Marketing  breast  cancer  drug  that  works  only  in  those  25% 
to  35%  of  people  who  have  a  certain  genetic  variation. 


hope,  will  offer  an  answer  to  th| 
tiy's  top  challenge:  getting  bett 
on  the  market  faster.  Current! 
about  1  of  eveiy  10  drags  thai 
clinical  tiials  makes  it  to  marljfc| 
rest  fall  by  the  wayside  becai^ 
don't  work,  are  too  dangerous,  ii 
fill  a  market  need.  "Nothing  p( 
prove  in  the  industiy  until  thai 
number  gets  better,"  says  Raj 
Scott,  president  and  chief  sci(j 
Incyte  Pharmaceuticals  Inc. 
Alto,  Calif. 

But  if  drag  development  is 
with  genetic  analysis — an  ide; 
pharmacogenoniics — researche: 
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HARNESSING  THE  POWER 
OF  PHARMACOGENOMIGS 

A  company  develops  a  drug  that  causes 
severe  side  effects  in  some  people.  Nor- 
mally, that  drug  would  never  be  mar- 
keted-even  though  it  has  the  potential 
to  help  thousands.  Now,  the  company 
can  use  genetic  tests  to  determine 
which  patients  can  take  the  drug  safely. 
Researchers  can  also  use  genetic 
information  to  design  better  drugs 
that  umi't  trigger  adverse  reaction.'^. 

1.  Test  the  DNA  of  a  group  of  people, 
some  of  whom  react  badly  to  the  drug, 
for  genetic  variations.  Identify  a  varia- 
tion, often  a  single  change  in  the 
DNA,  that  is  shared  only  by  those  who 
suffer  the  side  effect. 


2,  Screen  potential  patients  to  identify  the 
people  who  should  NOT  take  the  drug. 
Blood  extracts  are  dropped  on  a  DNA  chip 
to  find  out  if  he  or  she  has  the  DNA 
sequence  associated  with  the  side  effect. 


n  identify  subsets  of  people  for 
le  "failed"  dnig  candidates  ac- 
irk — and  to  weed  out  those  who 
If  side  effects.  Indeed,  Pascal 
,  CEO  of  Genset  in  Paris,  fig- 
drag  companies  could  save  $1 
t'  an  estimated  $5  billion  now 
(irug-development  efforts  that 
)  out.  "Many  interesting  drags 
I'li't  passed  trials  could  be  res- 
■  e.xplains.  The  approach  should 
itj-  development  as  well.  Clinical 
11  be  far  more  efficient  and 
-ince  only  those  people  who 
I  an  experimental  drag  would 
(1  in  the  studies.  Any  phar- 
ai  company  that  does  not  ex- 
importance  of  genetic  vaiiation 
iig  its  head  in  the  sand,"  says 
^•\  Silber,  director  of  clinical  ge- 
Hfizer  Inc. 

iii.gical  concept  underlying  this 
li  gold  rash  and  potential  med- 
'lution  is  simple:  Humans  are 
;  genetically  identical.  The  spi- 
rands  of  dna  that  spell  out  oiu- 
nstractions  contain  some  3  bil- 
rtdual  molecules.  For  any  two 
)9.9%  of  those  letters  are  the 
at  the  0.1%  difference — about 
letters — is  cracial.  These  vari- 
alled  polymorphisms,  explain 
pie  come  in  so  many  different 
ipes,  colors,  and  abilities.  And 
Ul  amount  of  infoiTnation  holds 
why  people  respond  differently 
^ine  or  are  susceptible  to  dis- 
cplains Dr.  Elliott  Sigal,  vice- 
t  for  apphed  genomics  at  Bris- 
s  Squibb  Co. 

xample  is  the  genetic  varia- 
t  makes  the  standard  dose 


of  thiopurine 
leukemia  drugs 
lethal.  Another 
polymorphism, 
announced  early 
in  1998  by  Dutch 
and  Canadian  sci- 
entists, predicts 
whether  or  not 
heart-disease  pa- 
tients will  benefit 
from  Bristol-My- 
ers' cholesterol- 
lowering  drug 
pravastatin.  And 

researchers  at  Myriad  Genetics  Inc. 
have  found  a  variation  that  explains 
why  salt  raises  blood  pressure  in  some 
people  but  not  in  others. 
SMART  BOMBS.  Industiy  reseai'chers  ex- 
pect to  find  many  more  such  correla- 
tions. Even  the  best  dings  work  in  only 
about  80%  of  patients — and  many  help 
as  few  as  20%.  Making  the  connection 
between  people's  differing  responses  to 
drugs  and  specific  genetic  polymor- 
phisms, therefore,  should  enable  drags 
to  be  used  like  laser-guided  weapons 
instead  of  dumb  bombs.  That  could  dra- 
matically reduce  the  problem  of  adverse 
drug  reactions — a  problem  with  an  an- 
nual piice  of  more  than  $5  billion — while 
boosting  health. 

The  scientific  challenge  is  finding 
these  cracial  polymorphisms.  There  are 
two  fimdamentally  different  approaches. 
At  Vainagenics  Inc.  in  Cambridge,  Mass., 
CEO  Dr.  Fred  D.  Ledley  is  betting  on 
variations  in  biological  pathways  affect- 
ed by  chugs.  "Fi'om  the  time  you  take  a 
pill,  it  touches  30  to  40  different  proteins 
before  it  leaves  the  body,"  explains  Led- 


3.  Scientists  also 
use  the  identified 
variation  to 
locate  genes  that 
play  a  role  in 
causing  the  drug 
reaction.  They 
can  then 

redesign  the  drug 
to  avoid  causing 
the  side  effect. 


ley.  Variagenics'  researchers  have  iden- 
tified more  than  6,000  genes  involved 
in  drug  pathways.  And  in  May,  1998, 
they  began  a  clinical  trial  to  investigate 
genetic  differences  in  colon-cancer  pa- 
tients being  given  the  potent  drag  5-flu- 
oroui'acil.  "The  drag  works  for  some,  is 
toxic  for  others,  and  fails  in  others," 
Ledley  says.  The  trial  is  expected  to 
show  that  the  reason  for  the  different 
responses  hes  in  polymorphisms  in  the 
drag's  biological  pathway. 

But  scientists  don't  know  all  the  pro- 
teins in  all  the  pathways.  Dr.  Daniel 
Cohen,  genomics  chief  at  Genset,  is  tak- 
ing a  different  tack — looldng  at  all  vaii- 
ations,  not  just  those  involved  in  drag 
pathways.  By  the  end  of  the  year,  the 
company  expects  to  have  a  map  of  some 
60,000  polymoi-phisms  spaced  tlu'oughout 
the  genetic  code.  And  in  the  industiy's 
first  major  pharmacogenomics  deal,  a 
$22.5  million  collaboration  with  Abbott 
Laboratories,  Genset  researchers  are 
looldng  for  polymoipliisms  that  can  iden- 
tify— and  weed  out — people  who  would 
suffer  Hver  damage  fi'om  Abbott's  asth- 
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ma  di-ug  zileuton.  ""With  pi*edictive  tests, 
we  can  reduce  side  effects  by  75%," 
says  Cohen.  Critics  of  this  strategy'  say 
Genset  might  turn  up  statistical  aiti- 
facts  or  miss  many  predictive  variations 
because  it  isn't  looking  at  enough  poly- 
moipliisms. 

Other  companies  are  focusing  on  a 
different  question.  Instead  of  tning  to 
find  genetic  vai-iations  that  predict  re- 
sponses to  drugs,  they  ai-e  searching 
for  those  that  foretell  disease  itself.  At 
ilillenniimi  PhaiTnaceuticals'  Pi-edictive 
Medicine  Di\-ision,  reseai'chers  ai*e  com- 
paiing  the  genes  turned  on  in  vaiious 
tj-pes  of  cancer  cells  in  order  to  spot 
those  that  can  predict  the  disease's  ag- 
gi-essiveness.  "A^'e  ai-e  going  to  change 
the  diagnosis  of  cancer — and  change  the 
practice  of  medicine."  proclaims  di\ision 
Pi-esident  Kenneth  Conway.  Clearly,  be- 
ing able  to  tell  if  a  patient's  prostate 
cancer  is  slow-  or  fast-growing  has  pi"o- 
found  implications  for  treatment.  Al- 
ready. Millennium  has  found  a  gene  in 
melanoma  cells  that  acts  like  a  ciystal 
ball.  When  the  gene  is  there,  the  cancer 
doesn't  metastasize.  But  when  it's  ab- 
sent, the  melanoma  kills. 
LONG  WAIT.  Eventually,  it  should  be 
possible  to  catalog  each  person's  thou- 
sands of  genetic  pohTnoi-phisms  into  a 
soil  of  "genetic  bar  code."  The  bar  c-ode 
■nill  reveal  wliich  dnags  ai'e  safe  and  ef- 
fective, as  well  as  identif\ing  suscepti- 
'  to  disease.  But  don't  expect  that 
'.'en  soon.  At  some  point,  there 
oe  a  genetic  test  to  identify"  the 
best  treatment  for  high  blood  pressiu-e. 
predicts  h\-peitension  expert  Di*.  Michael 
Aldennan  of  Albert  Einstein  School  of 
^ledicine — but  he  doesn't  expect  it  in 
liis  lifetime.  "The  dream  was  to  have  a 
test  that  predicts  100'^^  of  side  effects," 
c-oncetles  Genset's  Cohen.  "This  wiR  nev- 
er happen,  because  there  ai'e  too  many 
genes."  And  if  people  get  huit,  dimg- 
makei"s  may  face  thomy  hability  issues. 

There  ai*e  other  business  concerns  as 
well.  If  pohinoi-pliic  analysis  shows  that 
a  blockbuster  works  in  only  40'~f  of  pa- 
tients, the  drag's  market  will  shrink 
(h-amatically.  "Tlie  do^\Tlside  for  industry 
is  that  not  eveiyone  will  be  a  candi- 
date for  a  paiticulai-  drag."  explains  for- 
mer Bristol-Myers  research-and-devel- 
opment  chief  Leon  E.  Rosenberg. 

All  this  means  that  pharmacoge- 
nomics  is  a  technology  at  an  awkvvaixi 
adolescent  stage.  It's  enormously 
promising  but  fai-  enough  from  deUver- 
ing  that  investors  could  lose  patience 
before  the  approach  lives  up  to  its  po- 
tential. "Tliere  is  a  lot  of  In^pe."  admits 
Ledley.  "But  it  is  also  one  of  those  gi'^t 
technologies  that  is  going  to  make  a 
diiference."  Tlie  question  is,  when? 

By  John  Carey  in  Princeton.  X.J.. 
and  Washingion 


BREAKUPS 


NEXT  STOP, 
SPLITSVILLE 


Wliat  a  divorce  will  cost  .\iidersen  Consulting 


George  T.  Shalieen.  CEO  of  Ander- 
sen Constilting.  stands  behind  a 
podium  at  tlie  Univei"sitA'  of  Cliica- 
go.  fielding  questions  fi-om  !*IBA 
candidates.  Most  of  the  queries  come 
fi'om  Andei-sen  Consulting  wannabes — 
students  eager  to  impress  the  leader  of 
one  of  the  nation's  lai-gest.  most  success- 
ful, and  highest-pa>ing  consulting  fimis. 
Then  up  stands  a  renegade:  a  woman, 
hii-ed  by  Andersen  Consulting  out  of 
Princeton  University,  who  left  to  attend 
business  school.  She  plans  to  retirni  to 
the  industiy — ^but  not  necessaiHy  with 
Shaheen's  finn.  in  pait  because  of  con- 
cerns about  Andersen  Constilting's  nasty 
sepai-ation  battle  fi-om  sister  company 
Arthui-  Andei"sen  &  Co.  "Wait  a  minute." 
Shaheen  says,  sensing  a  challenge.  "You 
don't  want  to  come  back  to  AC'?"  When 
the  woman  shakes  her  head.  Shaheen 
can't  resist  teasing  her  with  an  insult: 
"No  wonder  you  went  to  Piinceton." 

Tliat  sort  of  cock}"  attitude  lias  helped 
propel  Shalieen  and  liis  aiTny  of  64.000 
to  the  top  of  the  consulting  world.  Hii-ed 
out  as  experts  on  projects  as  diverse 
as  managing  puiThasing  systems  for 
Texas  Institmients  Inc.  and  installing 
finance  software  for  the  DuPont  Co.. 
they  have  racked  up  20'~f  average  an- 
nual revenue  gains  over  the  past  five 
yeai-s.  In  calendai-  199S.  revenues  ex- 
ceeded -SS  billion. 

PIQUED  PA.RTNERS.  But  now  Ander- 
sen faces  its  toughest  challenge  yet: 
negotiating  an  ugly  divorce  fi"om  audi- 
tors Ai-thur  Andersen  in  the  coming 
months.  Tlie  consultants  have  clashed 
with  the  auditors  almost  fi-om  the  mo- 
ment they  became  a  separate  di\ision  of 
Andersen  Worldwide  in  1989.  But  the 
squabbUng  boiled  over  13  months  ago, 
when  Shaheen  asked  an  ai"bitrator  to 
decide  how  the  two  sides  should  pro- 
ceed— as  one  bickeiing  unit  or  two  in- 
dependent fimis. 

Shaheen  wants  independence,  which 
could  be  expensive.  The  contract  with 
pai'ent  Andei"sen  ^^'orldwide  calls  for  ex- 
iting paitners  to  pay  1.5  times  annual 
revenue,  or  as  much  as  .?10  billion  based 
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management  and  technologir 
ing,  building,  and  running 
electronic  systems 
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v\  enues.  So  fai-,  .Aithiu'  Ander- 
not  demanded  that  payment, 
sultants.  meanwhile,  are  re- 
the  return  of  .$500  million 
1  the  auditing  fiiTn  since  1994. 
filing  that  Aithui*  Andersen 
contract  when  it  began  its 
ing  business.  But  Shaheen  is 
>k:  If  Andei-sen  Consulting  is 
pay  anj-where  close  to  SlO  bU- 
s  fi-eedom,  it  would  sap  capital 
-  tiiTn  is  making  a  push  into  a 
_i-n\\th  area:  outsoiu'cing  the 
ling  a  coiporation's  computer 
1  technolog^•  networks, 
many  failed  marriages,  this 
lit  over  money.  The  power  of 


the  Andersen  name — an  asset  the  con- 
sultants may  be  forced  to  give  up  in 
the  split — opened  doors  for  the  consul- 
tants early  on.  But  as  the  consulting 
practice  exploded,  the  Andersen  Con- 
sulting partners  chafed  at  the  strato- 
'  spheric  yearly  payments  they,  as  the 
I  more  profitable  division,  had  to  pay  to 
j  balance  the  finri's  income  and  expenses. 
For  1998,  they  are  scheduled  to  kick 
in  some  S200  million.  Andersen  Con- 
sulting expects  the  arbitration  to  be 
resolved  by  the  end  of  the  yeai-,  though 
it  could  drag  out  longer  since  Ailhiu* 
Andersen  has  contested  the  arbitrator's 
jurisdiction. 

Meanwliile,  both  sides  ai-e  proceeding 


especially  in  the  area  of  electronic  ser- 
vices. Unhke  Andersen,  computer-ser- 
vicing giants  Electronic  Data  Systems 
and  IBM  can  actually  buy  and  install 
veiy  expensive  hardware.  And  hordes 
of  entrepreneurial  outfits  can  offer  nar- 
rowly tai'geted  expertise.  But  Andei-sen 
Consulting's  strength  is  its  combina- 
tion of  technology'  knowhow  and  inter- 
national reach — it  has  offices  in  46 
countries — plus  a  deep  pool  of  talent. 
Sprint  PCS,  the  Kansas  City  (Mo.)  cel- 
lular-telephone carrier,  uses  about  150 
Andersen  constiltants  to  inn  its  internal 
help  desk  and  other  back-office  de- 
partments. "They  can  really  bring  on 
the  armies,"  savs  Sherrv  L.  Browne, 


HUR  ANDERSEN 


t  ARTNER  Jim  Wadia 

S  .662 

«  51,000  (7,800  of  whom 

:  3) 

i  S  $6.1  billion,  up  17% 

*  ove  beyond  traditional 
ard  providmg  advice  on 
ance,  human  resources, 

^  "d  business  strategy 


In  an  already  crowded  field,  Andersen 
Consulting  wants  to  build  on  its  strengths: 
Tech  savvy  and  global  reach 


as  if  they  were  al- 
ready on  their  own 
(page  102).  "We 
have  to  be  ready." 
says  Aithttr  Andei-sen's 
worldwide  managing  paitner, 
Jim  Wadia.  For  his  fii-m,  that 
means  expancUng  new  business- 
es, including  iiifonnation-technol- 
ogy  consulting.  Tliough  Aithui'  An- 
dersen generally  tai-gets  smaller  clients 
than  Andersen  Consulting,  this  is  al- 
ready causing  problems  for  the  constilt- 
ing  fijTn.  "We're  experiencing  more  and 
more  marketplace  confusion  and  com- 
petition, which  is  fiTistrating  and  detri- 
mental to  our  fu- 
tui-e,"  says  Shaheen. 
The  confusion 
comes  just  as  Andersen  Con- 
sulting is  mo\"ing  into  new  ai'- 
eas  of  business  and  placing 
its  biggest  bet  yet  on  its  new 
outsourcing  practice. 
DuPont  was  one  of 
the  fu'st  big  clients  to 
sign  an  outsoui'cing  contract  with  the 
fiiTn.  Andersen  employs  about  400  peo- 
ple that  manage  DuPont's  order-pro- 
cessing and  fuiance  systems  under  a  10- 
year  contract.  When  the  partnership 
dispute  erupted,  DuPont  Chief  Infor- 
mation Officer  Robert  R.  Ridout  wor- 
ried that  it  would  distract  Andersen 
Consulting's  employees  and  drain  its  fi- 
nances. "Had  we,  in  essence,  picked  a 
paitner  that  could  look  at  the  long  teiTn, 
or  could  they  only  focus  on  the  short 
teiTn?"  he  recaDs  thinking.  It  took  face- 
to-face  meetings  with  Shaheen  to  calm 
Ridout's  concerns.  Still,  DuPont  has  a 
clause  in  its  contract  to  pro\ide  the  op- 
tion of  ptilhng  out  of  the  deal. 

Outsouixing  is  bratally  competitive — 


chief  information  officer  for  Sprint 
Coi-p.  But  it's  expensive.  Sprint  pays 
up  to  409c  more  for  Andersen  consul- 
tants than  it  wotild  for  technical  work- 
ers hired  off  the  street.  So  manage- 
ment plans  to  take  back  the  business 
as  soon  as  the  expertise  can  be  trans- 
ferred in-house. 

Outsourcing  contracts  now  generate 
Si  biUion  a  year  for  Andersen  Con- 
sulting, or  more  than  109f  of  revenues. 
Shaheen  hopes  to  increase  that  to  40% 
within  five  years.  Although  profit  mar- 
gins on  outsotu'cing  projects  ran  about 
159f,  half  the  level  made  on  traditional 
consulting  jobs,  it's  a  fast-gi'owing  ai'ea. 
SHARK  TANK.  Shalieen,  54,  is  no  sti-anger 
to  risk.  He  pushed  Andei-sen  Consulting 
to  its  quasi-independent  role  under  the 
Andersen  ^^'orldwide  umbrella  10  yeai*s 
ago  and  followed  in  1992  with  a  sliift  be- 
yond the  fiiTn's  traditional  expertise  in 
teclinologj'  systems  into  business  strat- 
egy  and  workforce  issues.  In  late  1996, 
he  reorganized  the  fiiTn  arotmd  world- 
wide industiy  gi'oups  such  as  financial 
services  and  communications,  rather 
than  geogi'aphical  regions.  Now,  he's 
leading  an  E-commerce  initiative.  "It's 
the  same  tiling  Bill  Gates  did,"  he  says 
of  liis  switch.  "The  Internet  will  drive 
change  that  is  fundamental  to  the  way 
we  do  business." 

Andersen  sees  a  broader  system  of 
commerce  shaping  up  in  Intemet-based 
telecommunications  networks.  More  and 
more  businesses — from  car  dealers  to 
healt h-maint enance  organizat ions — will 
pro\ide  senices  and  infoiTnation  over 
the  Net.  "So  you  need  a  w-hole  modifi- 
cation of  business  processes,"  says  Sha- 
heen. "Many  will  be  designed  and  built 
by  businesses  Like  ours." 

Shaheen  has  clearlv  staked  a  lot  on 
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his  firm's  technology'  consulting  prac- 
tice. But  as  Andersen  expands  that 
franchise  it  will  have  to  wTestle  with 
some  fundamental  limitations.  Rivals 
such  as  EDS  and  IBM  are,  respectively, 
about  3  times  and  10  times  as  big  as 
Andersen  Consulting.  And  unlike  An- 
dersen, they  have  the  capital  to  supply 
hai'dwai'e  as  well  as  ad\ice.  One  ob\ious 
answer  would  be  an  initial  public  offer- 
ing, but  Shaheen  says  that  is  not  in  the 
cards.  He  disdains  the  notion  of  being 
accountable  to  shareholders  and  is  con- 
fident Andersen  won't  need  the  capital. 

Being  a  partnership  also  limits  An- 
dersen's ability  to  attract  talent.  It  can't 
offer  stock  options  to  employees  below 
paitner — a  piized  asset  for  tech  workei-s. 
Andersen  consultants  don't  have  owTier- 
ship  until  they  become  paitners,  a  cut- 


throat 12-  to  15-yeai'  haul 
most  young  hires  ai-e  un- 
willing to  undertake.  At 
other  firms,  associates  ai'e 
given  authority  earlier. 
"Tlie  mai'ket  has  clianged, 
and  they  haven't  figiu'ed 
that  out  yet,"  says  an  an- 
alyst who  left  for  a  job  at 
a  small  public  fa-m  that 
included  stock  options. 
"The  world  is  oui-  oyster." 

To  address  consultant 
concerns,  Andersen  has 
launched  progi-ams  to  re- 
duce travel  time  and  improve  communi- 
cation with  paitners,  but  the  battle  with 
Ailhur  Andersen  also  has  taken  a  toll. 
Andersen  Consulting's  chum  rate — the 
percentage  of  employees  leaving  each 


SHAHEEN:  Divorc 
crunch  his  capitt 


year — -has  edged 
16%  in  1996  to 
18%  in  1998.  Tne 
ny  helped  persu; 
four-year  consul 
jump  sliip  to  Art! 
dersen  only  wee 
"There's  a  whoL 
tuiTaoil  inside,"  tl 
utive  said,  argui 

vailillllli  mained  better 
■'[Andersen  Consulting]  took  tl 
off  the  people  side."  WTiat  the  fir 
now  is  a  good  divorce  settlement 
move  on 

By  Roger  0.  Crockett  in 


UP  FROM  BEAN-COUNTING 


It  was  a  turbulent  year  at 
Arthur  Andersen  &  Co. 
The  firm  landed  on  the  hot 
seat  over  financial  scandals  at 
clients  Sunbeam  Corp.  and 
Waste  Management  Inc., 
where  its  insurance  company 
paid  out  much  of  an  estimated 
$80  million  to  settle  share- 
holder suits.  But  the  auditor 
ended  1998  on  an  up  note, 
beating  out  No.  1  Pricewater- 
houseCoopers  for  the  auditing 
business  at  MCi  WorldCom 
and  Banc  One  and  even  hang- 
ing on  to  Waste.  Even  more 
encouraging  is  an  expected 
contract  to  help  privatize  the 
vast  London  Underground  WADIA 
rail  system.  Andersen  would 
stracture  everything  in  the  deal 
from  human  resources  to  stock 
options.  One  thing  it  won't  do  much 
of,  though:  traditional  auditing. 

That's  just  fine  with  Jim  Wadia, 
Arthur  Aridersen's  worldwide  man- 
aging partner.  As  his  firm  moves 
closer  to  a  formal  split  fi'om  Ander- 
sen Consulting,  Wadia  is  pushing  the 
other  side  of  the  Andersen  house 
away  from  its  bean-counter  roots. 
His  goal:  a  multipurpose  advisory 
firm  that  chases  evei'ything  from  due 
diligence  on  stock  offeiings  in  China 
to  the  design  of  employee  benefit 
plans  in  Germany. 

Wadia  is  driven  by  pure  econom- 
ics. At  Ailhur  Andersen,  traditional 
financial  statement  auditing  gi'ew 


En  visio'/i-''  II  piiiiophi  of  services 

just  8%  last  year  and  made  up  only  a 
fifth  of  the  fuTn's  $6.1  bilHon  in  rev- 
enues. But  consulting  gi-ew^  38%,  to 
81.1  billion.  That's  not  to  say  that  au- 
diting will  disappear  Indeed,  the 
firm  is  rapidly  expanding  add-on  ser- 
vices it  sells  to  auditing  chents,  such 
as  measuring  susceptibility  to  fi'aud. 
But  Wadia  is  concentrating  on  con- 
sulting and  advising — an  emphasis 
that  nettled  his  colleagues  in  Ander- 
sen Consulting.  "If  I  had  to  trade  an 
auditing  account  for  other  business,  I 
would  do  it,"  he  says. 
REGULATORS  WARY.  Wadia,  50,  came 
to  the  top  spot  at  Arthm-  Andersen 
15  months  ago  with  all  the  creden- 
tials to  shake  things  up.  A  British 
national,  he's  the  first  nonaccountant 


to  i-un  the  fiiTn.  Bom  in  Bombay 
educated  in  Geneva,  he  made  hi 
mark  building  Andersen's  Britis 
practice  into  a  big  force  in  tax  a 
coiporate  finance.  As  ceo,  he  ha 
overhauled  the  management  tea 
expanding  it  fi'om  10  to  17,  shar 
reducing  the  dominance  of  audit 
partners,  and  increasing  the  niu 
of  non- Americans. 

But  Wadia  and  his  rivals  fac( 
challenges  pushing  a  panoply  ol 
vices.  The  Securities  &  Exchan 
Commission  is  warning  that  coi 
nies  should  be  wary  of  awardin 
much  business  to  the  Big  Five 
counting  firms  for  fear  of  confli 
interest.  And  some  companies  ( 
buy  into  the  one-stop-shopping 
cept.  "It  has  some  real  econom; 
synergy,  but  I  insist  on  picking 
choosing  among  an  array  of  suj 
ers,"  says  Ameritech  Chief  Fin 
Officer  Oren  G.  Shaffer,  who  ui 
Andersen  for  auditing  and  regi 
ry  compliance. 

The  w'orst  outcome,  of  course 
would  be  for  Wadia  to  build  a  D 
senice  fii'm  only  to  face  an  upr 
of  consultants  or  auditors — in  o' 
words,  a  repeat  of  Andersen  C( 
ing.  "We  need  to  make  sui'e  tha 
leaders  of  all  the  practices  are  i 
gi-al  parts  of  the  team,"  says  St 
M.  Samek.  managing  partner  fo 
U.  S.  Ailhm-  Andersen  has  no  i 
tion  of  making  the  same  mistak 
twice. 

By  Ricliard  A  Melcher  in  C 
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WHAT  SAVIN  IS 
DOING  TO 
MAKE  XEROX  YOUR 

X-DOCUMENT 
OUTPUT  COMPANY. 


You-know-who  would  have  you  believe  that  they're  the  first  and  last  word  in  digital 
document  solutions.  At  Savin,  we're  working  hard  to  make  you  believe  otherwise. 

After  all,  at  Savin  we  too  have  the  forward-thinking,  award-winning  technology 
essential  to  boosting  productivity  in  today's  digital  offices.  Like  our  fast,  versatile, 
connectable  digital  imaging  systems  that  allow  you  (or  your  workgroup)  to  print, 
sort,  duplex  and  staple -right  from  your  desktop.  And  full-color  digital  imaging  systems  that 
turn  electronic  documents  into  brilliant  hard  copy. 

But  that's  where  similarities  end.  Because  while  it  would  appear  that  Xerox  has  dedicated 
themselves  to  becoming  the  biggest  document  company  on  the  planet,  at 
Savin  we're  dedicating  ourselves  to  becoming  the  fastest,  most  responsive, 
most  easy  to  work  with  name  in  the  business.  With  smart,  energetic, 
highly-trained  Savin  professionals  willing  to  do  whatever  it 
takes  to  give  you  the  satisfaction  and  service  you  deserve. 
To  find  out  x-actly  what  we'll  do  to  win  you  over,  contact 
us  at  1-800-234-1900  or  www.savin.com. 
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FREQUENT  FLIERS:  MAKE  SURE 
YOU  PONT  GET  CLIPPED 

F 


or  millions  of  Ameri- 
cans, frequent-flier 
miles  have  become  a 
second  currency.  In  addition 
to  piling  them  up  by  hopping 
on  a  plane,  you  can  get  them 
by  making  phone  calls,  buy- 
ing toys,  investing  in  mutual 
funds,  taking  out  a  mortgage, 
or  renting  cars.  "Get  5,000 
Bonus  Miles  free,"  screamed 
a  recent  credit-caixl  offer  from 
Banc  One  to  United  Aii-lines' 
MileagePlus  members. 

Some  18,500  U.S.  busi- 
nesses now  hand  out  miles, 
and  at  major  carriers,  non- 
airline  purchases  account  for 
more  than  half  of  all  mileage 
earned.  In  1998,  about  2.5 
trillion  miles  were  distrib- 
uted, and  15  million  free 
tickets  were  issued,  accord- 
ing to  InsideFIj/er  maga- 
zine (www.webflyer.com). 
With  the  six  biggest  U.  S. 
airlines  now  hitched  in  three 
different  alliances,  it's  easier 
than  ever  to  spend  your  bo- 
nanza (page  106).  But  before 
you  do,  ask  yourself  what 
those  mileage  freebies 
are  costing  you.  You 
may  be  paying  a  heavy 
price    to  accumulate 
"free"  miles.  Indeed,  yon 
often  can  buy  a  ticket  for 
less  than  the  cost  of  the 


miles  you  are  redeeming. 

It's  no  big  deal  to  figure 
out  which  deals  are  dogs  and 
which  are  truly  valuable. 
Start  by  putting  a  dollar 
amount  on 
miles  to  see 
how  much 
you're  spend- 
ing to  buy  them  and  how 
much  they'll  end  up  being 
worth.  Then,  analyze  every 
credit-cai'd  offer,  long-distance 
solicitation,  and  frequent-fli- 
er award  claim. 

Conventional  wisdom  says 
a  mile  is  worth 
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about  2e — around  what  ma- 
jor airlines  charge  companies 
that  buy  mileage  for  incen- 
tive awards  to  employees  or 
clients.  But  a  mile  is  rarely 
worth  more 
than  1.5(2  to 
most  travel- 
ers. Why? 
For  one  thing,  airlines  put 
heavy  restrictions  on  re- 
deeming miles  for  tickets,  so 
you  probably  won't  be  able 
to  travel  for  free  whenever 
you  wish.  Moreover,  mileage 
balances  at  some  airlines, 
such  as  United  and  Ameri- 


can Airlines,  can  exj 
three  years.  And  air 
change  award  leveh 
All  told,  you  probabl 
avoid  paying  more 
per  mile.  Aim  to  sj^i 
in  a  way  that  mak 
worth  at  least  \.'k'  ; 
NO  BARGAIN.  A  fe\ 
back,  on  Delta  Air 
United,  you  could  - 
quired  a  free  coac 
fi'om  New  York  to  ( 
April  in  Paris  foi 
miles.  You  could  hav 
the  same  ticket  f 
That  made  the  fre 


BEST 


MCI/WORLDCOM  Up  to  5,000-mile  sign-up  bonus 
for  long  distance,  plus  5  miles  per  dollar  spent. 

CONTINENTAL  AIRLINES/CHASE  VISA  OR  MASTER- 
CARD First-year  rate  of  7.9%  means  you're  pay- 
ing only  a  half-cent  per  mile.  Get  rid  of  the  card 
when  the  rate  spikes  up  in  the  second  year. 


WORST 


NORTHWEST/U.S.  BANK  GOLD  VISA  With  a  3 
nual  fee  and  only  1,000  bonus  miles  for 
up,  you  pay  2.5(J  extra  per  mile. 


WEEKLY  E-MAIL  SPECIALS  Your  miles  are  w( 
less  than  a  cent  when  you  combine  miles 
dollars  to  buy  tickets. 


NORTHWEST'S  AND  CONTINENTAL'S  OFF-PEAK 
AWARDS  Snatch  up  a  U.S.  ticket  for  20,000 
miles,  except  in  June  through  August. 


AMERICAN  EXPRESS  MEMBERSHIP  REWARDS 

annual  fee  and  no  sign-up  bonus  mean  ot 
cards  are  better  for  mileage  fans. 


TWA/EAB  VISA  OR  MASTERCARD  Card  comes  with 
$100  flight  coupon,  lowering  cost  of  miles  to 
less  than  It  apiece. 


BUYING  MILES  American,  for  example,  lets 
top  off  an  account  by  buying  5,000  miles 
$125.  Cost:  2.50  per  mile. 


I 


Mileage 
Deals 
and 
Dogs 
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I  :W  per  mile.  That's 

iidard:  On  popular 
,,  to  California,  Eu- 
Hawaii,  you'll  be 
find  tickets  that 
ir  miles  worth  more 
apiece.  And  because 

II  le  restrictions  that 

miles,  you  should 
i;\  sijrnificantly  less 
i  for  them. 
!<y  to  pay  more  for 
('  credit  cards,  the 
irce  of  miles  in  the 
the  aii'lines.  If  you 
:i)ud  credit  rating, 
c;  t^et  a  basic  card  with 
n  I  fee  and  a  fixed  rate 
I'  !!■  less.  If  you  want 
a    you'll  have  to  pay 
n  il  fee  and  higher 


plus  a  mile  for  each  dollar 
spent.  But  to  get  those  miles, 
you'd  have  to  spend  $225  ex- 
tra for  the  card  fee  and  in- 
terest. The  resulting  cost  per 
mile:  2^.  It's  even  higher  on 
other  carriers'  cards  (table). 


on  merchandise  or  vacations. 

Mutual  fimds  are  another 
area  where  you  should  think 
before  taking  the  miles. 
American's  corporate  cousin, 
AMR  Investments,  mns  funds 
that  often  charge  higher  fees 


paying  the  lowest  rate.  That 
makes  some  travelers  delib- 
erately pay  a  higher  rate  to 
earn  mileage.  A  tyi^ical  trade- 
off is  $20  extra  for  500  miles. 
Cost:  10(Z  per  mile.  You'd  be 
better  off  saving  the  cash  for 
your  next  vacation — or  stay- 
ing at  a  Marriott  or  Hyatt, 
which  awar'd  miles  at  almost 
any  room  rate. 

So  what  are  the  smartest 
ways  to  earn  miles?  Any  way 
that  doesn't  charge  you  extra 
for  doing  so.  MCI  WorldCom's 
long-distance  phone  plans  lead 
the  Ust.  You  can  call  MCi,  ne- 
gotiate the  best  rates  for 
long-distance  service,  and, 
at  the  end,  give  youi*  fre- 
quent-flier number. 


Before  you  accept  an 
offer's  ''free"  miles, 
figure  out  how  much 
they  really  cost 


5  s  Airways'  version, 
H  y  NationsBank,  costs 
"  year  and  has  a  rate 

^  irentage  points  over 

■  If  17.65%  currently. 
'<  rage  American  house- 
it  h   annual  income 

t  '»l),()00  charges  $700  a 
n  a  credit  card  and 
balance  of  $2,800, 
to  Auriemma  Con- 
'Iroup,  a  Westbury 
irni  that  tracks  ci'edit 
•  With  a  us  Ail-way s 

■  It  would  yield  11,000 
-  1  the  first  year — the 

■  bonus  of  2,500  miles 


These  cards 
can  make  sense  if 
you  chai'ge  a  lot  and  cany  no 
balance.  If  you  go  this  route, 
look  for  special  offers.  Diners 
Club  charges  $60  for-  a  car-d 
that  awards  12,000  bonus 
miles  in  the  first  year*.  Diners 
also  lets  you  apply  miles  to 
any  major  afrline,  so  you  can 
top  off  accoimts  that  ai-e  close 
to  a  free  ticket  or-  have  miles 
about  to  expire.  For  an  ex- 
tra $25  a  year-,  American  Ex- 
press lets  cardholders  ear-n 
mileage  that  can  be  used 
on  many  airlines  or  spent 


to  investors  who  want  to 
ear-n  miles.  At  amr's  Ameri- 
can AAdvantage  Internation- 
al Equity  Mileage  ftrnd,  the 
pr-emium  is  33  basis  points. 
On  an  investment  of  $10,000, 
you'd  ear-n  1,000  miles,  worth 
$10  to  $15,  but  pay  $33  in  ex- 
tr-a  fees.  Other  amr  funds 
char-ge  smaller-  premiums,  and 
a  couple  car-ry  none  at  all. 

Many  hotel  chains  make 
you  spend  more  than  you 
should  to  receive  mOes.  Hilton 
won't  awar-d  miles  to  guests 


MCI  gives  you  five  miles 
for  every  dollar 
spent,  and  at  least 
2,000  miles  for 
signing  up.  MCI 
is  affiliated  with  every  major 
carrier  except  Tr-ans  Wor-ld 
Air-lines,  which  has  a  similar- 
deal  with  Sprint. 
WEB  STRATEGIES.  One  of  the 
fastest-growing  ways  to  ear-n 
miles  is  to  shop  on  the  In- 
ter-net. American,  among  oth- 
ers, now  awards  1,000  bonus 
miles  if  you  buy  a  ticket  on 
its  Web  site  (www.aa.com). 
Just  be  sur-e  you've  checked  a 
price-comparison  ser-vice  such 
as  ltr-avel.com  (www.ltrav- 
el.com)  to  confu-m  that  you're 
paying  a  good  price  for  the 
seat.  Another  painless  way 
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to  earn  miles  is  by  buying 
online  at  Clickrewards 
(www.cliekrewards.com), 
whose  partners  include 
Barnes  &  Noble.  Of  course, 
you  can  always  use  the  old- 
fashioned  method:  Fly.  Make 
sm-e  you  keep  your  boarding 
pass  until  you  see  the  flight 
credited  to  your  account. 

Once  you  earn  youi"  miles, 
you've  got  to  figure  out  how 
to  spend  them  wisely.  For- 
tunately, the  Internet  has 
made  this  task  easier.  Make 
a  list  of  the  trips  you're  in- 
terested in  taking  over  the 
next  couple  of  years.  Then 


head  to  a  Net  booking  ser- 
vice to  see  how  much  they'll 
cost.  You  might  decide  to 
spend  $500  for  a  ticket  to 
London  and  save  your  miles 
for  next  year's  $1,000  trip  to 
Tokyo. 

NO  THANKS.  Meanwhile,  don't 
be  tempted  by  aii'line  offers 
to  sell  you  a  ticket  for  a  com- 
bination of  miles  and  money. 
The  deals  are  usually  terri- 
ble. Every  week,  American 
sends  E-mail  to  1.8  million 
subscribers,  offering  last- 
minute  specials  for  the  com- 
ing weekend.  You  can  buy  a 
ticket  outright  or  combine 


$39  with  6,000  to  13,000  miles 
to  get  a  seat.  These  deals 
value  your  miles  at  half  to 
nine-tenths  of  a  cent  each. 
Continental  and  twa  have 
similar  deals,  with  only 
slightly  better  terms.  Save 
your  miles  and  buy  the  tick- 
ets in  cash. 

There's  one  way  to  spend 
miles  and  be  sui"e  you're  get- 
ting good  value:  Buy  first- 
class  tickets  or  upgrades, 
which  can  make  miles  worth 
about  8c  apiece.  It's  not  a 
common  way  to  redeem 
miles,  though,  because  most 
people  prefer  getting  two 


coach  trips  to  one  fii 
journey.  And  travel < 
truly  cai'e  about  sittin 
front  of  the  cabin 
fly  so  often  they're  fli 
fi'ee  upgrade  coupon^ 
Whether  you  us 
miles  for  a  bimch  of  ( 
trips  to  visit  family  i 
cation  in  Thailand,  oi 
is  the  same  for  eve 
Spending  2^  for  soi 
worth  a  penny  is  n 
deal — and  it  certainl\ 
fit  the  definition  ( 
Have  fun  playing  t 
quent-flier  game — bi 
cautiously.  David  L( 


IMPROVED:  Northwest  will  adopt  Continental's  no-expiration  deal 


THE  AIRLINES'  NEW 
BUDDY  SYSTEMS 


American  and  US  Air- 
ways. Delta  and  Unit- 
ed. Now,  Continental 
and  Northwest. 

Marketing  alliances  are  be- 
coming a  way  of  life  in  the 
airline  business — and  that's 
generally  good  news  if  you're 
in  one  of  the  carriers'  fre- 
quent-flier programs. 

But  not  all  frequent-flier 
pairings  are  equal.  When 
members  of  United's  Mileage 
Plus  and  Delta's  SkyMiles 
progi'ams  take  to  the  skies, 
they  can  assign  miles  to  ei- 
ther account  or  redeem 
awards  on  either  carrier. 
They  cannot  pool  miles,  how- 
ever Having  30,000  miles  in  a 
United  account  and  30,000  on 
Delta  doesn't  qualify  you  for 


a  60,000-mile  award.  Plus, 
you  can't  put  yoiu-  miles  into 
the  other  canier's  account  for 
inteniational  flights.  As  part 
of  the  Star  Alliance,  United 
members  can  earn  miles  on 
SAS,  Lufthansa,  and  certain 
other  overseas  flights.  The 
miles  ai'e  worthless  on  Delta. 

When  you  make  a  reserva- 
tion on  one  of  the  alliance  car- 
riers, you  should  usually  cred- 
it a  flight  to  the  account 
where  you  have  more  miles. 
This  gives  you  a  gi-eater 
range  of  futui'e  options — such 


as  fi'ee  international 
tickets  or  seats 
for  the  whole  fami- 
ly. The  exception: 
when  you're  close  to 
achieving  elite  sta- 
tus on  the  carrier 
with  which  you 
have  fewer  miles. 
But  miles  accrued 
(in  one  airline  may 
not  qualify  for  elite 
rewards  on  the  oth- 
er, making  it  hai'der 
to  earn  first-class 
upgrades  and  other  perks. 
You  also  may  not  receive 
credit  in  one  aii-line's  account 
for  flying  on 
the  partner's 
commuter  lines. 
United  Express  miles,  for  ex- 
ample, can't  be  assigned  to 
yom-  Delta  account. 
FINE  PRINT.  American-US  Air- 
ways follows  a  different 
coiu'se.  If  you  belong  to  both 
progi'ams,  you  can  combine 
miles  to  earn  an  award.  In 
one  case,  you  can  actually 
earn  miles  on  both  airlines 
simultaneously.  Tlu'ough  Sept. 
30,  passengers  who  use  the 
us  Airways  Shuttle  between 
New  York  and  Boston  or 
Washington  can  earn  500 
miles  in  the  American  AAd- 
vantage  and  us  Airways  Div- 
idend Miles  plans.  As  with 
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the   Delta-United  ; 
miles  on  one  won't  t 
elite  status  on  the  ot 
Starting  on  Mar 
won't  be  the  case  in 
Continental-  North  we 
The  lines  won't  let  j 
bine  miles,  but  both 
earn    miles  and 
awards  on  the  othei 
After  Feb.  1,  you'll 
able  to  book  free  tii 
as   few   as  20,000 
though  you  can't  flj 
June  through  Angus 
dition.  Northwest  is 
ing  deadlines  for  ca 
miles,  matching  Coni 
progra 
But 
get  w] 
want  to  go?  Laurie 
editor  of  Consumer 
Travel  Letter,  is  c( 
that  "airlines  are  beal 
chests  about  how  mj 
you  can  now  earn.  I 
it  comes  to  redeemin 
they're  veiy  quiet." 
tion  for  the  most 
seats  becomes  monii 
because,  for  exampk; 
ways  fi'equent  flit-r.— 
n't  before  have  tlif  ( 
get  to  Hawaii  on  mi 
now  try  to  do  so  u  . 
can.  So  figure  out  wlr 
miles  go  farthest,  ;(i 
earlv.  Ediran 


Perks  of 
Pairings 


ALLIANCE  BEST  FEATURE 

AMERICAN-US  AIRWAYS 
DELTA-UNITED 
CONTINENTAL-NORTHWEST 


Pool  miles  from  both  plans  to  earn  an  awar( 
Accrue  miles  on  one  airline,  get  reward  on  tl  ( 
Miles  from  one  carrier  earn  elite  status  on  t'  ( 
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Go  confidently  in  the  direction  of  your  dreams. 
Live  the  life  you* ve  imagined. 

-Henry  David  Thoreau 


What  do  you  want  out  of  life?  What  do  you  imagine  it  to  be?  Does  it  scare  yc-a?  Or  fill 
you  with  promise  and  anticipation?  At  American  General,  50,000  dedicated  women  and 
men  help  you  meet  your  financial  needs  with  retirement  services,  life  insurance, 
and  consumer  loans.  And  with  70  years'  experience  and  $100  billion  in  assets, 
we're  helping  over  12  million  people  live  the  life  they've  imagined. 


Live  the  life  you've  imagined. 


American 

General 


Financial  Group 


8  American  General  Corporation,  www  agc  com  or  1  (800)  AGC- 1111 
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WITH  INDEX  FUNDS, 
WHO  NEEDS  GURUS? 


Before  mailing  your 
yearend  bonus  to  a 
mutual  fund  run  by 
one  of  last  year's 

giuns,  consider  this:  Over  the 
past  five  years,  fewer  than 
5%  of  all  stock-fund  manager 
have  beaten  the  Standard  & 
Poor's  500-stock  index. 

If  that's  not  enough  of  an 
argument  for  investing  in 
funds  that  mechanically  repli- 
cate the  blue-chip  index, 
here's  another:  Over  time,  in- 
dex funds  tend  to  outshine 
55%  of  their  actively  man- 
aged rivals,  according  to  Van- 
guard Group,  the  nation's 
biggest  manager  of  index 
funds.  The  trend  has  held 
tiTie  this  decade,  notes  Mom- 
ingstar.  What's  more,  if  you 


compound  index  funds'  re- 
turns over  10  yeai-s,  they  sur- 
pass about  80%  of  their  ac- 
tively managed  peers,  says 
Vanguard.  "Indexing  is  not  a 
short-term  strategy,"  notes 
Vanguard  Managing  Director 
Gus  Sauter. 

Since  1994,  funds  tracking 
the  S&P  .^oo 
have  outpaced 
far  more  than 
55%  of  their  large-cap  livals. 
In  1998,  they  beat  73%,  com- 
par-ed  with  88%.  in  1997  and 
78%.  in  '96.  One  reason  is  that 
the  bull  mai'ket  lias  r-ewai-ded 
index  ftmds  for  putting  every 
dime  to  work  in  stocks,  while 
penalizing  managers  who  hold 
cash  in  reserve.  Another  is 
that  large-cap  managers  fre- 
cjuently  add  a  few  small  and 
midsize  names  to  their  poit- 
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folios.  Those  sectors,  which 
have  minimal  re{)resentation 
in  s&p  500  funds,  have  lagged. 
Finally,  because  the  s&p  500 
is  weighted  according  to  mar- 
ket value,  it  allows  rising 
stocks  such  as  Microsoft  to 
take  up  an  expanding  pro- 
portion of  the  index.  Many 
active  money  managers  trim 
back  on  winners  for  fear  of 
becoming  overexposed  to  a 
single  stock. 

If  the  tide  turns  against 
big  stocks,  stock-pickers 
might  have  theii-  day  again  if 
they  can  achieve  superior 
performance 
elsewhere.  In 
that  case,  the 
Russell  2000  index  of  small- 
company  stocks  might  be- 
come the  bogey  to  beat.  But 
in  the  four  years  since  1988 
that  small  stocks  have  fared 
better  than  large,  managers 
failed  to  keep  up  with  the 
Russell  in  every  year  but 
one. 

How  has  a  simple  no- 
brainer  approach  outmaneu- 
vered  some  of  the  best  minds 


on  Wall  Sti-eet?  Mainly 
fering  a  cheap  way  to 
In  theoiy,  an  index  fuiii 
r-eflects  the  entire  stocl  j 
ket  should  beat  half 
funds  and  trail  the  re; 
when  perfonnance  is  ai 
for  fees,  index  funds  1 
overachievers.  While  t 
erage  fund  pockets  1. 
assets  to  pay  for  re.^ 
marketing,  and  mar 
salaries,  the  typical 
fimd  is  a  lean  operatii 
takes  just  0.56%.  And 
funds  are  far  cheape 
lai'gest  U.  S.  index  fiim 
guard  Index  500,  with 
of  $69.5  billion,  has 
pense  ratio  of  just  0.1 
CHURN-FREE.  Brokera 
other  trading  costs  sh 
most  one  more  perc 
point  from  retui'ns  g 
ed  by  active  managei 
replace  an  average  of 
the  stocks  they  ow 
year.  Vanguard  saysJ 
funds,  on  the  othei 
hold  on  to  stocks  until 
kicked  out  of  the  inde 
was  the  case  recent!; 
Standard  &  Poor's  (lil 
NESS  WEEK,  a  unit  of ' 
Grav/-Hill  Companies^ 
tuted  Safeway, 
supermarket  chai 
Chiysler,  which  merg 
Germany's  Daimler  B 
therefore  became  a 
comjmny. 

With  annual  p(l 
turnover  rates  avB 
21%,  index  funds  alsp 
ate  fewer  capital-gain 
butions  on  which 
vestors  must  pay  ta 
a  result,  almost  all 
gains  taxes  are  defenptir 
you  cash  out. 

That's  not  to  sa 
agers  can't  add  va 
small  stocks  have 
managers  have  bea 
Russell  2000  by  mo\  ijjj,, 
a  few  larger  stocks, 
tional  funds  have  ( 
the  Morgan  Stanley 
International  eafe  ii 


II 


If  you  compound  index  funds'  returns  over  10  years 
they  beat  80%  of  their  actively  managed  peers  I '* 
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easy  to  enjoy  the  same  AOL  benefits 
^  1  get  at  home,  at  work. 


as  easy  as  1-2-3... 


Step  1:  

Internet  using  your  local  Internet 
.  uJer  or  by  using  the  Local  Area  Network 
ii'l  (x)nnection  at  work. 


Step  2: 


p  ii-  AOi,  software*  Before  signiiig-on  to  AOL, 
ii  I  need  to  reconfigure  your  AOL  connection 

n  et  via  TCP/IR  Here's  how: 

:4ii-on  screen,  click  "Setup." 
'  re-ate  a  Iwation  for  use  with  new  access 
ni  umbers  or  an  ISP  option  and  click  Next. 
If;  dd  Location"  window,  type  a  name  for  the 
'ti  (for example,  TCP/IF  location). 

(Id  a  custom  connection  (for  example 
/I  and  click  "Next."  A  TCIVIP  location  will 

I  automatically 


Step  3: 


Sign-on  to  America  Online.  If  you  are  already  an  AOL 
member,  use  your  existing  screen  name  and  p;Lssword 
and  sign  on  as  normal.  If  you  are  not  an  AOL  member 
you  can  download  the  current  software  through  our 
Web  site  at  www.aol.com  or  call  1-800-4-ONLiNE  to 
get  software  delivered  to  you. 

AOL  also  offei's  a  special  |iricing  plan  for 
customers  who  use  AOL  exclusively  via  T(]P/IR 
The  Bring  Your  Own  Access  Plan  is  just  $9.95 
per  month  for  unlimited  use  of  America  Online.** 

Next  time  you're  looking  for  the  best  of  the 
Internet  and  more  at  work,  check  out  AOL. 


■  II  you  are  nol  an  AOL  member,  you  can  download  the  current  software  through  our 
Web  sile  al  wwwaol  com  or  call  1-800-4-ONLINE  to  get  software  delivered  to  you 

"Additional  charges  apply  it  you  do  not  conned  through  TCP/IP 
Go  10  AOL  KeywonI:  Billing  to  switch  to  this  plan 

©  1998  America  Online,  Inc 


To  receive  FREE 
AOL  software,  call 
1-800-4-ONLINE. 

A 

AM  E  lyi  CA 

So  easy  to  use, 
no  wonder  it  's  #1 


Personal  Business 


■l 


Europe,  Asia,  and 
the  Far  East)  by 
shunning  Japan.  But 
while  such  maneu- 
vers shield  investors 
from  the  worst  of  a 
bear  market,  they 


Why -Indexing  Works 

PERFORMANCE  The  average  Standard  & 
Poor's  500-stock  index  fund  returned  about 
18%  annually  over  the  past  10  years,  vs. 
about  16%  for  the  average* equity  fund. 


Rekenthaler.  Ac- 
cordingly, over  time, 
active  managers 
tend  to  earn  a  mar- 
ket return — minus 
management  fees 
and  transaction 


can  prevent  them   •-   costs. 


from  getting  in  on 
the  ground  floor  of 
a  rally.  Errant 
managers  may  also 
expose  investors  to 
more  of  a  particular 


COST  Vanguard  Inde^  500  Fund  charges 
0.18%  of  assets  to  cover  expenses,  vs. 
1.45%  for  the  average  equity  fund. 

LOW  TURNOVER  Index  funds  don't  trade 
a  lot,  so  they  have  low  transaction  costs 


Outside  academe, 
this  ai'gument  is  still 
underappreciated. 
At  the  end  of  the 
thu'd  quarter,  nearly 
17%  of  the  money 


asset    class    than    ^['d.mininnal  c_apit_al-_g_ains__disj_ri^^^^^^^  A^^i^g  i^^^  ^^^^^^^1 


might  be  desirable. 
"Your  overall  asset 
allocation  is  more 
reliable  with  index 
funds,"  says  Rex 
Sinquefield,  co- 
chairman  of  Dimen- 
sional Fund  Advi- 
sors, an  index-fund 
gi'oup. 
SMART  CHOICES.  Al- 
though index  funds  are  pas- 
sively managed,  the  indexes 
aren't  on  autopilot.  Take  the 
s&P  500.  A  committee  period- 
ically replaces  companies 
that  are  fading  or  acquired 
with  up-and-comers  deemed 
more  representative  of  the 
economy.  A  recent  example: 
the  substitution  of  Internet 
dynamo  America  Online  for 
struggling  retailer  Venator. 

Indexing  has  the  over- 
whelming support  of  acade- 


MANAGEMENT  To  determine  the  S&P  500, 
a  committee  periodically  replaces  fading 
companies  with  up-and-comers  deemed 
more  representative  of  the  overall  economy. 

DIVERSIFICATION  Indexes  contain 
hundreds  of  stocks,  so  they  benefit  when 
investors  get  bullish  on  an  industry  or 
mergers  occur. 

DATA:  mornings™  INC,  BUSINESS  WEEK 


mics,  who  believe  the  mai-ket 
is  so  sophisticated  that  stock 
prices  instantly  reflect  new 
information.  In  this  environ- 
ment, an  investor  not  ti'ading 
on  illegal  information  has  no 
advantage  over  others.  With 
the  odds  of  being  right  at 
50%  in  every  transaction, 
picking  stocks  that  beat  the 
benchmark  is  no  different 
from  correctly  calling  a  coin 
toss,  contends  Morningstar 
research    director  John 


funds  was  ear- 
marked for  index 
funds.  That's  up 
from  3.7%'  in  1990, 
but  is  still  only 
enough  to  give  the 
category  6%  of  the 
market,  according  to 
Financial  Research, 
a  fund-consulting 
fu'm  in  Boston.  Why 
isn't  the  concept  more  popu- 
lar? Many  investors  can't  re- 
sist the  temptation  to  look 
for  the  next  Peter  Lynch. 
And  David  Kliff,  president 
of  Personal  Financial  Advi- 
sors in  Buffalo  Grove,  111., 
observes  that  "there  is  noth- 
ing wi'ong  with  putting  some 
money  into  a  conservative 
fund  that  may  capture  90% 
of  an  index'  gain  with  less 
of  its  risk.  That's  a  fair 
tradeoff."  Kliff  also  argues 


that  funds  ran  by  stoi 
ers  offer  more  pr-otect' 
bear  markets. 

Still,  there  is  no  ev 
that  managers  have 
able  to  anticipate  troubi 
fore  August's  sell-off,  t, 
erage  fund  had  only  5^, 
assets  in  cash.  That'; 
than  the  7.1%  held,  ok/ 
age,  at  yearend  over  tlft 
five  years,  Morningsta, 
Past  corrections  provid 
munition  for  both  sidesj 
a  few  minor  exceptioi 
dex  fimds  held  up  bettdf 
their  peers  as  the  marl; 
rated  in  August.  But 
vious  downtui'ns,  inc 
1987's  crash,  the  situati 
reversed. 

WASTED  ENERGY.  In 

cap  and  international 
kets,  financial  planner 
Evensky  believes,  it's! 
for  money  managers  n 
a  difference  because 
analysts  cover  those  ir 
But  when  it  comes  to 
U.  S.  stocks,  he  suggea 
clients  stick  to  index 
"We  like  to  think  thai 
one  with  great  ideas, 
and  technology  can  b[ 
system,"  Evensky  saj 
we  kept  looking  at  h 
active  managers  di( 
pared  to  the  index 
answer  was,  general 
very  well.' "    Anne  1 


m 


SLICING  AND  DICING 
THE  S&P  500 


Just  as  you  can  get  a 
Big  Mac  without 
special  sauce  and  a 
Coke  with  no  sugar, 

you  can  buy  the  Standard  & 
Poor's  500-stock  index  with- 
out McDonald's  and  Coca- 
Cola.  Investors  who  want 
exposure  to  individual  seg- 
ments of  the  s&P  can  now 
choose  among  nine  open- 
end  index  funds  that  track 
industry  groups. 

Like  sector  mutual  funds. 


the  new  Select  Sector 
SPDR  funds,  launched  in 
December,  let  you  bet  on 
paits  of  the  economy,  from 
technology  to  utilities.  1 
They're!  modeled  after  Star* 
da^'d  &  Pooi"'s  Depositaiy 
Receipts,  unit  trasts  that 
track  the  entire  s&P  m)  and 
trade  on  the  American  Stock 
Exchange.  Among  the  new 
SPDRs,  which  *re  also  listed 
on  the  Amex,  the  tech  offer- 
ing contains  79  stocks  frorr^ 
the  s&P  500,  including  Mi- 
crosoft. Because  Select  Sec- 


tor SPDRs  are  pegged  to  an 
index,  they  have  lower  oper- 
ating costs  than  industiy- 
specific  mutual  funds.  Their 
expense  ratios  are  0.65%,  vs. 
1.86%  for  the  average  indus- 
ti-y  fimd,  Morningstai'  says. 
You  can  trade  spdrs 


throughout  the  day,  w 
mutual-fund  prices  ar< 
termined  only  at  the  < 
of  tr-ading.  And  unlike 
tual  funds,  spdrs  can 
sold  short.  So  if  you 
index  investing  but 
t  hat  tech  stocks  an 
hot,  you  could  const 
customized  s&p  inde 
,  by  buying  an  S&P  50( 
and  selUng  the  tech  ;B 
short.  Or  you  could  bij 
s&P  .500  fund  overweigj 
in  certain  sectors  by 
industry  spdrs  along 
the  basic  index  fund, 
remember:  SPDR  tradi 
subject  to  brokerage 
missions.  For  prospec 
and  other  info,  call  8( 

AMEX  or  go  to  WAVW. 

amex.com.     Amie  T 
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iness  Week  Index 


CTION  INDEX 


■  ifn  last  week. 
ifTi  last  year:  5.0% 


PRODUCTION  INDICATORS 


Apr 
1998 

a  4-week  moving  average 


Aug 
1998 


Dec 
1998 


I,  jction  index  was  down  in  the  week  ended  Dec.  26.  Before  calculation 
jr-week  moving  average,  the  index  also  fell,  to  141.8  from  142.9  m 
)us  week.  After  seasonal  ad|ustment,  output  of  coal,  lumber,  and  rail- 
iffic  were  down — mostly  due  to  the  typical  holiday  week  volatility  and, 
se  of  lumber,  weather  problems  in  the  Pacific  Northwest.  Output  of 
OS,  trucks,  electric  power,  and  crude  oil  increased. 

n  index  copyright  1999  by  The  McGraw-Hill  Companies 


NG  INDICATORS: 


C  RICES  (12/31)  S&P  500 

n  \TE  BOND  YIELD,  Aaa  (12/31) 


LATEST  WEEK 
WEEK  AGO 

1229.23  1231.93 


YEARLY 
%  CHG 

26.1 


6.23%      6.37%  -7.0 


m  UPPLY,  M2  (12/21)  billions 


$4,425.1  $4,406.4r  9.3 


li  )LAIMS.  UNEMPLOYMENT  (12/25)  thous 

368 

289r 

16.5 

1  SE  APPLICATIONS.  PURCHASE  (l/l) 

249.0 

279.8 

6.4 

1  IE  APPLICATIONS.  REFINANCE  (l/l) 

1,468.5 

1,441.3 

51.0 

!        ii-dard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept  ,  Mortgage 
(Index:  March  16,  1990^100) 

lEST  RATES 

LATEST 
WEEK 

El'  FUNDS  (1/5)  4.54% 

WEEK 
AGO 

4.88% 

YEAR 
AGO 

5.35% 

»  CIAL  PAPER  (1/5)  3-month 

4.80 

5.03 

5.51 

T  lATES  OF  DEPOSIT  (1/6)  3  month 

4.93 

5.20 

5.58 

I'.  IRTGAGE  (1/1)  30-year 

6.99 

6.91 

7.26 

0!|  RLE  MORTGAGE  nil)  one  year 

5.75 

5.73 

5.75 

7.75 

7.75 

8.50 

:eral  Reserve,  HSH  Associates,  Bloomberg 

Financial 

Markets 

STEEL  (1/2)  thous.  of  net  tons 

LATEST 
WEEK 

1,784 

WEEK 
AGO 

1,838# 

YEARLY 
%  CHG 

-20.4 

AUTOS  (1/2)  units 

0 

70,442r# 

NM 

TRUCKS  (1/2)  units 

0 

87,351r# 

NM 

ELECTRIC  POWER  (1/2)  millions  of  kilowatt-hrs. 

64,171 

65,747# 

3.5 

CRUDE-OIL  REFINING  (1/2)  thous  of  bbl  /day 

15,350 

14,927# 

3.3 

COAL  (12/26)  thous.  of  net  tons 

15,104# 

22,580 

-11.5 

LUMBER  (12/26)  millions  of  ft. 

245. 8# 

489.4 

-14.9 

RAIL  FREIGHT  (12/26)  billions  of  ton-miles 

19. 2# 

28.0 

-5.4 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Ectison  Electric 
Institute.  American  Petroleum  Institute,  Energy  Dept.,  WWPAi.  SFPA;,  Association  of 
American  Railroads 

PRICES 

GOLD  (1/6)  $/troy  oz. 

LATEST 
WEEK 

287.650 

WEEK 
AGO 

286.950 

YEARLY 
%CHG 

2.1 

STEEL  SCRAP  (1/5)  #1  heavy,  $/ton 

84.00 

85.50 

-41.5 

COPPER  (1/1)  e/ib. 

69.6 

68.6 

-13.0 

ALUMINUM  (1/1)  e/ib 

60.0 

59.5 

-18.4 

COTTON  (1/1)  strict  low  middling  1-1/16  in.,  e/lb 

58.47 

59.67 

-8.4 

OIL  (1/5)  $/bbl. 

11.85 

11.25 

-28  8 

ORB  FOODSTUFFS  (1/5)  1967=100 

201.63 

196.14 

-12.7 

ORB  RAW  INDUSTRIALS  (1/5)  1967=100 

263.47 

263.32 

-13.3 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,   NYMEX.  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (1/6) 

LATEST 
WEEK 

1.2089 

WEEK 
AGO 

1.2079  1 

YEAR 
AGO 

.1171 

BRITISH  POUND  (1/6) 

1.65 

1.68 

1.63 

CANADIAN  DOLLAR  (1/6) 

1.51 

1.55 

1.43 

EUROPEAN  EURO  (1/6) 

1.1602 

NA 

NA 

JAPANESE  YEN  (1/6) 

113.15 

115.47  131.63 

KOREAN  WON  (1/6) 

1158.5 

1209.1  1745.0 

MEXICAN  PESO  (1/6) 

9.770 

9.870 

8.055 

TRADE-WEIGHTED  DOLLAR  INDEX  (1/6) 

104.5 

106.3 

111.0 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U.S.  dollar,  except 
for  British  pound  and  European  Euio  in  dollars.  Trade-weighted  dollar  via  J  P.  Morgan. 


the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart),  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
^Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn,         3=Free  market  value       NA^Not  available       r=:revised       NM^rNot  meaningful 


E  WEEK  AHEAD 


:B  PRICE  INDEX 

3y,  Jan.  13,  8:30  a.m.EST>-  Pro- 
;es  of  finished  goods  were  proba- 
'nged  in  December  from  their 
'  level,  according  to  the  median 
if  economists  surveyed  by  Stan- 
lor's  MMS,  a  division  of  The 
^ill  Companies,  Excluding  volatile 
energy  costs,  core  prices  likely 
by  0.2%.  In  November,  cheaper 
i  total  producer  prices  to  fall 
^  ile  core  prices  rose  0.1%. 

ER  PRICE  INDEX 

Ian.  14,  8:30  a.m. EST  ^  Con- 
es for  all  goods  and  services  like- 
f  ed  0.2%,  w/hile  core  prices,  which 


exclude  food  and  energy,  probably  rose 
0.3%  in  December.  If  so,  overall  consumer 
inflation  finished  1998  just  under  1.7%, 
the  smallest  gain  in  12  years.  In  November, 
the  total  cpi  and  the  core  index  each  rose  a 
modest  0.2%. 

RETAIL  SALES 

Thursday,  Jan.  14,  8:30  a.m.Esr^  The  s&p 
MMS  survey  forecasts  a  0.4%  gam  in  retail 
sales  in  December,  following  an  unexpect- 
edly large  0.6%  jump  in  November.  Exclud- 
ing motor-vehicle  sales,  store  receipts 
probably  increased  0.3%,  on  top  of  a  0.4% 
gain  in  November.  Retailers  have  character- 
ized the  1998  holiday  as  good,  but  not 
spectacular. 


BUSINESS  INVENTORIES 

Friday,  Jan.  15,  8:30  a.m. est  ^  Stockpiles 
of  goods  held  by  manufacturers,  whole- 
salers, and  retailers  probably  grew  0.2%  in 
November,  a  bit  slower  than  their  0.3% 
advance  in  October. 

INDUSTRIAL  PRODUCTION 

Friday,  Jan.  15,  9:15est>-  Industrial  out- 
put at  factories,  mines,  and  utilities  proba- 
bly rose  a  slim  0.1%  in  December,  after 
dropping  0.3%  in  November.  More  season- 
ably cold  weather  at  the  end  of  December 
likely  boosted  energy  demand,  but  factory 
output  remained  stagnant.  Operating  rates 
probably  slipped  to  80.5%  last  month, 
from  80.5%  in  November. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 

Sunday  <- 


Hot  tips  on  how  to  start  your 
own  business,  with  author 
David  H.  Bangs  Jr.,  in 
another  chat  brought  to  you 
by  BW  Enterprise.  Jan.  10 
9  p.m.  EST 

Tuesday 

The  market  and  mutual 
funds:  Susan  Pevear  of  S&P 
Personal  Wealth  will  try  to 
steer  you  to  the  best  bets  for 
'99.  Jan.  12 
4:30  p.m.  EST 

Thursday 

Allan  Roness  of  JW  Genesis 
Securities  was  the  champion 
market  forecaster  of  '98  in 
BW's  survey.  Now  find  out 
how  he  sees  '99.  Jan.  14 
9  p.m.  EST 

AOL  keyword:  BW  Talk 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  ttie  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 

A  M  E  RyM-  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Abbott  Laboratones  (ABU  98 
ABNAmro(AAN)  34 
AES  60 

Aerial  Communications  (APTi)  38 
AirTouch  Communications  (ATI)  38 
All-Tech  Investment  Group  88 
Alptia  Equity  Research  82 
Amazon  com  (AMZN)  40,43,88,92 
American  Airlines  (AMR)  104, 106 
American  Express  (AXP)  8, 64 
America  Online  (AOL)  40, 44,  64, 
78,  92,108 
AmeriSerue  64 
Ameritech  (AIT)  102 
Ameritrade  88 
AMG  Data  Services  82 
Amoco  (AN)  114 
AMR  Investments  (AMR)  104 
Andersen  (Arthur)  102 
Andersen  Consulting  6, 102 
Andersen  Worldwide  100, 102 
Apple  Computer  (AAPL)  44, 52 
Archer  Daniels  Midland  (ADM)  8 
AT&T  m  38, 52, 74 
Aunemma  Consulting  Group  104 

B 


Baan  62 

Bankers  Trust  (BT)  34 
Bank  Julius  Baer  34 
Bank  One  (ONE)  102,104 
Barnes  &  Noble  (BKS)  104 
Bell  Atlantic  (BEL)  38 
BellSouth  (BLS)  38 
Bernstein  (Sanford  C )  38 
BizTonecom  64 
BMW  34,46, 114 
Boca  Research  22 
Boeing  (BA)  52 
Borders  (BGP)  64 
Boston  Consulting  Group  40 
Bndgestone  56 
Bnstol-Myers  Squibb  (BMY)  98 
Bntish  Petroleum  (BP)  114 
Bntish  Telecommunications 
(BTY)  38 


Canon  56 

Careerpath  78 

CarPoint  78 

Carrefour  60 

CBS  (CBS)  18,74 

CDWarehouse  64 

Chase  Manhattan  Bank  (CMB)  92 

Cisco  Systems  (CSCO)  52, 86 

Citigroup  (C)  43,  60,  64 

Classitied  Ventures  78 

CNBC  (GE)  92 

Coca-Cola  (KO)  110 

Colgate-Palmolive  (CL)  64 

Compaq  Computer  (CPQ)  22,64 

CoiideNast  74 

Conhnental  Airlines  (CAI B)  104,106 
Convergys  64 

Cougar  Mountain  Software  97 


DaimlerChrysler  (OCX)  34, 46,  64, 
108,114 
Dataquest  22 

Dell  Computer  (DELL)  64,88 
Delta  Air  Lines  (DAL)  104, 106 
DeSilva  &  Phillips  94 
Deutsche  Bank  34 
Diamond  Multimedia  22 
Didax(AMEN)  92 


Digex  64 

Dimensional  Fund  Advisors  108 
Diners  Club  104 
Dodge  (FW)  (MHP)  31 
Dow  Jones  (Di)  10 
Dresdner  34. 58 
DuPont(DD)  100 


Ebay (EBAY)  43 
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Tobacco  -3.8 


Oil  &  Gas  Drilling 
Oil-Weil  Equip.  &  Svcs. 
Metals 
Leisure  Time 
Toys 


^9.2 
-30.2 
-24.8 
-24.3 
-24.0 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 


1-month 


Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


■jignificant  buying  on  price  weakness 

Price 

change 

Exxon 

72 

-1 

Mobil 

85 '5/16 
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4.88%  4.87% 
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6.43 
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EQUITY  FUND  CATEGORIES 
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Four-week  total  return 

% 

Four-week  total  return 

% 
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% 
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Millennium  Growth 

39.2 

ProFunds  Ultrashort  OTC  Inv. 
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Communications 

12.4 

Latin  America 

-3.1 

ProFunds  UltraOTC  Investor 

28.0 

American  Heritage 

-22.2 

Technology 

11.3 

Japan 

0.1 

Matthews  Korea  1 

27.0 

Potomac  OTC/Short 
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9.9 

Real  Estate 

0.9 

ftmerindo  Technology  D 

24.0 
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Mid-cap  Growth 
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21.6 
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% 
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% 
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Natural  Resources 

-22.4 

Potomac  OTC  Plus 

107.9 

Montgomery  Latin  Amer.  R 

-53.4 

Large-cap  Blend 

22.5 

Real  Estate 

-14.8 

Dreyfus  Technology  Growth 

99.1 

Excelsior  Latin  America 

^8.1 
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Editorials 


WHAT  THE  EURO  MEANS 


The  dramatic  debut  of  the  eui'o  comes  as  something  of  a 
shock  to  many  American  academics,  pohc\Tnakei"s,  and 
pundits,  who  have  tended  to  \iew  Eui'ope's  effoit  to  create  a 
single  ciuTency  skeptically,  if  not  scornfully.  Yet  the  smooth 
launch,  initial  strength,  and  intense  investor  interest  in  euro- 
denominated  securities  are  a  clear  wake-up  call.  The  eui"o  is 
changing  the  financial  and  economic  placing  field.  Those  who 
underestimate  its  impact  and  the  potential  problems  it  could 
pose  to  the  U.  S.  may  find  themselves  in  the  company  of 
those  who  said  the  eui-o  would  never  see  the  light  of  day. 

What  does  the  eui'o  mean  for  the  U.  S.?  Start  with  capital 
markets,  be,  or  Before  the  Eui*o,  Eui'opean  companies  fi- 
nanced then*  gi'owth  mainly  by  boiTowing  from  banks,  rather 
than  issuing  stock  or  bonds.  Thus,  its  secmities  mai'kets 
were  small  and  underdeveloped;  the  total  value  of  equities 
equaled  about  40%  of  gi'oss  domestic  product,  vs.  130%  for 
the  U.  S.  But  the  euro  will  unif\'  Eui'ope's  stock  and  bond 
markets  and  Americanize  its  financial  practices.  Enormous 
sums  of  portfolio  investments  will  shift  out  of  11  naiTow  na- 
tional markets  into  a  single,  eui*o-denominated  one.  As  it 
gi'ows,  global  investors  will  seek  out  euro  stocks  and  bonds  as 
a  safe  haven  and  good  investment  for  their  cash.  Liquid  cap- 
ital markets  could  attract  a  tidal  wave  of  international  mon- 
ey— pulling  some  of  it  away  from  the  U.  S.  Much  of  America's 
investment  boom  in  recent  years  came  fi'om  foreign  financing. 
Now,  there  will  be  gi-eater  competition  for  global  capital. 

The  dollar  could  trend  down  for  some  time.  Up  to  30%  of 
all  world  trade  will  soon  be  denominated  in  eui'os.  This  could 
encourage  central  bankers  to  put  a  similar  proportion  of 
their  reser\'es  in  the  new  cuirencj'  To  do  so,  they  will  have  to 
sell  dollars.  There's  no  way  around  it. 

Those  who  believe  that  the  dollar  will  continue  its  total 
dominance  ai-e  di'eaming.  The  euiv  will  almost  ceitainly  become 


a  resei-ve  currency.  It  may  take  5  or  10  years,  but  om 
guess  is  2  or  3.  The  em-o  will  join  the  dollar  as  a  num 
against  which  other  cuiTencies  ai-e  measured  and  in 
other  monies  ai"e  held.  And  it  is  by  no  means  assured  th 
euro  be  junior  to  the  dollai-  in  the  long  iim  (page  ' 
That  depends  on  Washington  poUcy.  The  U.  S.  has 
running  large  trade  deficits  for  decades.  With  A-ia 
dimips,  America's  current  account  deficit  could  hit  i-'c 
in  1999.  Before  the  eui-o,  the  U.  S.  could  finance  this 
cheaply,  because  overseas  trading  paitnei*s  were  will 
hold  dollai's  or  doUai'-denominated  debt.  They  didn'i 
much  choice. 

Now,  they  do.  The  U.  S.  may  have  to  i-aise  interest  i-a 
entice  foreign  investors  to  buy  Treasuiy  bonds  or  corj 
paper.  Long-term  rates  have  already  started  to  rise 
er  dollar  could  diive  them  higher  by  yearend.  sui-])ris 
markets. 

The  good  news  is  that  a  lower  dollar  translates  into 
exports  and  higher  repatriated  earnings  fi-om  abroad.  H 
lar  strengthened  fi-om  1995  to  1998.  huiting  top-line  gi 
This  year,  a  weaker  doUai-  could  add  2%  to  3%  to  ea 
gi'owth.  The  eui'o  will  also  smooth  transnational  merg( 
tween  Em*opean  and  U.  S.  companies  and  improve 
rate  efficiencies  inside  Eui-ope.  All  this  is  good  for  cor 
performance  and  economic  growth. 

The  bad  news  is  that  the  U.  S.  can  no  longer  play 
sumer  of  last  resort"  and  absorb  imports  fi'om  Asia 
limit.  The  deficits  with  China  and  Japan  may  finally  be 
ing  intolerable  levels.  Indeed,  the  doUai-  increasingly  la 
the  big  financial  question  mai-k  for  1999.  Ah-eady  weak 
the  yen.  a  supereuro  that  soai-s  by  20%  could  trigger  a 
crisis.  It  probably  won't  happen,  but  it  could.  Ameiica 
longer  take  its  dollar  for  gi-anted.  The  euro  has  aniv£ 


MERGERS  ARE  NO  MENACE 


Merger  mania  hit  a  new  peak  in  1998,  with  S2..5  tiilUon 
woith  of  deals  announced  workh\ide.  This  year  promis- 
es to  be  even  hotter.  There  are  all  kinds  of  reasons  why 
companies  merge,  but  one  underhing  macroeconomic  force 
driving  the  phenomenon  is  glut.  After  a  decade  of  huge  cap- 
ital investments  in  Asia,  the  U.S.,  and  elsewhere,  supply 
outpaces  demand  nearly  every\vhere.  This  is  sending  prices 
lower,  eroding  coiporate  profits,  and  increasing  layoffs.  Merg- 
ers, especially  among  big,  like-size  companies,  ai'e  the  market's 
way  of  reducing  supply.  Antiti-ust  policy  must  focus  on  main- 
taining competition.  But  with  the  global  economy  facing  a  de- 
flationary' spiral,  leeway  should  be  given  to  some  mergere  that 
cut  back  overcapacity. 

Oversupply  is  sending  oil  prices  lower,  leading  Exxon  to 
hook  up  with  Mobil  and  British  Petroleum  with  Amoco. 


There  ai-e  perhaps  5  million  cars'  worth  of  overcapacity' 
world  auto  industn'.  Tlie  Daimler-Chiysler  merger  is 
binger.  At  the  Detroit  Auto  Show,  there  was  talk  of  F 
DaimlerChrysler  linking  up  with  Nissan,  Renault, 
B>m" — take  your  pick.  In  Asia,  chip  factories  are  being 
balled,  and  othere  are  being  sold  to  American  and  Eu 
companies.  A  vast  consolidation  is  imder  way. 

Glut  is  a  two-sided  beast.  It  pushes  inflation  lower,  \» 
fine,  since  it  ups  real  wages  and  income.  But  falling  prii 
mean  falling  profits  and  unemplov'ment.  Layoffs  are  n 
record  levels  in  America  as  companies  strive  to  rebuil 
it  margins.  So  fai;  people  have  been  able  to  get  jobs 
and  the  economy  has  rolled  along.  But  deflation  can  I 
gerous.  Mergers  are  one  of  the  ways  fi'ee  markets  de 
overcapacity  and  deflation. 
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ERE  S  AN  EMERGENCY  BOARD  MEETING.  THE  CFO  NEEDS  NUMBERS  BY  NOON! 


SAS  Institute  Inc. 


Presenting  our  Latest  d 
Ladies  and  gentlemen. 


Interactive  online  biLLing.  Sort.  Ti 


You're  never  going  to  look  at  your  phone  bill  quite  the  same  way  again.  Introducing  our  onlini 
system,  e«magine'."  Now  you  can  access  your  account  in  ways  you  never  before  thought  possib 
through  your  Internet  browser.  Sort  and  analyze  calls  by  account  code,  length  of  call,  originating  ' 
terminating  number,  almost  any  way  you  want.  Download  the  data  for  your  own  use.  Even  pay  your  ii 
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This  is  easier  said  than  done.  Today  the  fight  against  pathogens  of  bacterial  infections  has  becon 
a  serious  threat  again.  Because  of  their  enormous  adaptability,  they  have  built  up  resistance  to  man 
formerly  effective  antibiotics.  The  scientists  at  our  pharmaceutical  company  Hoechst  Marion  Rousi 
develop  new  medicines  and  alter  the  structures  of  existing  ones  to  set  up  effective  agents  agains' 
pathogens.  So  disease-causing  bacteria  will  not  have  anything  to  laugh  about  in  the  future. 


Imagine  laughter  being  the  only  thing  that^s  contagio 


Hoechst  Marion  Roussel  is  the  pharmaceutical  company  of  Hoechst,  an  international  group 


ii  inovatlon  in  Life  Sciences. 


Hoechst  AG,  D-65926  Frankfurt,  www.hoechst.com 
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Up  Front 


EDITED  BY  ROBERT  McNATT 


THE  FEDS 

WILL  PFIZER  HAVE  TO 
TAKE  ITS  MEDICINE? 

PFIZER     MAY     HK  WALL 

Street's  favorite  drugmaker, 
but  the  company's  Viagra- 
boosted  success  hasn't  kept  it 
from  running  afoul  of  the 
Food  &  Drug  Administra- 
tion. Citing  "a  broad  range  of 
problems  related  to  Pfizer 
drug  products,"  fda  drug 
chief  Janet  Woodcock  has 
taken  the  unusual  step  of 
asking  ceo  William  Steere 
Jr.  to  come  in  personally  tn 
discuss  those  problems.  Hi- 
visit,  set  for  late 
January,  may 
prove  instruc- 
tive for  other 
drugmakers. 

The  FDA  has 
siready  warned 
Pfizer  about 
violating  cer- 
tain marketing 
rales.  The  trig- 
ger  for  sum- 


moning Steere,  however, 
was  difl'erent.  In  its  ap- 
plication for  the  intra- 
venous antibiotic  Ti'ovan 
I.  v.,  approved  in  1997,  Pfizer 
failed  to  tell  the  fda  that  the 
di'ug  won't  work  with  cei'- 
tain  saline  solutions  used 
to  deliver  it.  Pfizer  says 
that  while  it  "should  have 
informed  the  FDA,"  it 
hopes  Steere's  meeting  will 
resolve  the  issues.  But  the 
talk  may  have  implications 
for  other  drug- 
makers.  Richard 
Frank,  a  Wash- 
ington  law>'er  who 
often  deals  with  the 
FDA,  believes  that 
new  Commissioner 
Jane  Henney 
"is  sending 
a  message 
that  this  kind 
of  sloppiness 
won't  be 
tolerated." 

John  Carey 
avd  Aiti.tj 
Ba  irett 


CORPORATE  TOOLS 

HOW  DAIMLER 
CROSSES  THE  POND 

MAKE       WAY       Ff)R  AIR 

Mercedes.  There  are  no  dii*ect 
commercial  flights  between 
newly  merged  Daimler- 
Chrysler's  dual  headquarters 
in  suburban  Detroit  and 
Stuttgart.  And  the  company's 
private  jets  are  neither  big 
enough  to  carry  dozens 
ocean-hopping  execs  nor 
always  able  to  make  the 
trip  without  refueling. 

So  the  company  will  stait 
its  own  air  shuttle  in  early 
February.  A  rented  Airbus 
A320  jet,  outfitted  with  60 
reclining  business-class  seats, 
will  fly  between  Stuttgart 
and  an  airport  near  U.S. 
headquaiters  in  Aubimi  Hills, 
Mich.,  at  least  thi'ee  times  a 
week.  Then,  in  a  year,  Daim- 
lerCluysler  plans  to  take  de- 


livery of  a  custom-built  A.320 
with  larger  fuel  tanks.  That 
means  nonstop  journeys  of 
seven  to  eight  hours,  up  to 
five  hours  less  than  commer- 
cial flights. 

DaimlerChrysler  chose 
Ah'bus  because  it  owns  38% 
of  the  European  jetmaker. 
The  auto  company  won't  di- 
vulge the  price  of  the  plane. 


but  says  that  willi  business- 
class  round-trips  costing 
about  $6,000,  the  plane  is 
worth  it.  There  is  one  draw- 
back, though,  for  Daimler- 
Chrysler's  executives.  They'll 
have  to  wave  Aiif  Wiederse- 
hev  to  all  those  frequent-flier 
miles.  Joann  Muller 


TALK  SHOW  4U  played  it  to  the  best  I  could  play  it?? 

— Mich  ael  Jordan,  announcing  his  retirement  on  Jan.  13. 


PRIVACY  POLICE 


SCORE   ONE   FOR  CIVILIZED 

dining.  Anger  over  dinner- 
time calls  pitching  eveiything 
from  time-shares  to  credit 
cards  has  galvanized  Georgia 
lawmakers.  Since  Jan.  1,  it 
has  been  illegal  for  telemar- 
keters to  phone  any  home  on 
the  state's  No  Call'List.  This 
peace  of  mind  costs  con- 
sumers just  $5  for  two  years, 
and  telemarketers  can  be 
fined  $2,000  for  ringing  those 
on  the  list.  Some  130,000 
households  have  signed  up. 

But  not  all  is  peachy  in  the 
Peach  State  yet,  even  though 


THE  $2,000  WRONG  NUIkE 


law-abiding  telemai-ke  ' 
using  elaborate  datal 
identify   who   is  c 

Hundreds   of  con 
have  already  con 
*,y     that  the  law  isn 
'  ^     enforced.  The  st: 
it  is  providing  c 
informal   grace  pei 
spread  word  of  the  1 
List,  giving  warningi- 
it  starts  the  fines.  "Wi 
in  the  educational  i 
says  a  Public  Servic 
mission  spokesman. 

There  are  also  lo( 
Not  only  are  politici 
empt,  but  so  is  any  c 
that  has  previously  do 
ness  with  a  househol 
the  idea  is  catching  o 
lar  laws  recently  too 
in  Illinois  and  Ke 
while  about  a  doze 
states  are  considerir 
own  versions.  Dea.j 


MILLENNIUM  MESS 

MICROSOFT  DION  T 
SWAT  ALL  THE  BUGS 

THAT  DARN  MILLENNIUM  BUG. 

It's  catching,  and  now  it's 
bugging  Microsoft,  too.  The 
company's  Windows  98  soft- 
ware was  promoted  months 
ago  as  being  "Y2K  bug  free." 

Apparently  it  is  not.  Says 
Don  Jones,  Microsoft's  Y2K 
specialist,  "Microsoft,  during 
testing,  has  identified  minor 
Y2K  issues"  and  "is  making  a 
Windows  98  Year  2000  Up- 
date available  immediately 
that  customers  can  download 
or  order  on  CD."  Jones  says 
the  bug  could  wrongly  dis- 
play some  dates  and  times  on 
occasion,  but  won't  destroy 
any  data. 

Bill  Gates  isn't  alone.  Lou 
Marcoccio,  chief  Y2K  re- 
searcher at  Gartner  Group,  a 
tech  think  tank,  says  83%  of 
cvu'rent  off-the-shelf  software 
may  have  Y2K  glitches,  down 
from  89%  a  year  ago:  "It's 


getting  better,  but  th 
a  lot  of  progi'ams." 

A  clever  new  ad  o 
Computer's  Web  site 
errant  software  writ' 
parody  starring  H; 
computer  from  2001: 
Odyssey.  "Dave,  do 
member  the  Year  200 
computers  began  ton 
have?"  HAL  asks.  App'  i 
parently  bug-fi'ee,  M' 
says.  But,  he  adds, 
companies  are  fortl 
about  Y2k:  "Some  nji 
turers  don't  know — 0:are. 
telling."      Marciu  SP' 
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Look  who^  in  business  now. 


Great  performance  at  an  exceptional  value. 

Looking  for  a  smart  buy  :'  Here's  today's  top  pick:  the  Intel"  Celeron  '  processor.  It  gives  you  quick  and 
responsive  performance  for  today's  business  applications.  At  a  great  value.  And  because  it  s  from  Intel, 
you  get  all  the  compatibility  and  reliability  vou've  come  to  expect.  To  learn  more,  contact     ■      ■  ■ 

Intel 

The  Computer  Inside." 


your  PC  manufacturer,  see  your  local  reseller,  or  visit  us  on  the  Web.  I  ►  www.intetcom/Celeron 


999  Intel  CorporatiDn.  Iinel  and  Intel  Inside  are  registered  tradeinarks.  and  Celeron  and  "The  Computer  Inside"  are  trademarks  ot  Intel  Corporation. 
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OVER  THERE 

HATE  TO  EAT 
AND  FLY,  BUT..; 


NICE  PAD:  "WiuipiJi  r  Cliuppt  r" 

NOW  THAT  THE  DRIVE- 
through  window  is  a  fixture 
of  the  fast-food  world.  Burg- 
er King  is  perfecting  the  fly- 
through.  A  Burger  King  in 
suburban  London  dubs  the 
addition  to  its  regular  restau- 
rant the  "Whopper  Chop- 
per," a  landing  pad  where 
helicopter  pilots  can  drop  in, 
grab  some  grub,  and  fly  out 
without  leaving  the  cockpit. 
Pilots  call  first  to  alert 


Burger  King  that  they  are 
landing.  An  employee  dashes 
out  and  calls  the  order  in. 
Then  it  is  delivered  to  the 
waiting  chopper.  "This  is 
more  like  the  old  din- 
ers where  someone 
comes  out  to  take 
\  om*  order,"  says  Jon 
Clarke,  a  BK  spokes- 
man in  London.  "It's 
a  bit  more  personal." 

Pilots  agree.  "I 
think  this  is  a  great 
idea."  says  Mai'k  Bar- 
ry-Jackson, an  Aero- 
mega  pilot.  "Finding 
suitable  places  to  stop 
and  refuel  passengers 
has  always  been  diffi- 
cult." The  landing  pad,  wlueh 
is  under  a  helicopter  traffic 
lane,  w^as  so  popular  it  was 
closed  over  the  Christmas 
holidays  so  it  could  be  made 
big  enough  to  handle  militaiy 
choppers,  whose  pilots  had 
heai-d  about  the  place.  Bm'ger 
King,  still  testing  the  concept, 
won't  comment  on  its  prof- 
itability. But  the  fly-thi'ough 
is  an  idea  that  may  just  take 
off.  Dennis  Blank 


l-WAY  PATROL 

CAUGHT  IN  THE  SPAM 
CROSSFIRE 

TIRED  OF  SP.A.M — THE  JUNK 

E-mail,  that  is?  So  are  a  lot 
of  companies.  But  they  are 
discovering  that  combating 
spam  can  kill  their  E-mail. 

How  so?  Spammers  often 
route  messages  via.  a  third- 
paity  network,  disguising  theii* 
I'eal  address.  To  screen  out 
spam.  Mail  Abuse  Pi-evention 
System  (maI's),  an  anti-spam 
outfit,  keeps  tabs  on  wliich  In- 
ternet pro\iders,  wilUngly  or 
not,  have  been  used  to  send 
spam.  When  one  lands  on  its 
"shame"  list,  watch  out.  Com- 
panies using  the  m.aps  blacklist 
wtU  block  eventhing  fi'om  the 
offending  systems,  including 
legitimate  E-mail.  So  compa- 
nies unawai-e  that  il.\PS  deems 
their'  Internet  connection  a 
spammer  can  be  shut  dowTi. 

Lantus  Svstems,  for  exam- 


ple, a  Richmond  (Va.)  firm 
that  sells  a  database  of  Y2K- 
compliant  companies,  was  shut 
down  for  tlii'ee  days  because  a 
spammer  used  its  Net  pro- 
vider. Already,  big  netwoi'ks 
like  EailhLink  and  Microsoft's 
MSN  Network  won't  let  third 
parties  use  their  Internet 
servers  because  maps  found 
that  spammers  once  invaded 
them.  NUPS  acknowledges  that 
incidents  like  Lantus's  occm- 
But  it  considei-s  them  a  small 
price  to  pay  for  a  spam-fi-ee 
world.  Roy  Fnrchgott 
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Do  You  I 

IT. 


MAD  AVE 

PLASTER 

EVERY  MOUNTAIN  

ask  your  ski  instructor 
at  Vail  or  Beaver  Creek  the 
time,  and  the  teacher  will 
check  his  or 
her  $1,000  tag 
Heuer  watch 
and  say  "1  p.m. 
It's  TAG  time." 
Then  you're 
likely  to  note 
the  200  TAG 
Heuer  clocks 
around  the  re- 
sorts, the  TAG 
Heuer  logo  on  the  instruc- 
tors' uniforms,  or  the  Vail 
ski  trail  dubbed  "Inner 
Strength,"  after  the  watch- 
maker's ad  slogan.  Yep.  It's 
safe  to  say  tag  Heuer  owns 
bragging  i-ights  to  these  two 
Colorado  mountains. 

"Sponsoring"  a  mountain  is 
an  increasingly  hot  promo- 


tional trend.  Vail  ah 
15  other  sponsorshi] 
the  Kkes  of  Spiint,  Ci 
Pepsi,  which  make  si 
pajTnents  to  plaster 
slogans  on  trails  and 
products  there.  Twi 
companies,  Starbuc 
Allegri 
fought  1 
sor  Vai 
puccino 
presso: 
Allegi'O: 
Now, 
and  C 
Mount 
Color-ad 
moth  .^. 
in  CahfoiTiia,  and  Wli 
British  Columbia  are 
looking  for  deep-pi- 
sponsors.  No  one  seer 
complaining  about  t  • 
pant  commercialism. : 
ski  instr'uctors  at  si 
sorts  would  Uke  a  Utt 
They  want  those  Ire 
watches.  Joci 


THE  BIG  PICTURE 


HEY,  BIG  SPENDER  Cal  Ripken  Jr.  plugs  Prini^ 
hypertension.  Bob  Dole  promotes  Viagra,  for  you-i 
what.  Prescription  drug  ads  are  booming.  The  hea^ 
hitters?  In  the  first  three  quarters  of  '98,| 
Wellcome  spent  $134  million,  Schering- 
$129.9  million.  12 
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•ANNU* 
ONTHRfl 

DATA:  COWEirm  MEDIA  REPORTm 


'93  '94  '95 
A  BILLIONS  OF  DOLLARS 


FOOTNOTES  U.  S.  Supreme  Court  decisions  on  sexual  harassment  in  1998:  4;  in  1993:  1 ;  in  1986:  1 
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t  select  the  recipient  from  your  built-in  address  book,  click  on  their  name  and  your  airbill  is  automatically  filled  out 
.  Press  print,  and  by  the  time  the  airbill  comes  out  of  your  printer  your  package  has  been  registered  in  our  system, 
saving  you  something  you  can  never  have  too  much  of:  time. 

www.fedex.com/us 
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Stylish.  Introducing  the  Toshiba  Portege  Series. 
Precious  metal  doesn't  get  more  refined  than  this. 
With  a  magnesium  alloy  casing  and  sculpted 
contours,  it's  the  most  ultra-compact  powerhouse 
Toshiba  has  ever  built.  Because  success  isn't  just 
how  you  carry  yourself.  It's  also  what  you  carry. 


Ultraportable.  It's  one  inch  thin.  Ancli 
Usability  and  portability  have  neve 
perfectly  matched.  With  its  built, 
upgradeable  modem  with  DSVD  dJ 
and  full-size  keyboard  with  AccuPoin 
designed  for  serious  mobility.  Not  ur 


©1999  Toshiba  America  Ififormation  Systems,  Inc  Portege  is  a  registered  trademark  and  AccuPoint  is  a  trademark  of  Toshiba  America  Information  Systems,  Inc  •24X  maximum  speed  16X  avfeli 

t 


pentium*J[ 


The  cutting  edge. 
Forged  from  an  alloy  of  magnesium 
and  imagination. 


Performance.  Powered  by  the  latest  Intel  Pentium'*'  II 
processor  SOOMHz,  Portege  has  a  huge  4.3  billion 
byte  hard  drive.  32MB  high-speed  Synchronous 
DRAM.  Windows'"  95  or  optional  Windows  NT. ' 
Even  the  new  NeoMagic'"  graphics  controller.  All 
brought  to  vivid  life  on  an  impressive  12.1 "  display 


Expansion.  The  optional  CD  Network  Dock  delivers 
full  port  replication  with  a  10/100  Basel  Ethemet,  24X* 
CD-ROM,  floppy  disk  dnve  and  speaker  with  microphone. 
When  docked,  Portege  does  the  job  of  a  desktop  and 
is  still  thinner  and  lighter  than  most  notebooks.  Call 
us  at  1-800-TOSHIBA  or  surf  www.toshiba.com 


TOSHIBA 

The  World's  Best  Selling  Portable  Computers. 

■d  trademarks  of  Intel  Corporation  All  products  and  names  mentioned  are  the  property  of  their  respective  companies  All  specifications  and  availability  are  subject  to  ctiange.  All  rights  reserved 
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Readers  Report 


MANAGED  CARE 
GETS  A  BUM  RAP 


Robert  Kuttnei-'s  views  on  managed 
care  ("A  dirty  little  secret:  Managed 
care  is  bad  for  business,"  Economic 
Viewijoint,  Dec.  21)  are  so  liddled  with 
false  assmnptions  that  it's  hard  to  know 
where  to  begin  to  repair  the  damage. 

In  reality,  the  government  health- 
care systems  he  so  admires  in  Canada 
and  ELU'ope  limit  access  to  cai'e  tlii'ough 
queuing.  (We  do  a  great  business  in 
Canada  selling  supplemental  policies  to 
Canadians  so  they  can  get  health  care  in 
the  U.S.  when  they  get  sick.)  In  the 
U.  S.,  managed  care  focuses  on  preven- 
tive cai-e,  disease  screenings,  and  disease 
management  techniques — all  designed 
to  avoid  more  serious  (and  costly)  ill- 
nesses by  getting  care  to  people  sooner 
rather  than  later 

Aiid  how  many  business  leaders  wor- 
ried about  health  costs  are  willing  to 
test  the  assertion  that  a  government 
monopoly  (the  same  people  who  brought 
you  $600  toilet  seats)  would  add  less 
overhead  than  a  private  system  where 
hundreds  of  health  plans  compete  for 
then-  business? 

Around  the  world,  there  is  a  gi'owing 
preference  for  privatization  and  man- 
aged care  as  the  solution  to  soaring 
costs  and  sinking  service.  If  the  U.  S. 
were  to  heed  Kuttner's  advice,  we 
would  find  ourselves  bucking  the  trend 
in  favor  of  a  big-govemment  ideology 
that  ignores  the  painful  experiences  of 
other  countries  that  have  found  gov- 
ernment health-care  systems  wanting. 

Richard  L.  Huber 
Chairman  and  ceo 
Aetna 
Haitford 

IN  CASE  OF  EMERGENCY, 

BREAK  GLASS  CEILING  

Reading  "Who  will  step  into  Jack 
Welch's  shoes?"  (News:  Analysis  &  Com- 
mentaiy,  Dec.  21)  made  me  th'ed.  Eight 
contenders  for  Jack  Welch's  successor 
are  highlighted,  and  not  a  woman  in 
sight.  No  women  are  mentioned  in  the 


article,  although  one  senses  then 
ence  of  Lorna  Wendt  as  part 
husband's  downfall.  All  of  the^ 
are  young,  certainly  in  the  same  ii; 
as  many  well-educated  and  higi- 
perienced  business  women.  Tin 
absence  of  women  in  line  for  t 
spot  is  pathetic  and  inexcusabl 
company  with  the  size,  scope, 
and  success  of  General  Electric. 

Rosemary 
Wichitd 


ATTACKING  IMPEACHMENT 
WITH  CHICKEN  LITTLE'  RHEIl 


Merely  because  ex-Clinton  Ac 
tration  official  Laura  D'Andrea 
now  is  dean  of  a  business  scho( 
does  not  transform  her  political 
tivated  opinion  into  an  "economic 
point."  Similarly,  if  Julia  Child  v 
write  a  column  shamelessly  sup] 
of  the  President  in  Gourmet,  tha 
wouldn't  make  it  an  article  abou 
food. 

Tyson's  "An  impeacliment  tria 
punish  the  economy"  (Economic 
point,  Jan.  11)  contains  nothing 
than  "Chicken  Little"  rhetoric 
vain  attempt  to  scare  people 
the  har-in-chief  s  hide.  Her  clising 
commentary  is  reminiscent  of  tl 
mongering  about  the  stock  mar 
Clintonistas  pushed  on  the 
moniing  talks  shows  just  before 
impeached.  Well,  nothing  hap 

Finally,  Tyson's  arginnent  is 
mount  to  backing  Mussolini  bee; 
made  the  trains  inn  on  time, 
imagine  Tyson  would  say  Nixon 
not  have  been  impeached  becau 
tain  economic,  social,  and  politics 
lems  were  in  flux  at  the  time. 

Gregory 
San  Fi 


PENALIZE  CLINTON-WITH  Ei» 
DEPARTURE  FROM  OFFICE 


To  avoid  "impeachment  gr-idlo 
need  a  Presidential  plea  bargaii 
for  Business?"  News:  Analysis  c 
mentai-y,  Jan.  11).  The  only  real 
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ting  a  lair  but  meaningful  penal- 
ino  makes  no  sense.) 
;ure  that  Pi-esident  Clinton  and 
mocrats  would  agree  to  a  Gon- 
ial rebuke  and  an  early  depar- 
)m  the  office  of  President — of  a 
week,  a  month,  or  even  more. 
:publicans,  including  an  offer  of 
y  from  follow-on  prosecution, 
)robably  want  the  depailm-e  to 
or  nine  months  early.  We  the 
would  pi-obably  accept  anything 
een  as  fair — and  it  would  allow 
intry  to  stail  moving  forward 
jet  the  negotiations  begin! 

Jim  Haugen 
West  Bloomfleld,  Mich. 

STOCKS. 

IE  NO  MICROSOFT  

met  stocks:  What's  their  real 
(Cover  Stoiy,  Dec.  14)  draws 
j  )mparisons  with  the  go-go  era 
ite  1960s,  when  stock  piices  flew 
'  based  upon  trendy  valuation 
3,  only  to  come  crashing  down 
ster  later,  when  economic  reality 

e  late  '60s,  go-go  stocks  were  all 
d  to  be  the  "next  Xerox."  To- 
ry "Net  stock"  is  supposed  to  be 
xt  Microsoft."  However,  compa- 
I  Amazon.com  don't  resemble  Mi- 
-past  or  present.  Amazon.com 
ail  outlet  with  gi-oss  margins  of 
0%,  huge  net  losses,  operating 
ily  price-sensitive  mai'ket  (books, 
:.)  with  a  low  barrier  to  entiy, 
)endent  on  the  cost  of  goods  it 
introl.  Microsoft,  a  producer  of 
ary  goods,  has  gross  margins  of 
'%  and  had  healthy  profits  be- 
•ven  went  public, 
cyber-casino  alone  has  run  up 
ocks,  and  most  admit  they  don't 
'  they  will  ever  be  profitable. 
'8  of  tremendous  benefit  to  con- 
but  are  poor  companies  to  buy 
a.  1999  will  be  the  year  they 
•ashing  down,  followed  by  well- 
shareholder  lawsuits  (K-Tel  In- 
inal  is  but  the  fii-st).  Shorting  or 
?  these  stocks  is  the  best  long- 
rategy. 

Dave  Grissom 
San  Francisco 

iVING  GRACE 
I  NDING  ON  DURABLES 

liniment  at  the  end  of  "Forget 
i  America,  your  job  is  to  spend" 
Analysis  &  Commentaiy,  Dec. 
4)  reveals  another  reason  why 
n.us  rate  in  the  U.  S.  is  seriously 
it  I'd.  Consumer-dm-ables  expen- 
such  as  the  author's  new  car 
nu  room  fuiTiishings,  are  treated 


as  current  consumption.  Yet,  realistical- 
ly, approximately  90%  of  the  current 
expenditure  on  those  items  is  savings 
(as  the  transportation  and  dining  ser- 
vices will  accioie  not  only  this  year  but 
also  in  the  years  to  follow).  Therefore, 
author  Ullmann  is  really  saving  more 
than  the  statistics  show;  he  has  just 
chosen  savings  vehicles  different  from 
the  traditional  savings  passbook. 

Once  one  adjusts  expenditures  to  al- 
locate a  share  of  cuirent  expenditures 
on  durables  to  savings,  the  personal 


savings  rate  is  not  nearly  as  low  as  is 
reported  in  official  statistics. 

David  Hammes 
Hilo,  Hawaii 

A  STOCK  WILL  DO  AGAIN 

WHAT  IT  DID  BEFORE  

"A  less-than-random  walk"  (Econom- 
ic Trends,  Dec.  21)  describes  the  so- 
called  momentimi  effect,  whereby  stocks 
that  have  done  better  than  the  market 
in  the  past  tend  to  do  better  than  the 


"We're  trying  to  break  him  of  begging  for  more  reliability  at 
the  table.  Besides,  we're  with  Williams  so  there's  no  need." 


Hush,  puppy.  Don't  feel  hounded  by  doubts  about  your  company's 
energy  or  communications  future.  Only  Williams  leads  in  both, 
to  give  your  business  the  reliability  and  innovation  you  need  in  a 
dog-eat-dog  world. 


Williams 


Energy  •  Communications  •  Leadership 

l-SOO-WILLLAMS  •  m'SE:  WMB 
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HP.  Better  color,  no  matter  what  you're  printing.  | 

Introducing  a  new  line  of  HP  Color  LaserJet  printers.  Be  it  good  times  or  Fant. ' 
times,  people  want  great  color  printouts.  Which  is  why  our  new  fast  and  affordable  C^c 


HP  Color  LaserJet  printers  start  at  $2,499. 


irJet  printers  offer  our  exclusive  ImageREt  Color  Layering  technology.  Rather  than  placing  red  dots  next  to 
OW  dots  to  create  the  illusion  of  orange,  our  process  literally  mixes  the  colors  to  create  real  orange.  Or  maroon. 
nlUions  of  other  colors.  All  at  impressive  printing  speeds,  up  to  6  ppm.  Visit  www.hp.com/go/officecolor. 


BusinessWeek       m  partnership  with, world  resources  institut 


Announcing 


The  Next 


AGENDA     FOR     T  H  E     2.1  ST     C  E  N  T  U 


Solving  social  and  environmental  challenges  is  no  longer  optic  li 
for  companies  or  society.  These  global  challenges  demand  ingenuity  ai 
resolute  efforts  to  sustain  economic  progress  whUe  preserving  the  vital! 
of  our  communities  and  the  integrity  of  the  Earths  natural  systems.  | 

Business  Week  and  Wbrld  Resources  Institute  (WRI)  are.proud  to  : 
announce  a  definitive  special  advertising  section,  The  Next  Bottom  Lh 
The  section  will  feature  essays  by  GEOs  of  major  corporations  and 
insightful  articles  by  WRI  addressing  how  business  can  balance  ne^ 
social,  environmental,  and  financial  expectations  and  still  provide 
shareholder/stakeholder  value. 
Beyond  W&^^s  vast  global  coverage: 

■  The  internationally  renowned  Tomorrow  -  Global  Environment 
Business  Magazine  will  print  the  entire  section  in  its  May/June  issu 

.  The  National  Town  Meeting  for  a  Sustainable  America  will  wide 
distribute  reprints  of  the  section  (May  2-5,  1999). 

.  WRI  will  introduce  the  reprinted  section  to  distinguished  busine 


schools  worldwide. 
We  invite  you  to  be  our  corporate  partners  as  we  aU  become  stewar. 
of  a  new  balance  sheet  -  a  "win-win"  for  the  entire  planet. 

Issue  Date:  May  3, 1 999  Worldwide  Edition 
Advertising  Closing  Date:  March  22 

For  more  information,  contact  your  Business^Week  Kcconm  Manager 
Sue  Swarzman,  Special  Projects  Consultam  at  212/996-7332. 


aders  Report 


iECTIONS&  CLARIFICATIONS 

al  estate:  Prognosis  1999"  (Industry 
)k:  Services,  Jan.  11),  Arthur  J. 
e  II  was  incorrectly  identified.  Mirante 
iident  and  CEO  of  Cushman  &  Wake- 

10. 


in  the  futm-e.  Supei-ficially,  such 
Dr  seems  to  violate  the  efficient- 
,  hy])othesis,  which  predicts  that 
ock-price  behavior  should  not  be 
ted  with  future  prices, 
random  walks  (flips  of  an  unbi- 
m,  for  example)  also  exliibit  what 
be  interpreted  as  a  momentum 
Dne  property  of  a  random  walk  is 
Tiber  of  changes  of  sign  in  a  giv- 
iber  of  trials.  A  trial  might  be  a 
a  coin,  or  it  might  be  a  certain 
terval  after  which  the  value  of  a 
s  reassessed  (ai*  hour,  a  day,  a 
A  change  of  sign  occurs  when- 
hat  had  been  a  winner  (profit  in  a 
3r  more  heads  than  tails  in  coin 
■)  becomes  a  loser  (loss  in  a  stock, 
3  tails  than  heads),  or  when  what 
3n  a  loser  becomes  a  winner. 
11  the  possible  sequences  of  sign 


changes  in  a  random  walk,  the  highest 
probability  is  for  zero  changes  of  sign. 
That  is,  a  stock  that  executes  a  ran- 
dom walk  and  starts  out  a  winner  (in- 
creases in  value  in  the  first  trial,  or 
time  increment,  after  its  piu'chase)  has  a 
higher  probability  of  remaining  a  winner 
than  it  has  of  any  other  possible  combi- 
nation of  winning  and  losing  during  the 
same  number  of  trials.  Similarly  a  stock 
that  starts  out  a  loser  has  the  highest 
probability  of  remaining  a  loser.  And 
when  sign  changes  do  occur,  they  oc- 
cur much  less  frequently  than  most  peo- 
ple would  expect  for  a  random  process. 

George  W.  Pearsall 
Dui-ham,  N.  C. 


"How  the  U.  S.  handcuffed  the  crime 
rate"  (Economic  Viewpoint,  Dec.  28/Jan. 
4)  does  an  injustice  to  the  efforts  to 
prevent  crime  that  are  going  on  all 
across  America.  Instead  of  celebrating 
the  same  old  punishment-only,  wait-for- 
the-crime-to-happen  philosophy  that  is 
popular  with  the  political  set,  we 
should  recognize  proven  early-inter- 
vention programs  that  prevent  our 


youth  from  becoming  criminals  in  the 
first  place. 

Early  childhood  education,  parenting 
assistance,  health-care/nutrition,  and  af- 
ter-school progTams  have  proved  effec- 
tive in  crime  prevention.  They  also  pay 
for  themselves  many  times  over  in  sav- 
ings to  communities,  governments,  and 
the  private  sector  Public-policy  initia- 
tives are  needed  to  provide  more  fund- 
ing for  such  activities. 

Gordon  P.  Rondeau 
Marietta,  Ga. 

WHAT  MIDDLE  MANAGERS 

CAN  LEARN  FROM  KEN  CHENAULT 

"The  rise  of  a  star"  (Cover  Story, 
Dec.  21)  should  be  read  by  all  middle- 
management  executives  in  any  sei-vice 
business.  Ken  Chenault  has  a  quality 
that  is  missing  in  many  customer-seivice 
business  executives  today.  It  is  no  sur- 
prise to  me  that  he  has  accomplished  all 
he  has  at  American  Express  and  was 
instrumental  in  its  huge  gains  in  value 
and  in  its  public  image.  Middle-manage- 
ment personnel  today,  as  a  whole,  just 
do  not  seem  to  get  it:  You  need  tiie  lat- 
ter to  achieve  the  former. 

Back  in  1988,  I  had  reached  my  boil- 


CRIMINAL  JUSTICE: 

AN  OUNCE  OF  PREVENTION  . . . 


HP  Color  LaserJet  4500  Series  printers 

Featuring  ImageREt  Color  Layering 

•  Designed  for  workgroups  of  up  to  20  people 

•  4  ppm  color,  16  ppm  black 

•  Supports  a  wide  range  of  media  including 
envelopes,  labels,  transparencies 
and  soft-gloss  paper 

•  8  1/2" X  14"  color  auto-duplex  option 

•  High  volume  paper  handling -up  to 
900  sheet  input  capacity 

Starts  at  $2,499 

PCWEEK 

HCOMDEX 


HP  Color  LaserJet  8500  Series  printers 

Featuring  ImageREt  Color  Layering 

■  Designed  for  departments  of  up  to  50  people 

•  6  ppm  color,  24  ppm  black 

•  Full  range  of  in-house  color  printing 
features-up  to  II" x  17"  full-bleed  for  flyers, 
newsletters,  brochures  on  a  wide  range  of  media 

•  iV'x  17"  color  auto-duplex  option 

•  Very  high  volume  paper  handling-up  to  3.100 
sheet  input  capacity 

Starts  at  $5,999 


un  n  I  .  ,  .     .  f>J^  HEWLETT' 

HK  better  color,  no  matter  what  you  re  printing.  mL'iim  Packard 

For  more  information  about  our  Color  LaserJet  printers,  visit  www.hp.com/go/oFficecoLor.  [  Expanding  Possibiliti^ 


Helt-Packdrd  Cympany,  Estimated  U  S.  Rel.iil  Pore, 


EMC' 

The  Enterprise  Storage  Company    EMC  Enterprise  Storage'  provides  strategic  advantages  in  areas  .k 
as  cost  control,  time-to-market,  Internet  commerce ,  data  warehousing ,  and  custoi 
service.  Advantages  that  can  create  new  business  opportunities.  How?  By  consolidafBi 
information  and  making  it  available  to  all,  regardless  of  the  computers  in  use.  In' 


C's  Enterprise  Storage  Network  (ESN)  promises  to  enhance  data  access,  boost 
'Work  performance ,  and  automate  storage  management.  It's  no  wonder  over  90 
»  'he  FORTUNE"  700  companies  are  our  customers.  To  put  The  EMC  Effect'  to 
"  *  for  you,  reach  us  at  www.EMC.com/brickwaIl  or  1-800-424-EMC2,  ext.  702. 


A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


T.  Rowe  Price  Blue  Chip  Growth  Fund  invests  in  the 
leaders  of  today  as  well  as  companies  expected  to  become 
the  industry  leaders  of  tomorrow.  These  blue  chip 
companies  can  offer  you 
excellent,  long-term 
capital  appreciation 
potential  with  less  vola- 
tility than  growth  funds 
investing  in  small  and 
mid-size  companies. 


Ho%v  S  10,000  Invested  6/30/<r3 
Would  Have  Grown  vs.  Competitors 


20,000- 


H  Blue  Chip  Growth  Fund 

Wi  Lipper  Growth  Funds  Average 


A  record  of  proven  10,0 
performance.  The 

fund's  focus  on  excellence 

has  rewarded  investors  well.  As  the  chart  shows,  it  has 
outperformed  the  average  of  its  peer  growth  funds  over 

time.  The  fund  has  also  earned 
Morningstar's  highest  rating — 
five  stars — for  its  overall  risk- 
adjusted  performance.  It  was 
.^■HHHBHIHHHB^  rated  among  2,744  and  1,655 
domestic  equity  funds  for  the  three-  and  five-year  periods 
ended  11/30/98,  respectively." 

Invest  in  blue  chip  stocks,  if  you're  considering 
enhancmg  your  portfolio  performance  with  a  select  group 
of  market  leaders,  call  us  today.  Of  course,  past  perform- 
ance cannot  guarantee  future  results.  No  sales  charges. 


Morningstar 
*  ★  *  *  * 


ASK 

ABOUT 

OUB 


ROTH 
IRA 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-541-6215 

mvT\-  troweprice.  cum 


Invest  With  Cojifidence 

TRoweftice 


-Ik 


6.39"o.  19.61%.  and  20.61%  ;ire  the  fund's  average  annua]  total  returns  for  ttie  1-year.  S-year.  and  since 
inception  (6/,iOA)3)  periods  iided  Q/itV^S.  respecti\eh  Figures  include  changes  in  principal  value,  reinvested 
dividends,  and  capital  gain  distributions.  Investment  return  ;uid  pnncipal  value  will  vary,  and  shares  may  he  worth  more 
or  less  at  redemption  than  at  original  puicha.se.  (Source  for  Lipper  data:  Upper.  Inc.) 

•Morningstar  proprietan  ratings  reflect  historical  risk-adjusted  pert'orm;mce  a.s  of  I  I/.^O/OS.  These  ratings  mav  change 
monthly  and  are  calculated  from  the  fund  s  .v  and  5-year  average  annual  returns  in  e.xcess  of  90-day  Treasurv  bill  returns 
wth  appropriate  fee  adjustmenLs  and  a  nsk  factor  that  reflects  fund  performance  below  90-dav  Treasurv  bill  renims.  The 
fund  received  S  stars  for  the  3-  and  5-year  periods.  The  lop  10%  of  the  hinds  in  an  invesunent  categorv  receive  5  stars. 
Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services.  Inc..  Distributor.  bcgo46036 


Readers  Repo 


1 


ing  point  with  some  of  the  middlTr 
agers  who  were  hancUiiig  a  pr&l 
Ajiierican  Express  with  my  dai' 
credit  cai'd.  As  a  last  option.  I  cu 
the  head  of  customer  service  . 
time,  and  foitimately  for  me  th 
Ken  Chenault.  I  was  just  one  int 
cai-d  holder  with  what  seemed  ti 
unsolvable  problem,  but  he  tu 
time  to  put  me  in  contact  with 
ployee  in  their  North  Carolin; 
wiio  ttu'ned  out  to  be  bright,  ret 
and  sensitive.  She  solved  my  dai 
credit  card  problem  in  less  th 
w  eek  and  even  upgi'aded  her  st 
the  pi'ocess.  Il  was  jtist  good  hi" 
LeaiTi  a  lesson  fi'om  Ken  Chen 
you  middle-management  execut 
the  hospitality  industry:  Care 
eveiT  customer. 

Dan  V 
Saratoga  Spring 

FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Busineste 
Daily  Briefing,  and  seven  years  of  BW  archi 
available  on  the  World  Wide  Web  at; 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BV 
To  sign  up  for  BW  on  AOL,  call  (800)  641 
and  mention  BusinessWeek. 


Afa 


Ven 


Shopping  for  computer  equipment?  Visit  Ma 
online  Computer  Buying  Guide,  for  contini!^ 
updated  ratings  and  price  informatio 
Go  to  Keyword:  Maven  on  America  Onli 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.cn 


HOW  TO  REACH  BUSINESS  WEE 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytii^ 

evening  phone  numbers.  We  reserve  the  right  1 

letters  for  clarity  and  space  and  to  use  them  i|| 

electronic  and  print  editions. 

Mail:  Business  Week,  1221  Avenue  of  the  Ameras 

39th  fioor.  New  York,  NY  10020  I 

Fax:  (212)  512-6458 

Internet:  bwreader@businessweek.com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscrioi 
renewals,  changes  or  problems,  and  single  co-s. 
Phone  (800)  635-1200  or  (609)  426-7500 
Fax:  (609)  426-7523 

Internet:  bwcustsv@businessweek.com  ^ 
Library  fee-based  services:  (212)  512-6704 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

For  custom  reprints  (minimum  order  of  l.OOO)'"' 
(212) 512-3148 

For  all  other  permission  or  reprint  inquires. 
Phone:  (212)  512-4801 
Fax:  (212)  512-4938 

Internet:  www.businessweek.com/reprints/  U 


There's  an  Easier  Way  to  Reach  Your  SAP  Data 
and  the  Right  Decisions. 


SAS®  Software  is  the  Real  Breakthrough. 


You've  invested  millions  in  your  ERP  system. 

Looking  for  a  way  to  turn  all  that  data  into 
information — and  true  competitive  advantage? 
You're  ready  to  expand  your  business.  Seel<ing 
a  reliable  way  to  evaluate  profits,  monitor  costs, 
and  manage  budgets?  You're  anxious  to  satisfy 
customer  needs  and  stakeholder  demands. 
Waiting  for  one  consistent  version  of  the  truth  — 
from  every  corner  of  your  enterprise? 

SAS  software — from  the  world's  leader  in  decision 
support — lets  you  get  down  to  business  with 
SAP  AG's  R/3  — or  any  other  data. 


♦  Achieve  a  rapid  return  on  your  ERP  investment 

♦  Enhance  profitability  through  data  mining 

♦  Unleash  the  business  potential  of  R/3,  other  ERP 
systems,  or  other  data  sources— using  integrated 
SAS  capabilities  for  CRM,  balanced  scorecard, 
quality  improvement,  and  more 

SAS  software  leverages  strategic  partnerships  and 
is  Year  2000  compliant  and  platform  independent. 

Visit  us  at  w/ww.sas.com/erpsolutions  for  more 
information  and  to  request  our  free  guide: 

Maximizing  Return  on  Your  SAP  AG  R/3  Investment. 
Or  give  us  a  call  at  919.677.8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc  Copyright®  1998  by  SAS  Institute  Inc 


.sas.com/erpsolutions 


E-mail:  bw@sas.com 


919.677.8200 


THE  EASIEH  INTERNET  ONll 
SERVICE  JUST  COT  EASIER! 


America  Online  is  easier,  Isn 


and  better  than  ever.  It's  a  sa. 


Install,  comes  with  FREE  2^ 

I 
I 

customer  service,  and  con 
you  with  lots  of  stuff  y 
can't  find  anywhere  els 

TO  EXPERIEN 
IT  FIRSTHAND, 
1-800-4-ONLIII: 


So  easy  to  use, 
no  wonder  it's  ^! 


Availability  may  be  limited,  especially  durincSieal 
©  1998  America  Online,  inc. 


Stay  2  Nights 


rn  50%  Off  a  Weekend 
^ight  at  Select  Hotels 


Free  NigKts  or  TKousancJs  of  A/liles 
Are  in  tKe  Stars  at  Hyatt 


Stay  4  Nights 


rn  1  Free  Weekend  Night 

at  Select  Hotels 
Qe  2,000  Bonus  Miles 


Stay  6  Nights 


rn  2  Free  Weekend  Nights 
at  Select  Hotels 
4,000  Bonus  Miles 


Stay  8  Nights 


rn  3  Free  Weekend  Nights 

at  Select  Hotels 
Or  6,000  Bonus  Miles 


ith  Nights  After  Nights^'  every  eligible  night*  you  stay 
between  November  15, 1998  and  February  28, 1999,  can  count 
toward  your  choice  of  up  to  3  free  weekend  nights  at  Hyatt  or 
up  to  6,000  bonus  miles  with  a  participating  airline  partner. 

Participating  In  Nights  After  Nights  Is  Easy 

Enroll*  in  Gold  Passport,  Hyatt's  worldwide  frequent  guest  program, 
and  receive  your  account  number  to  start  enjoying  all  the  benefits  of 
Gold  Passport. 

Stay  at  any  Hyatt  hotel  or  resort  worldwide  between  November  1 5, 
1998  and  February  28,  1999.  After  April  12,  1999,  you  will  receive  the 
Nights  After  Niglits  award  for  which  you  qualify. 

Ask  For  The  Hyatt  Great  Deal 

In  addition  to  Niglits  After  Nights,  you  can  enjoy  savings  of  20%  to 
50%  off  the  published  room  rates  at  select  Hyatt  Hotels  and  Resorts' 
worldwide  from  November  15,  1998  through  February  28,  1999. 
Ask  for  offer  code  DEALS  when  making  reservations. 

To  enroll  in  Gold  Passport  \'isit  www.goldpassport.com 
Or  call  1-800-51  HYATT 

I-'or  rcfcmilions:  1-800-45  HYATT 


If  you  are  already  a  Cold  Passport  member,  you 
must  register  to  partu  ipate  in  the  promotion  vui 
wH'iv.goldpassport.eom  or  hv  eallmg  1-800-51  HYATT. 


AMines participating  in  the  Nights  After  NigliU  promotion:  Acrotnc.xia''.  Miakfi  Anluhs.  Ml  .Vi;./.,.,)  \,,  i,,a  .,  n,,i  lU  sl  Airliiws'.  Aiticnavi  Airlnws:  Bnush  ,Aini-ui  i,  d'ntirfiitiil  Airliiu-f.  Delhi  -lir  Um-t. 
Midwest  Express  Airlines.  NortliKest  Airlines.  Qiuililhri.  imilli  Africmi  Airwuys.  Tluii  Airtniys,  TW.A'.  Umled  Airlines  ami  US  .4irmivs. 

To  qualify,  yini  mtisl  enroll  in  Gold  Pnssporl.  pmvule  your  ticcoiinl  number  at  eheck-m  and  pay  an  Eligible  rate  Current  members  must  register  'Eligible  rate  is  any  hotel  published  room  rate  except:  airline  employee, 
travel  agent  industry,  intereonipany  or  Hyan  employee  discount,  permanent  contract  and  hotel  contract  room  rates.  Qualifying  nights  must  ocair  between  November  15,  1998  and  Februar}'  28.  1 999.  Only  one  credit 
will  be  given  per  member  per  nighl.  regardless  of  the  number  of  rooms.  .Award  nights  di>  not  ipuihU'  limit  _1  free  weekend  nights  or  6,()00  bonus  mites/credits  with  this  offer  regardless  of  the  number  of  nights  vou  stay 
After  April  12.  1999.  yon  will  be  sent  the  award  certificate  for  which  you  ijiiahfv  >0'\,  Olf  ,iiul  l-ur  Weekend  Might  arlifu  ales  may  be  redeemed  for  worn  rale  only  at  parricipaliny  pioperties.  subieit  !o  limited 
availabihly  (ii'tmrti  Inly  I  and  Seplember  15.  1999.  or  November  15.  1999  and  lamuiry  'I.  2IIIXI.  and  are  nol  valid  al  llyall  Kcsoils.  Park  llyan'  Holds  or  Hyatt  Regency  San  I'lcgo  50".,  (Ill  ccrlifn-ale  is  not  valid 
at  Tlie  Lowndes  (London)  or  Hyalt  Regency  Pans  -  Madeleine  Or,  certificate  may  he  redeemed  jor  rniles/ciedits  m  a  participating  an Ime  program  Iry  Seplember  15.  1999  Other  reslnctnms  apph-  Tins  prvinolicu  is 
subject  to  the  terms  and  conditions  of  the  Gokt  Passport  program.  Hyatt  Hotels  and  Resorts  encompasses  holeU  and  resorts  managed,  franchised  or  operated  try  two  separate  groups  of  companies  -  Hyatt  i:orporalion 
and  its  affiliates  and  affiliates  of  Hyan  Inteniational  Corporation.  O  1998  Hyatt  Corp.  American  Airlines'  is  a  registered  trademark  of  American  Airlines,  /nr. 


CA1 


I       We  know  how  diFFicuk  running 

an  oFFice  can  be. 


So  we  started  a  support  group. 


Boise  Cascade  It's  that  rare  service  mentality.  Something  that's  obvious  through  every  encounter  you  have  with 

Office  Products  y  ^  ^         y  y 

wwwbcop.com  our  people  at  Boise  Cascade  Office  Products.  While  other  providers  offer  a  similar  large  selection  c 
supplies  and  furniture  items,  you'll  notice  that  we  manage  to  deliver  it  all  in  a  way  that  makes  your  job  easier.  As  a  Boise 
customer,  you  can  count  on  impressive  service  as  part  of  every  fast  and  accurate  order. 

Call  888-B0ISE-88  and  you  II  see  what  we  mean    gQ|SE    IT  COULDN'T  BE  EASIER 


OFFICE  SUPPLIES  •  TECHNOLOGY  PRODUCTS  •  FURNITURE  •  PROMOTIONAL  PRODUCTS^ 


AND  YOU'RE  NOT  ALONE. 

There  are  millions  of  eggheads.  And  the  new  Egghead.com  offers  you  three 
intelligent  ways  to  shop  for  the  best  values  on  the  Web.  Our  diverse 
assortments  range  from  computers  and  office  products  to  sporting  goods  and 

jewelry.  Choose  from  among  the  top  brands  in  America.  With  so  much  more 
than  just  software,  being  an  egghead  is  a  lot  more  popular  than  it  used  to  be,^ 


eqqhBad' 

J.com 

SHOP  THREE  TIMES  SMARTER" 

Superstores  Auctions  SurplusOirect 

■  Over  30,000  products  online     '.'     '   .  ■"  Action-packed-online  bidding"-  '  The  griline  liquidation  center  ' 


occ/iri 


YOUR  Second  $20  million, 
Fortunately,  Comes  Easier. 


Life  on  Easy  Street  arri\es  with  a  surprise: 
the  walk  can  be  hard.  The  celebrated 
"  comfortable  "  life,  it  turns  out.  often  is  not. 


A  friend  suggested 


this  wlien  he  reminisced 
about  his  earlier  life 
when  you  ha\e  no 
mone\'.  he  said,  you 
ne\er  worr\'  about  what 
to  do  with  it. 

In  our  friend's  sim- 
pler times,  he  never 
faced  tile  realization  that 
one  bad  decision  couki 
cost  him  mcjre  in  taxe^ 
than  his  father  had  e\er 
earned.  Nor  had  our 
friend  e\er  learned  that 
the  old  a.xiom  'nev  er  spend  the  principal  "  could 
cost  him  hundreds  of  thousands  of  dollars. 

To  help   make  the    "comfoitable""  life 
more  comfonable.  we  practice 
t'ltal  Health  nnoidgeDioit.  We 
integrate   investment  planning 
and  execution  w  ith  income  and 


LowryHill 
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estate  tax  planning,  custody  and  family  office 
serv  ices,  and  charitable  gift  management.  And 
w  e  bring  order  to  your  busy  life. 

Our  investment  and 
hnancial  principals  pro- 
vide these  services  to  225 
families  whose  average 
net  worth  now  exceeds 
S21  million,  and  whose 
loyalrv"  to  us  is  remark- 
able. \"irtually  ever>' 
client  to  ever  join  us  is 
still  with  us.  in  38  states 
nationwide. 

The  rewards  for  their 
remarkable  devotion,  by 
the  w  av-.  have  never  been 
greater.  Even  by  today's 
near  vertical  stock  market  standards.  Lowry 
Hill-  clients  have  flourished. 

You  can.  too  —  while 
you  thoroughly  enjoy  the  ride. 
Peter  Glanville  (888-648-815^  or 
peterg@lowTyhill.com)  would 
be  delighted  to  tell  you  how'. 
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ONTINENT 

i  Twentieth  Century 

Mazower 
487pp. $30 


TER  A  BLOODY  CENTURY, 
S  EUROPE  CHANGED? 


ing  east  from  Paris  a  couple 
til  weeks  ago,  my  family  and  I 
■Nipped  at  Verdun  to  see  the 
u  fields  of  World  War  1.  Next 
V  east,  we  explored  a  bombed 
I  lie  old  Maginot  Line,  France's 
ifications  that  failed  to  thwart 
-  invasion  in  the  spring  of 
death  toll  in  Europe's  first 
lis  century,  from  wars  and 
^ored  killing,  reached  60  mil- 
\'et  here  we  were,  at  the  end 
le  centuiy,  gliding  across  the 
i  Germany,  not  stopping  for 
ecks  or  customs.  Simple  as 
om  Ohio  to  Kentucky, 
it  Western  Eui'ope  has  buried 
ilries  and  built  a  half-centmy 
and  forged  a  Continental  cui- 
the  bloody  first  half  of  this 
■levant  anymore?  Are  Euro- 
ply  democrats  who  lost  their 
few  decades?  Those  are  the 
raised  in  Mark  Mazower's 
'tinent.  And  as  you  might 
iim  the  title,  this  historian  at 
iiiversity  of  Sussex  finds  plen- 
!iess  in  Europe's  soul.  Unfor- 
lie  ultimately  seems  to  get 
led  by  the  dark  details  and 
focus. 

eless,  he  starts  the  book  vnth 
■i\  ocative  points.  First,  Adolf 
ilien  viewed  as  a  madman  who 
a  nation,  was  in  fact  a  politician 
' 'aled  to  longstanding  Em'opean 
antidemocratic  values,  ones 
1  still  be  seen  at  work  in  the 
Yugoslavia.  Second,  democracy  in 
irts  of  Europe  has  shallow  roots 
istory  of  faOiu-e.  In  fact,  imtil  the 
lericana  that  followed  World  Wai' 
J  a  handful  of  European  coun- 
lOst  of  them  small,  had  democra- 
itions. 

ee  just  how  fragile  Europe's 
acy  has  been,  Mazower  takes  us 
i  1919.  In  retrospect,  it  was  a 


brief  shining  moment — one  with  chill- 
ing parallels  to  our  own  post-cold-war 
era.  Following  the  Versailles  Treaty,  a 
host  of  new  republics  sprang  up  from 
Lithuania  to  Bulgaria.  The  new  LeagTie 
of  Nations  vowed  to  oversee  this  na- 
tion-building, and  Western  powers  and 
investors  lined  up  to  offer  support. 

Things  deteinorated  rapidly.  Just  like 
today.  Western  largesse  was  more  talk 
than  action.  And  many  of  these  states 
found  themselves  at  odds  with  minori- 
ties: Czechs  discriminated 
against  ethnic  Germans, 
Greece  deported  more  than 
1  million  Muslims  to 
Turkey,  and  Tiu'key  over- 
saw the  killing  of  perhaps 
1  million  Amenians.  Mean- 
while, as  economies  sank 
into  the  Great  Depression, 
politicians  were  likely  to 
blame  troubles  on  Jews. 

European  democracy 
was  feeble  to  start  with, 
Mazower  wiites.  And  the 
Depression  buried  it — not 
only  in  the  East  but  also 
in  much  of  the  West.  After  this  failure 
of  democratic  capitalism,  many  politi- 
cians welcomed  the  more  vigorous  "New 
Order"  rising  in  Germany.  Indeed,  Ma- 
zower says  that  it  was  only  Hitler's  ex- 
cesses— fi:"om  death  camps  and  the  rein- 
troduction  of  slaveiy  to  a  lost  war — that 
turned  Europeans  once  again  toward 
democracy.  "European  hearts  and  minds 
were  not  so  much  won  by  the  Allies  as 
lost  by  Hitler,"  he  wi'ites. 

Call  me  simplistic.  But  as  I  read  his 
impressive  chai:)ters  on  the  intei"wai-  era, 
I  expected  Mazower  to  make  the  case 
that  in  a  coming  recession,  nationalist 
demagogues  could  I'ise  again  and  tear 
down  Europe's  carefully  crafted  union. 
Why  else  grab  our  attention  with  the 
foreboding  Dark  Continent  title?  But 
instead,  the  historian  leads  us  on  a  long- 
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winded  ramble  through  the  century, 
where  he  seems  to  lose  sight  of  his  the- 
sis. Toward  the  end,  he  biushes  off  the 
threats  to  peace  from  a  broken-down 
Russia  or  a  Gemnany  still  marked  by 
the  last  war.  Europe,  he  maintains,  has 
not  yet  forgotten  the  ordeals  of  this 
centuiy  and  won't  risk  repeating  them 
until  the  memories  fade. 

So,  where  now  for  Europe?  This 
small  chunk  of  land  dominated  world 
history  for  neai'ly  half  a  millennium, 
fi'om  Columbus'  fii'st  voyage  to  the  Bat- 
tle of  Stalingi-ad.  Europe's  vigor,  Ma- 
zower argues,  has  been  rooted  in  Utopi- 
an ideologies,  each  of  them,  whether 
Cluistianity,  universal  communism,  glob- 
al democracy,  or  a  Tliousand-Yeai'  Reich, 
presenting  its  own  vision  as  an  End  of 
Histoiy.  These  ideologies  pushed  Euro- 
peans into  countless  frays,  convulsing 
it  and  much  of  the  world. 

If  Europe  is  to  be  a  gi-owing  force  in 
the  21st  century,  its  next  mission  is 
clear  as  an  Alpine  pond.  It 
must  lasso  the  East  into 
its  orbit,  just  as  Napoleon 
and  Hitler  tried  to  do,  but 
by  using  free  markets  this 
time  instead  of  armies. 
Only  by  incoiporating  that 
region  can  Europe  spread 
its  wealth  and  gi'ow — wliile 
at  the  same  time  reducing 
the  risks  of  new  dictator- 
ships and  wars.  Ti-ouble  is, 
says  Mazower,  such  action 
requires  fervent  commit- 
ment to  a  Utopian  ideolo- 
gy, something  he  sees  as 
lacking  today  in  Europe. 

Not  surjjrisingly.  Dark  Continent 
finds  grounds  for  pessimism.  The  au- 
thor describes  apolitical  people,  much 
like  their  cousins  across  the  Atlantic 
but  less  sm"e  of  then*  place  in  the  world. 
He  quotes  a  Belgian  diplomat  who  jok- 
ingly calls  Em-ope  "an  economic  giant,  a 
political  dwarf,  and  a  militaiy  worm." 

But  if  Eui'ope's  worni  status  as  a  mil- 
itary power  prevents  it  from  acting  de- 
cisively in  the  fonner  Yugoslavia,  it  also 
lessens  chances  of  another  Verdun.  In- 
deed, even  by  Mazower's  reckoning,  Eu- 
rope concludes  the  centuiy  as  an  eco- 
nomic giant  largely  at  peace.  There  are 
worse  ways  to  begin  a  new  millennium. 

BY  STEPHEN  BAKER 
Baker  unites  from  BUSINESS  week's 
Paris  bureau. 


3N  THE  CONTINENT,  DEMOCRACY  HAS  SHALLOW 
ROOTS  AND  A  HISTORY  OF  FAILURE 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROIVI  

BATTLE  OF  THE 
LIGHTWEIGHTS 


In  a  bout  between 
Jornada  and  Portege, 
E-mail  makes 
all  the  difference 

When  I'm  traveling, 
my  laptop  can't  be 
too  thin  or  too 
light.  On  the  road,  my  com- 
puting needs  are  limited 
mainly  to  handling  a  crush  of 
E-mail,  some  light  word-pro- 
cessing, and  odd  chores,  such 
as  maintaining  my  schedule 
and  tracking  expenses.  I'm 
willing  to  sacrifice  power 
and  features  for  the  sake  of 
portability.  In  the  search  for 
the  notebook  that  will  make 
the  smallest  bulge  in  my 
briefcase  and  the  shallowest 
dent  in  my  shoulder,  I 
checked  out  two  different 
minimalist  approaches  to 
mobile  computing. 

The      $1,650  Toshiba 
Portege  3015CT  is  a  full  Win- 
dows comput- 
er, tyjjical  of  a 
style  of  Japa- 
nese subnote- 
books  pioneered  by 
the  Sony  Vaio  505GX. 
The  Toshiba  weighs 
just  2.9  lbs.,  is  only  /!- 
in.  thick,  and  features  a 
nearly  full-size  keyboard 
and  a  10.4-in.  active-matnx 
display. 

The  $1,000  Hewlett- 
Packaitl  Jomada  820  nms  on 
the  latest  version  of  Micro- 
soft's Windows  CE  operating 
system.  It  weighs  2.5  lb.,  is 
thicker  but  smaller  than  the 
Toshiba,  and  featui'es  a  good 
8.5-in.  passive-matrix  color 
display.  The  mechanics  of  its 
keyboard  make  touch-tyi^ing 
easiei'  than  it  is  on  the  Toshi- 
ba. Tlie  Jomada  uses  a  touch- 
pad  for  navigation  instead  of 


the  touch-sensitive  screen 
typically  used  with  Windows 
CE. 

The  real  contrast  between 
these  two  is  in  their  different 
flavors  of  Windows.  Because 
the  Portege  uses  Windows 
95,  98,  or  NT,  it  rans  all  youi- 
familiar  desktop  applications. 
The  lack  of  a  built-in  cd-rom 
makes  loading  software  a  bit 
of  a  nuisance;  you  have  to  ei- 
ther attach  an  external  cd- 
rom  drive  (around  $300)  or 
connect  to  a  local-area  net- 
work. But  once  on  the  road. 
I  don't  find  the  absence  oi 
a  built-in  floppy  or  CD- 
ROM  much  of  an  issue. 
If  you  don't  need  the 
fastest  processor,  the 
biggest  display,  or  ft-e- 


of  the  Toshiba's.  The  other 
becomes  apparent  when  you 
hit  the  power  button  and  the 
Jornada  comes  instantly  to 
life,  with  no  boot  time.  And 
it's  easy  to  swap  or  update 
files  with  yom*  desktop  PC  us- 
ing a  cable  connection. 
BIG  GAPS.  But  the  Jornada's 
disadvantages  become  appar- 
ent almost  as  quickly,  and 
they  are  serious.  Microsoft 
designed  Windows  CE  around 
an  integi'ated  package  of  ap- 
plications that  are  lightweight 


gram.  But  despite  the  |k 
thumb  that  Microsoiifj 
things  right  on  the  th 
this  time,  it  looks  as  ii 
take  at  least  a  fourt 
new  version  lets  yoi 
regular  Word,  Exce 
PowerPoint  attachmer 
you  can  manage  mail 
on  corporate  mail  s 
But  the  program  lack 
features  that  I  regard 
ical  in  an  E-mail  progi 
pecially  for  mobile  ui 
example,  the  inability 
the  list  of  headers  a 
messages  themselves 
same  time  make 
ficult  to  scan  ne 
sages  quickly, 
gi'am  also  lacks 
to  discard  jun^ 
itomatically. 


Small  and  Smaller 


TOSHIBA  P0RTE8E 3015CT 

HP  mnm  bzo 

OPERATING 
SYSTEM 

Windows  95,  98,  or  NT 

Windows  CE 

PROCESSOR 

Pentium,  266  MHz 

StrongARM,  190  MHz 

DISPLAY 

10.4-in.  active  matrix 

8.5-in.  passive  matrix 

DIMENSIONS 

10.1  X  7.8 X. 78  in. 

9.7  X  7.0  X  1.3  in. 

WEIGHT 

2.9  lb. 

2.51b. 

DATA.  MANUFACTURERS 
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quent  access  to  a  ('D,  the 
Portege  makes  a  fine  travel- 
ing companion. 

Beyond  the  obvious  advan- 
tage of  price,  the  Jomada  ap- 
proach has  some  big  pluses. 
One  is  10  hours'  worth  of 
battery  life — three  times  that 


versions  of  Microsoft  OiBce 
progi'ams.  I  find  Pock- 
et Word  and  Pocket 
Excel  adequate  for 
my  limited  needs  on 
the  road.  (Pocket 
PowerPoint  is  really  just  a 
viewer  that  lets  you  show, 
but  not  edit,  slides,  severely 
limiting  its  usefulness.) 

The  E-mail  program  is  the 
problem.  Jornada  features 
Microsoft's  third  attempt  at 
a  Windows  CE  E-mail  pro- 


FuitheiTnore,  W 
CE  rehes  on  a  vei 
dial-up  networkii; 
is  even  cranki* 
liai'der  to  configure 
Windows  95/98  equi\ : 
had  trouble  getting  t 
nada  to  connect  to  Bi^ 
Vv^ek's  remote-access> 
and,  once  connected,  it' 
always  able  to  exchan; 
sages  with  our  N( 
Messaging  Server.  W' 
CE  is  optimized  to  wok 
other  Microsoft  prodr: 
the  Jomada  perforais  ; 
a  corporate  set-up  th 
the  Exchange  E-mail' 
and  Outlook  98  for  o 
contact  managemen 
scheduling. 

1  find  the  idea  of  [ 
weight,  simple,  and  ii' 
sive  E-mail  machine  i 
ing,  and  hp  has  execi; 
best  Windows  CE  dl 
have  seen.  But  a  prof  j 
E-mail  machine  neec 
rate  E-mail  softwaJ 
Microsoft  has  spoiled! 
idea  by  failing  to  deli^ 
considerable  advant  ; 
low  cost,  long  batt€ 
and  instant  boot-up  ji 
overcome  the  weak 
the  E-mail  software, 
tralight  such  as  the 
is  a  much  better  choi 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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\  world  of  investment 
expertise  is  now  available 
3n  a  very  personal  level: 


Dean  Witter  and  Morgan  Stanley  have  joined,  giving  you  an  entirely  new 
world  of  investment  advice. 
Our  expanded  resources  include  Morgan  Stanley  Dean  Witter's  top- 
ranked  equity  research  analysts,  who  cover  more  than  2,000 
companies  worldwide.  Extended  global  reach,  with  over  400 
offices  in  28  countries.  And  one  of  the  top-ranked  departments 
underwriting  Initial  Public  Offerings. 
Armed  with  these  new  resources,  our  Financial  Advisors  will 
analyze  your  personal  financial  situation  and  give  you 
powerful,  yet  personal  advice  that  can  help  you  realize 
your  dreams.  For  details  on  our  complete  range  of 
capabilities,  call] -800-THE-DEAN  for  a  free  brochure. 


MORGAN  STANLEY  DEAN  WITTEm 

Measuring  success  one  investor  at  a  time™ j 


'  Dean  Witter  is  a  serv 
feered  ttirougti  Dean  Witter  Keynolds  I 
iVitter  Reynolds  Inc. 


,  member  SIPC. 


If  business  is  wai; 
we've  just  turned  Windows  NT® 
into  a  graphically  superior 


$3.:- 


For  years,  leading  companies  worldwide  have  relied  on  high-perfornnance  visual  computing  solutions  from  START 
Silicon  Graphics'  to  gain  a  competitive  advantage,  in  fact,  Silicon  Graphics'  solutions  are  the  weapon  of  choice  for 
some  of  the  world's  most  visually  demanding  tasks,  including  automotive  3D  modeling,  cinematic  special  effects, 
even  flight  simulation  for  fighter  pilots.  Now  our  new  line  of  visual  workstations  lets  you  harness  Silicon  Graphics'  ■ 
firepower  on  the  Windows  NT  platform.  Featuring  our  Integrated  Visual  Computing  (IVC)  architecture  with  the  Cc 
graphics  chipset,  these  breakthrough  machines  move  graphics  data  six  times  faster  than  AGP  2X-based  workstatic 
helping  you  increase  productivity  and  improve  your  bottom  line.  Best  of  all,  pricing  starts  at  just  $3,395  allowing  y 
bring  the  visual  computing  power  of  Silicon  Graphics  to  your  company  without  declaring  war  on  your  budget. 


-[  Silicon  Graphics  320  Visual  Workstation  ]- 


•  Silicon  Graphics  Integrated  Visual  Computing  architecture  •  Ultra  ATA  or  optional  Ultra!  SCSI  drives  up  to  28GE>  total  C(' 
witli  Cobalt  graphics  chipset  *  Microsoft-  Windows  NP  Workstation  4.0  j 

•  Supports  up  to  two  Intel '  Pentium'-  II  processors  (up  to  450Mhlz)  •Add  the  SuperWide"  17.3"  Silicon  Graphics  IdOOSW'"  ' 
pentium"]J     •  I/O  bandwidth  up  to  12  times  greater  than  other  PC  workstations"  digital  flat  panel  monitor  (shown)  for  only  $2,495 


•Bandwidth  based  on  giaphm  to  mam  memory  "I/O  bandwidth  as  compared  lo  32-bit  Kl  Pnces  quoted  ate  for  U  S  only 

'0 1999  Silicon  Graphic,  Inc  All  nghts  reserved  Silicon  Graphics  is  a  legistered  trademark.,  and  the  Silicon  Graphics  logo,  Silicon  Graphic  520,  Cobalt.  SupefWide  and  Silicon  Graphic  1600SW  are  trademarks,  of  Silicon  Graphic.  Inc 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


MEGAMERGERS  ARE 

A  CLEAR  AND  PRESENT  DANGER 


BEHEMOTHS: 

The  vast  scale 
of  today's 
corporate 
linkups 
threatens  to 
tip  the  balance 
of  public  and 
private  power 


Jeffrey  E.  Garten  is  dean  of  the  Yale 
School  of  Management.  A  former 
investment  banker,  he  was  Under 
Secretary  of  Commerce  for  Interna- 
tional Trade  in  the  first  Clinton  Admin- 
istration (jeffrey.garfen@yaie.edu). 


The  wave  of  megamergers  washing  over 
the  U.  S.  cannot  be  held  back.  But 
that's  no  reason  why  we  should  ignore 
its  impact  on  Amencan  society.  The  past  two 
years  have  seen  some  of  the  largest  combi- 
nations in  history:  Citibank  and  Ti*avelers, 
WorldCom  and  MCi,  Daimler  and  Chrysler, 
and  British  Petroleum  and  Amoco,  to  name  a 
few.  Many  more  huge  transactions  are  pend- 
ing, including  Deutsche  Bank  and  Bankers 
TjTist,  Exxon  and  Mobil,  and  Aetna  and  Pru- 
dential Health. 

The  fierce  competitive  pressures  forcing 
megamergers,  such  as  cost-cutting  and  the 
need  to  achieve  scale  in  the  global  economy, 
are  understandable.  But  the  mergers  raise  a 
broad  issue  that  goes  beyond  traditional  con- 
cerns. For  example,  antitmst  issues  could  be 
a  worry — but  happily  the  Justice  Dept.  and 
the  Federal  Trade  Commission  are  alert  to 
theii"  responsibilities.  And  while  nearly  every 
major  merger  entails  huge  layoffs,  the  econo- 
my for  now  is  creating  more  jobs  than  ai"e  be- 
ing lost. 

The  big  problem  with  these  gigantic  merg- 
ers is  the  growing  imbalance  between  pubhc 
and  private  power  in  our  society.  No  one 
should  deny  the  importance  of  free  markets 
as  the  best  engine  for  oui'  economy  and  as 
protector  of  so  much  of  our  personal  fi-ee- 
dom.  But  it  is  doubtful  that  Americans  will 
equate  Adam  Smith  forever  with  the  total 
interests  of  society.  In  the  gilded  age  of  J.  P. 
Morgan  and  John  D.  Rockefeller,  for  example, 
unchecked  coi-porate  power  led  to  a  dramatic 
increase  in  government  activism — from  an- 
titmst laws  to  the  establishment  of  the  Fed- 
eral Reserve  and  the  Secimties  &  Exchange 
Commission.  The  laissez-fau'e  1950s  were  fol- 
lowed by  more  than  a  decade  of  new  gov- 
ernment mandates  on  business  in  fields  such 
as  environmental  cleanup  and  equal-opportu- 
nity employment. 

LOCAL  LAPSES.  Today,  the  pendulum  is  swing- 
ing again,  as  markets,  and  particularly  the 
megacon^orations,  come  to  dominate  national 
and  global  affairs.  Of  course,  huge  multina- 
tionals are  nothing  new,  but  nowadays  an  era 
of  Big  Government  is  being  superseded  by 
the  age  of  global  goliaths. 

Superlarge  companies  with  interests  and 
commitments  stretching  fi"om  Boston  to  Bris- 
bane are  unlikely  to  focus  as  intensely  as 
smaller  ones  do  on  support  for  the  local  neigh- 
borhoods— the  schools,  the  arts,  the  develop- 


ment of  research  activities,  the  trai 
potential  workers. 

Big  companies  have  disproportionai 
on  national  legislation.  Our  scanc 
porous  laws  for  campaign  contributioi 
little  doubt  that  megacompanies  vrill  i 
huge  power  over  pohticians  when  ii 
to  such  issues  as  environmental  stu 
tax  policy.  Social  Security,  and  health 

For  all  the  talk  about  free  market 
panies  such  as  Citigi'oup  may  simph 
big  to  fail.  Recall  how  Washington  ba 
Lockheed  and  Cluysler  Megacompai 
almost  beyond  the  law,  too,  becau,-: 
deep  pockets  allow  them  to  stymie  [i 
tors  in  ways  smaller  defendants  canni 
they  lose  in  court,  they  can  pay  lar 
without  much  damage  to  their  operai'- 
NEAR  EQUALS.  Coi-porate  giants  vriU  al: 
massive  pressiu'e  on  America's  intert 
behavior.  Defense  contractors  such  a; 
heed  Martin,  the  result  of  a  1995  ; 
have  successfully  pushed  for  NATO  e.-^ 
and  for  related  military  sales  to  Pol^ 
Czech  Republic,  and  othei-s.  Combinedj. 
such  as  Boeing-McDonnell  Douglas  \\1 
en  their  already  formidable  grip  q 
trade  policy.  Companies  like  Exxoi 
Corp.  win  deal  with  oil-producing  couij: 
most  as  equals,  conducting  the  most  [i 
private  diplomacy  since  the  British  Es; 
Company  wielded  near-sovereigr 
thi'oughout  Asia. 

The  American  economic  system  i,a 
best  when  public  and  private  needs  ■ 
anced.  The  sheer  magnitude  of  me!' 
skewing  the  equilibrium.  What  can  hj' 
The  obvious  priority  is  serious  cam 
nance  reform  to  prevent  any  single 
interest  group  from  controlling  natio 
tics.  There  may  also  be  a  variety  of 
regulatory  questions  that  will  mak 
ington  more  effective  in  keeping  up  i 
the  seesaw  of  public  and  private  po 

More  important,  we  could  use  a 
national  debate  over  both  corjjorate 
eiTunent  responsibility  in  this  new  era 
al  capitalism.  Many  related  issues  havia 
in  the  Asian  financial  crisis,  where  th^ 
ment  of  capital  has  ovei-whelmed  the  sil 
national  governments  to  managi 
economies.  Finding  the  right  balance  it 
markets  and  the  pubUc  framework  u> 
they  operate  is  the  most  important  s 
our  times. 
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It  all  started  with  a  question:  'How  can 
people  work  sniarter?'  The  answer  was. 


the  Internet.  A  company  called  BBN 


created  the  forerunner  to  the  Internet. 


sent  the  world  s  first  e-mail,  and  set  the 


'@'  symbol  in  motion.  BBN  is  now  GTE 
Internetworking.  And  we're  still  asking 
questions.  Questions  about  your  business. 


your  people,  your  dreams.  To  provide 
answers,  we're  investing  hundreds  of 
millions  in  a  global  Internet  backbone 
100  times  faster  and  substantially  more 
secure  than  today's  Internet.  And  we're 
shaping  the  future  of  how  we  work.  play. 


communicate  and  conduct  e-business,  i 


In  every  sense,  we're  people  moving 


ideas.  The  Internet  contains  a  wortd  of 


information,  knowledge  and  promise. 
To  get  the  answers,  you  need  the  right 


questions  and  this  is  where  they're  @. 


www.intemetworking.gte.com  or  800.472.A565 


NTERNETWORKING 
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BY  GENE  KORETZ 

NOT-SO-STRANGE 
BEDFELLOWS 

Why  pols  get  entwined  with  PACs 

Congress  may  not  be,  as  Mark  Twain 
opined,  America's  native  criminal 
class,  but  his  quip  hasn't  lost  its  perti- 
nence. For  as  long  as  anyone  can  re- 
member, people  have  worried  about  law- 
makers bending  their  legislative  efforts 
to  benefit  those  who  offer  them  sub- 
stantial financial  support. 

To  economists,  who  beheve  economic 
rationales  explain  much  of  human  be- 
havior, all  of  this  is  predictable.  In  their 
view,  political  markets  ftmction  like  oth- 

GEHiNG  MORE  BANG 
FOR  THE  POUTIGAL  BUCK? 

AVERAGE  CONTRIBUTIONS  RECEIVED  FROM 
POLITICAL  ACTION  COMMIHEES  0^  

■  COMMERCIAL  BANKS 

■  SECURITIES  FIRMS, 

INVESTMENT  BANKS.  

AND  INSURANCE  COMPANIES 


fla  OTHER  MEMBERS  OF  HOUSE 
OF  REPRESENTATIVES 


MEMBERS  OF  HOUSE 
BANKING  CUMMinEE 
A  THOUSANDS  OF  DOLLARS  PER  LEGISLATOR 


PER  TERM  1983-92*  *1992  DOLLARS 

DATA:  RANDALL  S.  KROSZNER  AND  THOMAS  STRATMANN 

er  mai'kets,  vwth  legislators  and  private 
groups  each  seeking  to  ftulher  their  in- 
terests— by  getting  reelected  in  the  case 
of  lawmakers  and  by  influencing  legis- 
lation in  the  case  of  interest  groups. 

Writing  in  the  latest  American  Eco- 
nomic Review,  Randall  S.  Ki'oszner  of 
the  University  of  Chicago  and  Thomas 
Stratmann  of  Montana  State  University 
argue  that  the  current  congressional 
committee  system  evolved  precisely  to 
promote  such  dealing  between  legisla- 
tors and  interest  groups.  Unlike  many 
parliamentary  systems,  which  set  up 
temporary  committees  to  deal  with  spe- 
cific issues,  America's  system  features 
specialized  standing  committees  whose 
members  enjoy  long  tenure.  This  per- 
mits committee  members  to  establish 
records  that  foster  repeated  interactions 
with  private  interests  concerned  with 
pending  legislation. 

The  authors'  case  in  point:  the  House 
Banking  Committee  and  legislative  ef- 
forts in  recent  decades  to  let  commercial 
banks  expand  into  the  securities  and 
insiu'ance  businesses — efforts  avidly  op- 
posed by  the  affected  industries. 

Analyzing  campaign  contributions 


from  political  action  committees  from 
1983  to  1992, 'the  two  economists  foimd 
that  Banking  Committee  members  gar- 
nered five  times  as  much,  on  average, 
from  commercial  banks  as  did  other 
House  members.  And  their  combined 
receipts  from  securities  firms,  invest- 
ment banks,  and  insurance  companies 
were  twice  as  large  (chart). 

The  study  also  showed  that  the 
longer  a  Banking  Committee  member 
sat  on  the  committee,  the  more  his  cam- 
paign contributions  tended  to  come  irom 
financial-sei"vices  PACs — and  paiticularly 
from  one  or  another  of  the  rival  indus- 
ti-y  groups.  By  contrast,  such  contribu- 
tions declined  sharply  for  members  who 
announced  their  intention  to  switch  to 
another  committee  or  to  retu'e.  All  of 
which  suggests  that  the  committee  sys- 
tem not  only  helps  lawmakers  to  build 
reputations  that  attract  increasing  con- 
tributions, but  also  enables  rival  groups 
to  focus  theii-  contributions  on  legislatoi-s 
receptive  to  their  respective  interests. 

Is  this  harmful  to  the  democratic 
process  and  social  welfare?  While  some 
argue  that  such  activities  by  compet- 
ing special  interests  result  in  better- 
infomned  legislative  decisions,  most  peo- 
ple are  dubious.  Kroszner  and  Strat- 
mann take  no  position,  but  they  observe 
that  proposals  to  impose  term  limits  on 
committee  memberships  imply  a  shift 
of  contributions — and  power — away 
from  committees  and  their  members  to 
political  parties. 


DECIPHERING  THE 
JOBLESS  RATE 

Why  it  may  not  portend  inflation 

There's  little  question  that  the  U.  S. 
jobless  rate  is  low — slipping  back 
to  4.3%  in  December  and  posting  an 
average  rate  of  4.5%  last  year  At  that 
level,  the  lowest  full-year  reading  since 
1969,  many  observers  believe  the  em- 
ployment situation  should  have  started 
kindling  inflationary  fires  some  time  ago. 

While  there  is  no  shortage  of  expla- 
nations why  it  hasn't,  economists  Robert 
Hom  and  Philip  Heap  of  James  Madison 
Univereity  believe  one  is  that  the  official 
unemployment  rate  exaggerates  the 
strength  of  economic  activity.  In  an  ar- 
ticle in  CJudlenge,  a  magazine  concerned 
with  economic  issues,  they  point  out 
that  the  age  and  sex  composition  of  the 
labor  force  has  changed  considerably 
over  the  past  three  decades.  Since  job- 
less rates  vary  by  age,  and  to  a  lesser 
extent  by  sex,  shifts  in  the  relative  im- 


portance of  these  groups  affect  hp 
sures  of  unemployment. 

From  1970  to  1995,  for  ex, 
teenage  workers,  who  suffer  froi 
unemployment,  fell  from  8.8% 
workforce  to  5.9%.  The  labor-forc( 
of  men  aged  45  to  64  declinei' 
20.1%  to  15.1%,  while  the  sh; 
women  aged  25  to  44  rose  from 
to  24.3%.  These  changes  have  i 
to  push  down  the  reported  joble.^ 

What  would  the  unemploymei 
look  like  if  the  age  and  sex  en 
tion  of  the  workforce  had  rernaini 
stant  since  1970 — the  last  time  tli 
came  in  below  5%  for  several  yea 
row?  Horn  and  Heap  estimate  i 
would  be  about  0.5%  higher  thi 
day's  official  number.  And  thatj 
say,  suggests  that  the  thi'eat  of  a  I 
in  inflation  is  even  smaller  than! 
people  beheve. 


WHAT'S  CRIMPl 
ASIA'S  REVIVAL 

Capital  and  consumption  are  | 

Judging  by  a  number  of  positi\ 
cators — international  reserves! 
balances,  inflation,  and  stock  marlj 
lies — developing  Asia  has  hit 
The  problem,  says  economist  Jo^ 
Quinlan  of  Morgan  Stanley  Dean  i 
is  that  the  omens  still  don't  poll 
sustained  upturn. 

For  one  thing,  investor  confidJ 
the  region,  as  measured  by  lonj 
capital  inflows,  is  still  lacking.  Su 
vate  capital  flows  to  Asia  (forel 
rect  investment,  portfoho  equitjj 
mercial  bank  loans,  and  bond 
collapsed  from  $42  billion  in  tli 
half  of  1997  to  just  $13  billion  I 
fii'st  half  of  last  year  and  sho\i| 
sign  of  reviving. 

At  the  same 
time,  sui'ging  un- 
employment and 
falling  real  wages 
are  impeding  any 
meaningful  re- 
bound in  personal 
consumption,  which 
accounts  for  more 
than  50%  of  out- 
put in  the  region. 
Without  a  pickup 
in  consumption  or 
in  capital  flows 
that  could  jump- 
start  investment, 
says  Quinlan,  developing  Asia's  e(| 
recovery  will  remain  problematic 


EASTASII 
CAPITAL! 

PRIVATE  LOMG^ 
CAPITAL  INFI 


▲BILLIONS  OF  OOUil 
•THROUGH  SEPT. 
DATA:  MORGAN  STANI 
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MES  C.  COOPER  &  KATHLEEN  MADIGAN 


lERE'S  SOMETHIIVG  SCREWY 
lOUT  THE  STRONG  LAROR  STATS 

';es  didn't  keep  up  with  job  gains — and  that  may  spook  consumers 


S.  ECONOMY 


INSISTENT  TRENDS 
IE  LABOR  MARKETS 


JOBLESS  RATE 


EARLY  WAGE  GROWTH 


3(T 
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The  December  employment 
report  should  have  carried 
isclaimer  attached  to  mutual-fund  brochures: 
performance  is  no  guarantee  of  future  gains." 
ills  ended  1998  with  a  bang,  posting  a  large r- 
jxpected  gain  of  378,000,  and  the  unemployment 
ilipped  to  a  28-year  low  of  4.3%.  The  data  sent 
mists  and  Wall  Street  scurrying  to  rethink  the 
own  forecast.  The  Dow  Jones  industrial  average 
d  106  points  on  the  day  of  the  news  to  a  record 
as  investors  once  again  bet  that  profits  would 
their  high  expectations  in  1999. 

But  beneath  the  headhne- 
grabbing  numbers  lie  several 
questions  about  just  how 
much  momentum  the  econo- 
my carries  into  1999,  especial- 
ly now  that  a  Brazilian  cur- 
rency devaluation  threatens 
the  global  outlook  (page  38). 
First,  the  Labor  Dept.  said 
unusually  warm  weather 
boosted  construction  employ- 
ment by  104,000,  the  biggest 
n  14  years.  That  suggests  the  cold  snap  grip- 
lost  of  the  nation  in  January  is  holding  down  jobs 
building  trades  and  elsewhere  this  month.  And 
iment  jobs  jumped  by  an  unusually  large  59,000 
ember. 

I  IMPORTANT,  and  more  troubling  for  the  out- 
i  lie  data  indicated  that  wage  gi'owth  is  slovdng. 
-ured  by  hourly  pay  for  production  workers, 
ise  3.8%  in  the  year  ended  in  the  fourth  quar- 
!  I  fi'om  a  4.1%  advance  in  the  third  and  this  ex- 
i  s  peak  of  a  4.3%  gain  in  the  second  quarter. 
)  ver,  the  slowdovm  is  evident  in  both  manufac- 

■  ;ind  service  pay. 

■  'dea  that  wage  gains  are  slovnng  when  only 

he  labor  force  is  imemployed  seems  impossible 
.  Tight  labor  markets  typically  mean  that  busi- 
should  be  increasing  pay  raises  to  attract  or 
/orkers. 

ed,  some  special  factors  might  explain  the  slow- 
The  past  hikes  in  the  minimum  wage  are  no 
included  in  year-to-year  compaiisons.  And  corn- 
may  be  reclassifying  jobs  from  production  status 
^rvisory  or  management.  The  ratio  of  production 


jobs  to  total  payrolls  has  begun  to  edge  down — some- 
thing that  hasn't  happened  since  the  last  recession.  If 
these  reasons  are  skevdng  wage  growth,  then  Labor's 
broader  compensation  measure,  the  quarterly  employ- 
ment cost  index  (to  be  reported  on  Jan.  28),  wiW  likely 
show  wages  are  still  accelerating. 

But  what  if  the  wage  slowdown  marks  an  effort 
by  companies  to  pump  up  sagging  profits  by  lowering 
their  labor  costs?  Such  a  strategy  makes  sense  in  an 
era  of  no  pricing  power  and  slowing  demand,  espe- 
cially from  overseas  customers.  And  companies  may 
still  be  attracting  skilled  workers  by  offering  generous 
benefit  packages.  The  rising  benefits  costs  are  then  off- 
set by  holding  down  pay  raises. 

More  data  will  be  needed 
to  sort  out  whether  the  wage 
slowdown  is  conditional  or 
fundamental.  But  either  way, 
economic  growth  seems  des- 
tined to  slow.  If  the  wage 
slowdown  is  temporary,  then 
consumers  will  benefit  and 
continue  to  provide  support 
for  the  economy.  But  profits, 
capital  spending,  and  the 
stock  market  will  still  be  at 
risk  when  wages  pick  up  again. 

If,  however,  the  wage  slowdown  is  structural,  then 
companies  may  be  able  to  lift  their  profit  margins,  a 
plus  for  stocks  and  business  investment.  But  consumer 
spending  will  lose  an  important  support:  very  strong  in- 
come growth.  Holding  down  pay  raises  is  not  as  severe 
or  newsmaking  as  layoffs,  but  its  effect  can  be  more 
widespread.  Moreover,  since  consumer  spending  ac- 
counts for  two-thirds  of  i*eal  gi'oss  domestic  product, 
any  buying  slowdown  will  translate  quickly  to  slower 
GDP  growth.  And  if  demand  slows  sharjjly,  then  corj^o- 
rate  profits  may  still  weaken  even  if  margins  improve. 

FOR  NOW,  HOUSEHOLDS'  real  buying  power  is  still 
rising,  thanks  to  the  increase  in  total  employment  and 
low  inflation.  And  clearly,  a  lot  of  workere  joined  the  la- 
bor force  in  December.  The  378,000  gain  to  nonfarm 
payrolls,  the  largest  since  September,  1997,  was  al- 
most twice  expectations.  And  the  hiring  was  wide- 
spread, with  59.3%  of  industries  adding  workers,  up 
from  54.4%  in  November. 
Manufacturers  were  still  cutting  positions  (chart), 


A  WAVE  OF  LAYOFFS 
IN  MANUFACTURING 
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however.  That  sector  shed  13,000  jobs  last  month, 
bringing  the  total  number  of  factory  layoffs  since  Jan- 
uary, 1998,  to  267,000.  But  the  factory  workweek  ex- 
panded by  12  minutes,  to  41.8  hours.  That's  a  good 
sign  for  industrial  production  and  future  employment, 
since  factories  that  see  an  increase  in  orders  typically 
extend  the  hours  of  their  current  workers  before  taking 
on  new  employees. 

Private  service  companies  created  231,000  jobs  in 
December.  Department  stores  hired  clerks  for  the  hol- 
iday rush,  and  temporary-help  agencies  added  27,000 
workers,  the  biggest  gain  since  August.  In  addition,  the 
high  pace  of  home  buying  and  mortgage  refinancings 
caused  mortgage  banks  to  add  another  4,000  workers 
last  month. 

The  growth  in  all  nonfaiTn  jobs  in  the  fourth  quarter 
averaged  264,000  per  month.  That's  better  than  the 
204,000  average  of  the  third  quarter,  and  it  suggests 
that  the  economy  once  again  expanded  in  excess  of 
3%  in  the  fourth. 

GIVEN  THE  STRONG  JOB  MARKET,  consumers  re- 
mained ardent  shoppers  at  yearend.  In  particular,  auto 
makers  said  that  sales  of  cars  and  light  trucks  soared 
12.4%  in  December,  to  an  annual  rate  of  17.2  million 
(chart).  That's  the  strongest  month  since  1986,  but  the 
Commerce  Dept.  cautioned  it  would  likely  adjust  the 
number  lower  when  it  calculates  the  vehicle  data  that 


CAR  SALES  SURGI 
AT  YEAREND 
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go  into  consumer  spending  in  the  gdp  report.  That 
cause  dealers  padded  their  December  results  with 
that  actually  occurred  in  the  first  few  days  of  Jan 

And  after  pulling  out  of  those  showrooms  in 
1999,  consumers  drove  their  new  vehicles  to  the  : 
est  mall  and  shopped  for  post-holiday  bargains.  'V 
ly  surveys  indicate  that  store  sales  in  early  Jar 
were  running  about  2%  above  December's  level 

For  now,  consumer  confi- 
dence doesn't  seem  dented  by 
a  lot  of  the  negative  influ- 
ences. The  January  sales  rise 
came  despite  bad  weather  in 
parts  of  the  nation,  the  im- 
peachment trial  in  Washing- 
ton, and  U.  S.  bombing  in 
Iraq.  Such  resilience  prompts 
the  question:  What  will  curb 
consumers?  The  key  determi- 
nants will  be  the  same  as  they 
were  in  1998 — income  growth  and  the  stock  mar 

That's  why  the  outlook  for  corporate  profits  rei 
crucial  to  the  1999  economy.  Businesses  are  facii 
earnings  squeeze.  And  since  companies  possess 
pricing  power,  making  more  money  out  of  each  sal 
mean  cutting  the  cost  of  producing  that  product, 
the  biggest  cost  for  the  average  company  remai; 
workers. 
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BRITAIN 


IN  A  RATE-CUTTING  MOOD 


The  Monetary  Pohcy  Commit- 
tee has  served  notice  that  in- 
terest-rate cuts  to  avoid  a  reces- 
sion will  not  be  too  httle.  But  will 
they  be  too  late? 

The  MPC's  surprise  quarter-point 
cut  on  Jan.  7,  the 
fourth  in  as  many 
meetings,  dropped  the 
policy  rate  to  6%  from 
7.5%  in  October.  Plus, 
the  action's  accompa- 
nying statement  ac- 
knowledged continuing 
international  risks  and 
less  concern  over  do- 
mestic wage  pressures, 
suggesting  another  cut 
in  February.  Analysts  now  expect 
the  rate  to  fall  to  5%  or  less  by 
midyear,  a  faster  pace  of  policy 
easing  than  earlier  anticipated. 

The  problem:  Recession  has  al- 
ready taken  hold  in  manufactur- 
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ing,  which  accounts  for  20%  of 
gi'oss  domestic  product,  while  con- 
stiTiction,  retailing,  and  the  broad 
service  sector  are  softening.  No- 
vember manufacturing  output 
slipped  0.2%,  the  fourth  drop  in  a 
row,  and  tliree-month 
growth  fell  1.1%,  the 
worst  in  five  years 
(chart).  Moreover, 
output  in  the  large 
service  sector  slid  in 
December  for  a  sec- 
ond straight  month, 
based  on  the  latest 
purchasing  managers' 
survey.  Economists 
expect  fourth-quarter 
GDP,  to  be  reported  on  Jan.  22,  to 
have  been  barely  positive. 

Britain's  weakness  stems  from 
stei'ling's  sharp  appreciation  since 
mid-1996  and  the  Asian  crisis, 
which  hit  manufacturing.  It's  also 


a  delayed  result  of  interest-rati 
hikes  since  late  1996.  Rates  ar 
still  twice  the  eiu'o-zone  level,,'- 
trade-weighted  sterling  is  18%| 
higher  than  it  was  VA  years 

So  far,  fears  of  outright  recf 
sion  are  just  that,  especially  g 
the  surjjrisingly  strong  Decent 
report  on  the  labor  markets. 
Looking  ahead,  the  ciurency 
should  soften  as  the  mpc  narrc 
Britain's  rate  differentials  witl 
the  U.  S.  and  the  euro  zone.  A  ( 
the  early  benefits  of  recent  ra 
cuts  should  kick  in  by  spring. 

The  MFC  seems  to  be  movin 
rates  to  a  "neutral  level" — nei  ■ 
stimulative  nor  constrictive.  Ti 
may  be  as  low  as  4.5%,  but  th 
MFC  has  the  leeway  to  go  thatia 
The  2.5%  underlying  retail  inf- 
tion  is  within  policy  target,  an 
core  producer-price  inflation,  £j 
-0.6%,  is  the  lowest  on  record] 
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THE  GLOBAL  ECONOMY 


THAT  FRAGILE 
RECOVERY 


Brazil's  crisis  was 
another  blow.  But 
this  time,  markets 
are  relatively  calm 

It  didn't  take  much.  The  news  that 
the  state  of  Minas  Geras  in  Bi-azil — 
a  region  few  U.  S.  investors  could 
find  on  a  map — was  balking  at  gov- 
ernment austerity  measures  sent 
markets  tumbling  on  Jan.  12.  The  next 
day,  despite  assurances  by  President 
Fernando  Hemnque  Cardoso  that  Brazil 
wouldn't  let  a  provincial  default  bust  the 
national  budget,  the  government  bowed 
to  the  inevitable.  Tlie  head  of  the  central 
bank  resigned,  and  Cardoso  announced 
that  Bi-azil  would  allow  a  controlled  de- 
valuation of  the  real,  which  promptly 
dropped  8%.  Once  again,  the  world  was 
reminded  that  the  recovery  from  the 
emerging-markets  crisis  remains  fragile. 

Tlie  good  news  is  that  after  repeated 
scai'es,  the  mai'kets  weren't  badly  rattled 
by  the  Brazilian  meltdown.  The  flight  to 
quality  that  had  suddenly  shaved  the 
yields  on  U.  S.  government  securities 
just  as  quickly  eased,  relieving  fears  of  a 


return  to  the  liquidity  ciiuich  that  tlireat- 
ened  global  recession  last  fall.  And  stocks 
in  the  U.  S.  bounced  back  from  what 
could  have  been  an  ugly  sell-off.  The 
Dow  Jones  industrial  average  closed  on 
Jan.  13  off  125.12  after  plunging  261 
points  eai'ly  on,  wliile  the  na.sdaq  recov- 
ered fi'om  a  100-point  fall  to  end  the  ses- 
sion down  a  mere  3.94. 

Wall  Street's  rapid  recovery  may  say 
more  about  how  mai'kets  have  learned  to 
absorb  global  shocks  than  about  the 
shocks  themselves — and  the  very  real 
risks  they  pose.  The  world  has  long  e.x- 
pected  Brazil  to  be  the  next  financial 
shoe  to  drop,  which  is  why  the  Interna- 
tional Monetary  Fund  had  cobbled  to- 
gether a  .$41.-5  billion  package  last  fall 
to  stabilize  the  country's  economy.  Still, 
the  devaluation  caught  U.  S.  officials  by 
surprise.  Deputy  Tr'easury  Secr-etary 
Lawr-ence  H.  Summers,  Pr-esident  Clin- 
ton's financial  crisis  point  man,  canceled  a 
Jan.  13  trip  to  New  Yor-k  to  manage  the 
latest  or'deal. 

RISING  RATES.  The  markets'  relatively 
calm  r"eaction  to  Brazil's  devaluation 
shows  how  much  investor-  confidence  has 
solidified  since  last  summer  and  fall, 
when  Russia's  default  on  its  foreign  debts 
and  the  rescue  of  the  massively  lever- 
aged hedge  fund,  Long-Term  Capital 
Management,  created  a  near-  panic.  "As 
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fai"  as  financial  earthquakes  go,  Brazil 
isn't  as  bad  as  the  Russian  crisis,"  notes 
David  M.  Jones,  chief  economist  for 
Aubrey  G.  Lanston  &  Co.,  a  New  York 
secuiities  trader 

Even  so,  Brazil's  woes  thi'eaten  the 
U.  S.  economy  mor"e  directly  than  Rus- 
sia's or  Asia's.  Bi-azil  is  the  llth-largest 
export  mai-ket  for  U.  S.  companies.  And 
U.  S.  bank  exposiu'e  to  Bi'azil  tlu'ough 
Sept.  30  was  $18.6  billion.  That's  equal  to 
half  of  the  outstanding  U.  S.  loans  to  all 
of  Asia,  excluding  Japan — wliich  is  why 
many  investoi^s  and  policymakei"s  viewed 
a  Brazilian  devaluation  as  the  potential 
trigger  for  spreading  economic  misery 
thi'oughout  the  hemisphere. 

That  would  be  a  shai-})  change  from 
October,  when  the  deepening  global  ciisis 
had  a  pei-versely  positive  effect  in  the 
U.  S.  While  exporters  and  domestic  in- 
dustries such  as  steel  took  hits,  the  flight 
of  capital  fi'om  Asia  found  a  safe  haven 
in  the  U.  S.  The  result:  a  strong  dollar, 
low  inflation,  and  falling  rates  that  kept 
gTOwth  I'ocking  along. 

Now,  the  U.  S.  could  be  in  for  a  dif- 
ferent scenaiio:  a  falling  dollai;  increasing 
inflation,  and  liigher  interest  rates.  Wliy? 
Forces  in  place  befoi'e  the  Brazil  shock 
are  still  at  work  and,  unless  the  real 
goes  into  total  free  fall  and  takes  down 
the  rest  of  Latin  America,  these  forces 
aj'e  likely  to  prevail. 

What's  different  now  is  that  capital 
has  begun  to  trickle  back  to  Asia,  and  in- 
vestors ai'e  flirting  with  the  new  em'o, 
which  debuted  Jan.  4,  as  a  would-be  re- 
ser-ve  ciurency.  In  fact,  the  doUai-  feO  by 
more  than  1%  against  the  em'o  on  the 
day  of  the  real's  devaluation  because  of 
woiTies  about  the  effect  on  the  U.  S. 

But  the  biggest  issue  for  the  U.  S. 
may  be  pressure  on  long-teiTn  interest 
rates.  The  30-year  Treasury  had  risen 
steadily  from  its  low  of  4.7%  last  Octo- 
ber 5,  and  was  as  high  as  5.37%  just 
before  the  Brazilian  devaluation.  The 
crisis  briefly  pushed  it  down  toward 


5%',  but  it  was  climbing  on  Jan.  13  and 
ended  at  5.13%.  Some  economists  still 
see  it  rising  more  in  1999.  "It  can  defi- 
nitely break  6%  if  the  recent  trends 
we've  seen  continue,"  says  John  E.  Sil- 
via, chief  economist  for  Chicago-based 
Kemper  Fvmds. 

A  rate  rise  of  that  magnitude  isn't 
about  to  stall  the  93-month  expansion, 
a  peacetime  record  (page  39).  But  higher 
rates  would  mean  a  slowdown  fi'om  the 
economy's  cuirent  gi-owth  clip  of  nearly 
4%  and  a  further  squeeze  on  coiporate 
profits,  which  could  slow  the  bull  mar- 
ket's imi-elenting  mnup. 
WEAKER  DOLLAR?  Among  those  expect- 
ing a  slower  economy  this  year  is  Fed- 
ei-al  Resei-ve  Chairman  Alan  Greenspan, 
who  cut  short-teiTn  interest  rates  tlu-ee 
times  in  1998  to  keep  the  world  financial 
ciisis  from  spirahng  out  of  control  and 
di'agging  the  U.  S.  economy  down.  In  a 
Jan.  11  speech  to  a  gi'oup  of  fellow  cen- 
tral bankers  in  Hong  Kong,  Greenspan 
said  that  any  slowdown  would  be  only 
"relatively  moderate,"  a  hint  that  he  sees 
no  need  for  fiuther  cuts. 

Though  Greenspan  spoke  befoi-e  the 
Brazilian  crisis  erapted,  he's  unlikely  to 
change  his  views  now,  says  Aubrey  G. 
Lanston's  Jones,  a  vetei'an  Fed  watcher 
"I  don't  tliink  Brazil  wiU  shake  him  the 
way  Russia  did,"  says  Jones.  "I  wouldn't 
expect  Greenspan  to  come  iTinning  to 
the  rescue  with  another  rate  cut."  That's 
one  more  reason  forecasters  ai'e  raising 
then-  interest-rate  projections. 

After  a  yeai'  of  handwringing  over  the 
Asian  crisis  and  the  prospect  of  a  global 
slump,  many  economic  forecasters  are 
siuprised  by  the  jump  in  rates.  But  then, 
they  didn't  expect  U.  S.  growth  to  be  so 
strong  in  the  fourth  quarter.  Nor  did 
they  anticipate  glimmers  of  recoveiy  in 
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parts  of  Asia — particularly  South  Ko- 
I'ea — and  a  falling  dollar'.  Tliese  factore  all 
put  upwai'd  pressui'e  on  rates.  "The  days 
of  the  strong  doUai'  m-e  in  the  past,"  pre- 
dicts Joel  L.  Nai-off,  cliief  bank  economist 
at  First  Union  Coip. 

With  the  U.  S.  expected  to  log  a 
record  current-account  deficit  of  $230  bil- 
lion for  1998  and  $285  billion  tliis  year, 
Nar'offs  for-ecast  looks  like  a  safe  bet. 
Already,  J.  P.  Morgan  &  Co.  calculates 
that  the  dollar-  is  down  9%  on  a  tr'ade- 
weighted  basis  li'om  its  August  high.  It 
has  taken  the  biggest  liit  li'om  the  Japan- 
ese yen,  which  soar-ed  32%  in  five 
months,  to  108,  until  the  Bank  of  Japan 
inter-vened  on  Jan.  12  by  buying  dollars. 


But  the  dollar  is  also  off  10%  against 
non-Japanese  Asian  currencies  and  7% 
against  European  cur-rencies  that  now 
make  up  the  eur'o,  which  some  forecast- 
ers are  betting  will  appr'eciate  another 
5%  to  10%  against  the  dollar 

The  eiu'o's  lure,  along  with  the  shift  of 
funds  to  Japan  has  put  the  dollar  in  a 
"squeeze  play"  that's  driving  up  U.S. 
bond  rates,  says  William  H.  Gr'oss,  man- 
aging director  of  Pacific  Investment  Man- 
agement Co.  in  New]Dorl  Beach,  Calif. 
But  he  adds  that  the  higher-  yields  won't 
last  unless  inflation  acceler'ates. 

That  is  exactly  what  some  economists 
now  expect.  More  stable  prices  for  com- 
modities and  imports,  rising  health-care 


costs,  and  wage  pressures  acres  j 
economy  should  push  U.  S.  inflation 
a  three-decade  low  of  1.5%>  in  IS 
about  2.25%  in  1999,  predicts  Waylil 
Angell,  chief  economist  at  Bear,  St 
&  Co.  Angell  notes  that  two-year 
sury  notes  are  ah'eady  up  nearly 
percentage  point,  to  4.75%,  sincenit 
October  With  the  financial  crisis  sj^r 
ing  closer  to  the  U.  S.,  that  wouldrf 
such  a  bad  scenario — even  if  longjsp 
r-ates  ar*e  0.5%  to  1%  liigher  [ 

By  Owen  Ullvmnn  with  Paul  id 
nusson  hi  Washington,  and  Steiifai 
Ajiderson  Forest  in  Dallas,  T}iai\l 
terson  in  FrankfwH,  and  Gar-y  ^(jjp 
man  in  New  York  i 


BRAZIL:  'THE  GENIE  IS  OUT  OF  THE  BOHLE' 


Pr-esident  Fernando  Henrique  Car- 
doso had  lost  the  real  long  befor-e 
Brazil  devalued  the  currency  on 
Jan.  13.  Months  ago,  his  failure  to 
carry  out  pledges  to  slash  Brazil's 
massive  deficit  spending  had  er-oded 
Br-azil's  credibility  in  world  markets. 
Despite  30%-plus  interest  rates,  few 
for-eigners  were  willing  to  risk  new 
investments  in  Brazil's  markets. 

Now  analysts  expect  the  real's  fall 
to  steepen.  Signaling  investor  wor*- 
ries,  Sao  Paulo's 
stock  market 
plunged,  and 
shares  of  for-eign 
companies  with  big 
stakes  in  Br'azil — in- 
cluding U.  S.  banks  that 
as  of  Sept.  30  were  in  for 
$18.6  billion — took  a  beating 
ft"om  New  York  to  Madrid. 

What  next?  A  rapidly  sink- 
ing real  could  ignite  price  in- 
creases, wiping  out  four  years  of 
gains  under  Car-doso's  inflation- 
busting  Real  Plan.  The  buying 
power  of  wages  would  plummet, 
hitting  Brazil's  poor-.  And  Brazilian 
companies  with  debt  in  foreign  cur- 
rencies could  be  devastated  if  the 
r-eal  keeps  tumbling. 
AFTERSHOCKS.  The  key  in  coming 
days  and  weeks  will  be  the  flow  of 
capital.  To  slow  the  bleeding,  Car-- 
doso  needs  to  show  the  markets  im- 
mediately that  he  can  get  flscal  re- 
forms through  Congi'ess.  His  goal  is 
to  cut  $23  billion  in  deficit  spending, 
a  condition  for  the  $41.5  billion 
Brazilian  aid  package  led  by  the  In- 
ternational Monetary  Fund.  More  im- 


portant, budget  r-efor-m  is  crucial  if 
Brazil  is  to  r-egain  investor  confi- 
dence and  halt  the  fall  of  its  curren- 
cy. "Unless  the  gover-nment  gets  fis- 
cal results,  no  monetary  plan  will 
work,"  says  Mauro 
^^^^k    Schneider,  economist 
W  for  ING  Barings  in 

■         »  Sao  Paulo. 


With  devaluation  of 
the  real,  Cardoso  must 
cut  spending  faster  to 
avert  a  meltdown 


watching  warily  for-  repercussions 
other  economies  in  Latin  America, 
"Argentina  is  victim  No.  1,"  says 
Francis  Freisinger,  chief  Latin 
America  economist  for  Meriill  Lyi 
&  Co.  in  New  York.  "Undoubtedlj 
will  move  into  recession."  Brazil  is 
Argentina's  top  trading  partner,  s( 
weakening  r-eal  will  hurt  Argentin 
exporter-s.  U.  S.  companies  that  h{ 
big  stakes  in  Latin  America,  such 
consumer-goods  giant  Gillette  Co 
and  ener-gy  company  AES  Corp.,  Si 
their  shares  fall  in  the  aftermath 
the  real  devaluation. 

U.  S.  investors  may  soon 
shr-ug  off  the  new  shock  fror 
Br-azil,  as  they  did  last  fall 
with  each  new  crisis,  both  t 
country's  credibility  and  its 
tions  shrink.  During  the  19J 
economic  crisis  in  Asia,  Bra, 
hiked  interest  rates  and  capi 
flooded  back  into  the  country 
Now,  Br-azil  has  lost  investor 
confidence  and  its  favorite  men 
tary  tool — raising  interest  rates 
entice  capital. 

The  most  Ukely  outcome  is  thai 
Brazil  will  fail  in  its  attempt  to  c( 
trol  devaluation  of  the  real  by  gn 
ally  shifting  the  band  within  whic 
trades.  Eventually,  Cardoso  will 
probably  be  for-ced  to  accept  free- 
floating  exchange  rates.  "This  is  sj 
agony,"  says  Walter  Molano,  headi 
economic  and  financial  research  aif 
BCP  Securities  in  Cir-eenwich,  Coni 
"The  genie  is  out  of  the  bottle."  l\ 
Brazil  will  feel  the  hex  for  month| 
come. 


lit 


By  Ian  Katz  in  Sao  Pj 
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((  imzzlement.  U.  S.  companies 
nutnced  a  record  678,000  job  cuts 
but  the  unemfployment  rate 
PI  led  to  m  December,  a  28- 
■w.  Wages  are  rising  rapidly,  but 
nflation  seems  tame.  Profits  are 
nt,  but  the  stock  market  hit  new 
s  in  January.  And  even  while 
teeters  oyi  the  brink,  Britain  and 
ny  slump,  and  Japan  is  stuck 
•■ep  depression,  the  U.  S.  economy 
rrowing. 

t  to  make  of  all  these  conflicting 
t?  BUSINESS  WEEK  Economics 
Michael  Mandel  explains 
%ese  contradictions 
for   the  U.S. 
ly  in  1999. 
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example,  the  in- 

in  industries,  broad- 

"•1,  have  for  the  first 
lime  the  biggest  job  cre- 

i  I  he  economy.  Over  the  past 
re  than  37%  of  new  jobs  have 
III  information-related  service 
such  as  communications,  ed- 
Miftware,  consulting,  and  finan- 
vices  (chart).  By  comparison, 


these  industries  generated  only  15%  of 
jobs  just  three  years  ago. 

High  tech  is  also  keeping  U.  S.  facto- 
ries afloat.  Manufacturing  production  in 
the  U.  S.  has  risen  by  2%-  over  the  past 
year — but  without  computers,  semicon- 
ductors, and  communications  equipment, 
it  would  have  fallen  by  0.4%.  And  while 
consumers  have  been  buying  new  au- 
tomobiles and  homes  at  a  breakneck 
pace,  demand  for  high-tech  products  and 
services  such  as  computers  and  home- 


phone  service  has  also  been  soaring. 

Last  but  not  least,  the  high-tech 
boom  is  helping  sustain  the  stock  mar- 
ket as  well.  While  old-line  industrial 
companies  such  as  Cateii^illar,  Interna- 
tional Paper,  and  Procter  &  Gamble  lan- 
guish, big  gains  are  coming  from  Intel, 
Microsoft,  and  Yahoo! 

Sure,  the  high-tech  boom  may  have 
lifted  the  U.  S.  economy  in  1998.  But 
everyone  agrees  that  there  is  going  to 
be  a  slowdown  this  year,  don't  they? 

Most  forecasters  have  been  expecting 
around  2%  growth  in  1999.  This  gives 
them  the  virtue  of  consistency,  since 
tliis  was  the  consensus  forecast  for  1996, 
1997,  and  1998.  But  in  each  of  these 
years,  actual  growth  exceeded  3.5%». 

The  same  pattern  seems  to  be  hap- 
pening again.  Many  forecasters  are  al- 
ready raising  estimates  for  1999.  For 
instance,  Richard  Berner,  chief  econo- 
mist at  Mellon  Bank  in  Pittsbiu'gh,  just 
boosted  his  1999  projections  from  2.2% 
to  2.75%i.  The  main  problem  is  that  the 
forecasters  have  typically  underesti- 
mated both  consumer  spending  and 
capital  investment.  Companies  keep 
spending  on  new  equipment,  says 
Berner,  "because  capital  is 
cheap  and  labor  is  ex- 
pensive." 

In  particular, 
info-tech  spending 
in  1999  could  once 
more  be  strong.  In- 
tel recorded  a  17% 
revenue  gain  in  the 
fourth   quarter  of 
1998,  beating  expec- 
tations. And  global 
semiconductor  sales 
jumped  by  almost  5% 
in    November  com- 
pared with  October, 
the  biggest  monthly 
gain  since  1990. 

Moreover,  workers  in 
the  information  indus- 
tries earn  relatively  liigh 
wages.  So  as  long  as  the 
growth  in  these  indus- 
tries continues,  Americans 
will  have  enough  money  to 
keep  spending. 

But  the  bad  news  from  overseas 
seems  to  never  stop  coming.  Can  the 
U.S.  keep  growing  even  if  the  global 
economy  slows? 

The  answer  is  yes — with  caveats.  The 
U.  S.  credit  markets  clearly  are  vulner- 


the  first  time,  information  industries  are  the  nation's 
biggest  job  creators,  producing  37%  of  all  newjobs 
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able  to  overseas  shocks,  as  the 
events  of  last  fall  showed.  And  a 
sustained  stock  market  down- 
turn could  hit  consumer  spend- 
ing hard.  Indeed,  consumer 
spending  is  more  sensitive  to 
market  fluctuations  than  befoi'e, 
since  "the  level  of  wealth  rela- 
tive to  the  economy  has  soai'ed," 
says  Chris  Varvares,  president 
of  Macroeconomic  Advisors,  an 
economic-forecasting  fii'm. 

The  immediate  danger,  of 
course,  is  Brazil,  which  deval- 
ued on  Jan.  18,  but  that  country 
is  not  the  only  potential  trouble 
spot.  Standard  &  Poor's  URI  is 
now  projecting  that  Japan's 
gross  domestic  product  could 
shrink  by  as  much  as  3%  in 
1999.  In  Britain,  manufacturing  pro- 
duction is  down  by  0.2%  over  the  last 
year.  Meanwhile,  new  industrial  orders 
are  plummeting  in  Germany,  and  econ- 
omists are  talking  about  a  manufactur- 
ing recession.  "Manufacturing  is  being 
hit  by  the  Asia  ci'isis,"  says  Gerhard 
Grebe,  a  Frankfiut-based  economist  foi' 
Bank  Julius  Baer. 

But  all  of  these  problems  are  man- 
ageable— as  long  as  they  do  not  snow- 
ball into  a  global  financial  crisis.  In 
1998,  quick  reactions  by  the  Fed  and 


HIGH  TEGH  KEEPS 
U.S.  AHEAD 


SHARE  OF  JOB  GROWTH  COMING  FROM 
INFORMATION-RELATED  SERVICE  INDUSTRIES* 
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■98  DEC. 
•COMMUNICATIONS,  SOFTWARE  AND  COMPUTER  SERVICES, 
CONSULTING,  FINANCIAL  SERVICES,  EDUCATION 


JUNE '96  '97 
A  PERCENT  CHANGE 
OVER  PREVIOUS  YEAR 

DATA.  BUREAU  OF  LABOR  STATISTICS.  BUSINESSWEEK 


cUne  over  the  last  year  is 
completely  due  to  a  fall  ii 
seas  profits. 

Domestically,  corporati* 
facing  stagnant  prices,  co' 
with  wages  rising  at  a  3.^ 
In  this  environment,  th 
way  to  achieve  higher  pi 
to  boost  productivity- 
means  job  cuts  and  inve 
in  new  technology. 

Will  they  succeed?  Th; 
be  the  biggest  question  < 
Rising  productivity  wil 
profits  gi'owdng,  boost  th^ 
market,  and  fuel  cor 
spending — but  if  produ 
stagnates,  the  economy  ii 
hai-d-pressed  to  maintain 
rent  momentum. 


other  central  banks,  combined  vidth  in- 
ternational financial  aid  to  troubled 
countries,  helped  calm  the  markets. 
Similar  actions  could  be  needed  again 
this  year. 

Reports  of  layoffs  and  weak  corporate 
earnings  keep  rolling  in.  Aren't  they  a 
sign  that  something  is  wrong? 

In  part,  both  the  job  cuts  and  the  prof- 
its shortfall  are  a  reaction  to  the  global 
slowdown.  Indeed,  some  government 
statistics  suggest  that  the  earnings  de- 


How  long  can  this  expansion  las 

As  of  December,  the  U.  S.  pas;- 
record  for  the  longest  peacetime 
sion,  with  the  historical  data  str 
back  to  the  1850s.  The  only  one 
was  the  1960s,  which  was  goo 
Vietnam  War  spending.  Baning 
likely  um-avehng  this  yeai;  the  U 
cross  that  milestone  on  Jan.  1, 
propitious  date  indeed. 

Mandel  is  BUSINESS 


economici 


NET  STOCKS:  A  SLIGHT  CASE  OF  VERTIGO 


For  a  fleeting  moment,  it  seemed 
that  the  Internet  bubble  had  fi- 
nally bm'st.  In  the  first  week  of 
January,  Internet  shares  had  once 
again  astounded  investors  with 
massive  gains — pushing  the  Ham- 
brecht  &  Quist  Internet  Index  up 
100  points  to  a  record  378.83.  That's 
triple  the  level  of  the  index  just 
three  months  earlier  But  on  Jan.  12, 
Broadcast.com  plunged  more  than  62 
points  and  closed  at  223.  Ebay  was 
battered  dovm  51  points  to  240^.  Ya- 
hoo!, Lycos,  and  Ajnazon.com  were 
also  among  the  victims. 

Still,  as  short  sellers  have  learned 
the  hard  way,  it's  a  sucker  bet  to  try 
to  predict  when  the  Intemet  bubble 
will  burst.  The  slide  resumed  on  Jan. 
13.  Even  Yahool's  sm-prisingly  strong 
earnings  of  $18.5  million  for  the 
fourth  quarter  and  two-for-one  stock 
split  didn't  stop  its  shares  from  de- 
clining further.  Still,  the  dip  left  the 
H&Q  index  at  337.65,  11%  off  its 
high— and  prompted  more  questions 


from  Wall  Street  pros.  "Whether  this 
is  the  final  top,  I  don't  know,"  says 
Peter  J.  Canelo,  U.  S.  investment 
strategist  at  Morgan  Stanley  Dean 
Witter.  "But  if  you  have  a  historical 
perspective,  you'll  appr'eciate  how 
much  risk  there  really  is."  Canelo  ad- 
vises investors  who  have  made  mon- 
ey on  these  stocks  to  "take  their 
chips  off  the  table  and  let  someone 
else  take  the  doubles." 

THE  JANUARY  EFFECT 
ON  INTERNET  STOCKS 


JAN. 13 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 


That  doesn't  mean  investors 
should  shy  away  from  all  Intemet 
stocks.  Paul  Cook,  lead  portfolio  n 
ager  at  the  Mxmder  NetNet  Fun( 
says  what  may  happen  in  Interne 
stocks  is  "a  flight  to  quality."  Exp 
say  newer  issues  and  comparries  t 
don't  have  a  particular  comer  of  c 
berspace  nailed  down  are  especial 
vulnerable.  Top-tier  companies  su< 
America  Online  and  Amazon,  Coo 
figm'es,  vrill  resume  their  ascent 
that  makes  them  too  pricey.  Cook 
cently  trimmed  his  Amazon  holdii 
fi-om*^3%  of  the  portfolio  to  1%,  "l 
cause  right  now  it's  extended." 

Are  ther-e  Intemet  stocks  thai 
could  become  bargains?  In  the  si 
term,  that  doesn't  look  likely.  Bu 
"there's  a  chance  we  might  find 
a  year  out,"  says  David  N.  Dren 
chau'man  and  chief  investment  o 
of  Dr'eman  Value  Management  L' 
By  then,  the  Intemet  bubble  coi 
be  just  a  memory. 

By  Edward  C.  Baig  in  New 
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HE  DIGEST 

OUT  TO  GET  HITCHED? 

j  lagging  company  may  combine  with  parts  of  Time  Warner 


aetime  this  month,  Reader's  Di- 
!St  Association  Inc.  had  planned  to 
iveil  to  Wall  Street  the  final  phase 
CEO  Thomas  0.  Ryder's  program 
talize  the  troubled  publisher.  But 
meting  has  been  pushed  back  to 
)  because,  says  Ryder,  "we're  still 
process  of  working  on  it." 
)re  then,  Ryder  could  reveal 
ling  far  more  dramatic:  Soui'ces 
3  the  companies  say  Reader's  Bi- 
nd Time  Warner  Inc.  are  dis- 
f  a  deal  to  combine  Reader's  Di- 
ith  several  Time  Inc.  pubhcations 
rect-marketing  businesses.  The 
itity  would  have  about  $5  billion 
ml  sales,  double  the  Digest's  cur- 
ze. 

le  deal  is  consummated,  the  two 
nies  could  cut  costs  and  meld 
ses  to  create  a  direct-mail  jug- 
t  capable  of  targeting  millions  of 
lers  world-wide  with  family-ori- 
fare  such  as  Time- Life's  '70s 
Party  album  or  the  Digest's  con- 
books.  Time  would  also  thi-ow 
<  of  The  Month  Club  and  several 
ines,  including  Pareiithig  and 
m  Accevts. 

PARTNERS.  Under  the  structure 
ontemplated,  Time  Warner  would 
i  an  equal  partner  with  the  foun- 
1  set  up  by  late  Reader's  Digest 
r  DeWitt  Wallace  that  now  con- 
of  the  publisher's  voting  shai'es. 
shareholders  would  own  a  yet-to- 
'rmined  stake.  Ryder,  who  joined 


the  company  last  May,  would  continue 
as  the  company's  CEO,  with  Time  Inc. 
CEO  Don  Logan  as  chairman. 

Time  Warner,  Ryder,  and  the  foun- 
dations won't  comment  on  the  talks. 
Sources  close  to  the  discussions  say  that 
although  negotiations  have  been  going 
on  for  months,  they  could  still  break 
off.  The  stumbling  block  seems  to  be 
convincing  the  foundations  that  ceding 
control  to  a  joint  venture  with  Time 
would  be  better  than  staying  indepen- 
dent or  selling  out  altogether 

Without  the  votes  of  the  foun- 
dations— which  plan  to  cut  their 

CREATING 
A  JUGGERNAUT 

Likely  components  of 
a  joint  venture 


FROM  TIME  INC. 


•Time-Life  Books  and  Videos 
•Book  of  ttie  Month  Club 
•Southern  Progress  magazines 
•Specialty  magazines  like  Parenting  zni 
This  Old  House 
•Oxmoor  House  books 


FROM  READER'S  DIGEST 


•Reader's  Digest  Wzgzzm 
•Reader's  Digest  Books,  Videos,  Music 
•Specialty  magazines  like  American  Health 
for  Women,  American  Handyman 

SOURCE:  BW 


A  WAYS  TO  GO 

The  foundations  that 
own  the  Digest  still 
have  to  be  sold  on 
the  merger's  merits 

ownership  to  50%  by 
2000  for  tax  reasons — 
there  can  be  no  deal 
now.  They  are  chaired 
by  foiTner  Digest  Chair- 
man and  CEO  George  V. 
Gnme.  He  and  two  oth- 
er foundation  directors 
sit  on  Digest's  nine- 
member  board. 

Still,  the  foundations 
may  sign  off.  Since  they 
were  set  up  in  the 
1950s  and  iy60s,  the  foundations  have 
been  major  supporters  of  cultural  insti- 
tutions and  various  causes.  But  their 
giving  ability  has  diminished  along  with 
Digest's  profits.  Although  Reader's  Di- 
gest remains  the  world's  biggest-selling 
magazine,  with  cumulation  of  27  million, 
readership  has  been  declining  as  its  au- 
dience ages.  The  Pleasantville  (N.Y.) 
company's  stock  is  off  almost  50%  since 
the  beginning  of  1996.  And  since  Ry- 
der took  over,  he  has  slashed  dividends 
by  78%.  He  also  plans  to  cut  expenses 
by  $350  million,  and  sold  off  much  of 
the  corporate  art  collection. 

Analyst  Dennis  McAlpine  of  Joseph- 
thai  Lyon  &  Ross  Inc.  says  Ryder  now 
has  to  figui-e  out  ways  to  increase  rev- 
enues and  target  younger  consumers. 
Merging  with  the  'Time  assets,  he  says, 
"would  be  a  great  fit."  Digest's  direct- 
mai'keting  business  is  twice  as  big  as  its 
magazine  and  that  operation  could  be 
used  to  market  Time  products 
as  well.  And  the  executives 
guiding  the  talks  fit  well,  too. 
In  his  previous  role  as  a  senior 
executive  at  Amencan  Express 
Co.,  Ryder  cut  a  deal  that 
placed  several  AmEx-owned  ti- 
tles, including  Travel  and 
Leisure,  ujider  Logan's  Time  Inc. 
DIGEST  management. 
CHIEF  To  help  assess  their 

options,  the  foundations 
have  enlisted  Lazard 
Freres  Co.  The  Digest  is  being  advised 
by  Goldman,  Sachs  &  Co.,  and  Time 
Warner  has  retained  Morgan  Stanley 
Dean  Witter  A  conclusion  to  the  talks  is 
likely  by  the  Feb.  25  presentation.  "I 
have  been  unusually  focused  on  this 
strategic  plan,"  says  Rydei-.  But  with 
the  company's  fate  residing  with  the 
foundations  that  control  it,  even  he  can't 
know  for  sure  which  plan  he'll  be  pre- 
senting that  day. 

By  Richard  Siklos  in  New  York 


THOMAS 
RYDER 
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INSURED  FOR  Y2K? 
DONT  COUNT  ON  IT 

Insurers  are  telling  customers  they're  on  their  own 


Linda  FeiTo,  chief  financial  officer  at 
Banner  Sei-vice  Coi-p.,  a  family-nan 
precision  giincling  company  in  CarroU 
Stream,  111.,  is  wonied.  Like  thousands  of 
other  execs,  FeiTo  has  just  learned  that 
her  company's  existing  business  insur- 
ance won't  cover  anytliing  that  happens 
to  Banner — or  its  customer's — if  the  com- 
pany's eomi^uters  get  fouled  up  by  the 
Year  2000  computer  bug. 

Ferro  thought  Banner  was  covered 


unto  its  renewal  anived  and  spelled  out 
Y2K  exclusions.  Now,  she  fears  Banner 
could  be  stuck  paying  hunch'eds  of  thou- 
sands of  dollars  to  defend  itself  in  Y2K 
lawsuits  from  customers  if  the  bug  fouls 
up  production  or  causes  product  defects. 
Banner  could  also  be  liable  for  safety 
problems  inside  the  factory  arising  from 
Y2K  glitches.  "Initially,  we  thought  in- 
sm-ance  would  take  care  of  everything,"' 
Ferro  says.  "Now,  our  insm-er  is  telling 


FERRO:  Cost  of  iminsured  snafu s 
''could  he  devastating" 

us  that  on  Y2K,  we're  on  our  ow 
could  be  devastating."  On  the  ad\ 
lawyer-s.  Banner  is  sending  lettt- 
customers,  spelling  out  its  Y2K  c( 
ance  measures — but  offering  no 
antees  against  problems.  ^ 
KEEPING  MUM.  FerTO  has  a  lot  of^. 
pany.  Cor'porations,  homeowners,  iti 
tals,  and  schools  have  been  gettinii: 
ters  from  insurers  telling  themj: 
won't  be  covered  for  y2K  dami: 
"Generally,  the  Year  2000  pr-obltL 
not  an  insurable  risk,"  Tr'avelers 
erty  Casualty  Corp.  has  told 
agents  and  brokers  in  memos  ovCj 
past  few  months.  ' 

Some  insurance  companies  ar-t 
ing  the  opposite  tack — deliberately 
ing  mum  about  Y2K  coverage. 
"For  fear  of  provoking  an  outcry,' 
Lar-ry  McArthur,  president  and  ( 
Ascent  Logic  Corp.,  a  San  Jose  coi 
that  helps  insurers  assess  majoi' 
rations'  risk  of  Y2K  failur-es.  Mc.A 
says  sonre  companies  believe  it'.^ 
those  holding  policies  to  find  out  'ju: 
covered  and  what's  not.  j 

Companies  not  sure  of  their  i 
age  can  imagine  all  sorts  of  Y2K 
mar-es.  Consider  Los  Angeles- 
Oakwood  Corporate  Housing, 
manages  apartment  complexes  i 
U.  S.  and  Asia.  Oakwood  doesn't 
what  kind  of  coverage  it  has  fo, 
and  it's  woriied,  too.  "If  there's  a 
failui'e,  who's  liable  if  a  tenant  freei 
death  or  r-equir-es  hospitalization'.') 
spokesman  Bob  Pliilips.  So  far;  tht 
pany  has  not  purchased  special 
ance,  but  an  in-house  committee 
ing  into  insur-ance  issues,  Philips 

It's  easy  to  see  why  insurers 
want  to  limit  Y2K  coverage,  t 
homeowner,  employee,  corpor-ate  i 
tor,  consumer,  mer-chant — in  short  u 
one  with  a  policy — could  be  affect  I 
the  bug.  Lloyd's  of  London  esti  it 
last  year-  that  global  claims  cou 
$1  tr-illion — far  surpassing  asbest(! 
tobacco  claims  combined — and  col 


Y2K 

UNCOVERED! 

Insurance 
companies 
are  limiting  or 
excluding 
coverage  for  Y2K 
across  the  board 


GENERAL  LIABILITY  Insurers  are 
limiting  coverage  for  third-party  injury, 
breach  of  contract,  or  other  damages 
resulting  from  Y2K,  such  as 
malfunctioning  traffic  lights  and 
inoperable  security  systems. 

PROPERTY  Most  policies  exclude  data 
loss,  computer  crashes,  machine  or 
equipment  damages,  or  property  loss 
resulting  from  a  malfunctioning  computer. 


PROFESSIONAL  Insurers  are  limiting  or  excluding  dam^ef 
resulting  from  Y2K-related  shareholder  lawsuits,  medical 
practice,  or  other  professional  liability. 


BUSINESS  DISRUPTION  Companies  are  limiting  or  j 
excluding  coverage  for  losses  from  supply  or  distribution  | 
delays,  such  as  losses  from  food  spoilage. 

CONSUMER  Insurers  are  backing  away  from  covering  I 
home-business  disruptions  and  property  damage.  Exarnt;- 
If  a  security  system  fails  because  of  Y2K,  stolen  goods  p} 
not  be  covered.  { 

 h 
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three  times  higher  than  the 
hon  stashed  in  resei-ves  by  U.  S. 
ers  for  all  property/casualty  cov 

To  avoid  that,  insiu'ere  have  be(||^'— 
bying  state  insurance  commissiis 
limit  01-  exempt  Y2K  from  virtue 
types  of  policies.  So  far,  eveiy  sta 
allowed  at  least  some  exemption 
46  now  let  companies  exclude  Y2i  Df 
commercial  property,  homeowners 
ness  inten-uption,  and  professioi 
bility  policies,  such  as  medical  m: 
tice.  Says  a  spokesman  for  the  An] 
Insiu-ance  Assn.:  "People  have  ha(  ^ 
ty  of  time  to  make  preparatior  .^j 
should  be  responsible  for  making 


ather  than  depending  on  insura 


fill' 


the 
^re 
ifro 
fatit 


bail  them  out. 

A  RULING  SOONT  It's  still  possil 
companies  to  get  Y2K  insiu-ance— 
a  painfully  steep  price.  David  Rj 
insurance-law  specialist  and  part 
Chicago  law  fuin  Amstein  &  Le^ 
premiums  can  iim  as  high  as  J  J' 
coveiage.  American  Insurance  ( 
Y2K  policy,  no  longer  for  sale, 
up  to  $100  million  worth  of  co 
for  a  price  of  $80  million,  though  i 
that  was  refundable  in  the  eve 
bug  didn't  amount  to  much  in 
But  even  high-priced  coverage 
appearing:  CNA  Insurance  Gn 
Chicago,  for  one,  plans  to  cut  off  i 
special  Y2K  policies  in  March. 

Top  execs  and  directors  also  m 
get  Y2K  coverage,  aig  offers  "d&o 
a  dii-ectoi-s-and-officers  policy  that 
protect  coi-porate  brass  from  sha 
er  claims  that  they  failed  "to  { 
or  properly  disclose"  readiness  fo  ^ 
The  policy  even  includes  $10,(  ''^^ 
public-relations  help  to  "manag 
related  disclosm-e 

Industry  analysts  predict  tl 
coiuts  will  rJtimately  settle  the  q 
of  Y2K  coverage.  In  the  natior 
Y2K  insurance  case,  Cincinnati 
ance  Co.  of  Ohio  is  asking  for  a 
district  coiul  to  nile  vv'hether  th( 
it  sold  to  Source  Data  Systems, 
er  of  bug-plagued  hospital-manaj 
software,  requu-es  it  to  cover  Y2: 
ed  failui-es.  A  Source  Data  cust( 
seeking  $1.25  million  in  damaj 
cause  its  software  can't  recogniz 
after  Dec.  31,  1999. 

But  insurers,  beware.  A  rece 
vey  by  Los  Angeles-based  D( 
Quest  Inc.  shows  that  potential  ji 
Y2K  cases  are  predisposed  aga 
sui-ers.  Says  Senior  Vice-Presidei 
Davis:  "The  widespread  percej 
that  insurers  should've  addresi 
in  policies  long  ago  rather  thar 
now  to  squeeze  out  of  coverage, 
they  figure  it  never  hmts  to  tr^ 

By  Marcia  Stepanek,  with 
Brady  in  New  York  and  Ann 
Palmer  in  Chicago 


!ce  \ 
2  pi 
eeo 
'Tlie 

fen  c 


I'll 

.er 


II 


44  BUSINESS  WEEK  /  JANUARY  25,  19 


s:  Analysis  &  Commentary 


INGTON 


L  ME  AL, 

tPORATE  AMERICA'S  PAL 

le  Veep  break  through  business'  distrust  before  2000? 


f  a  sudden,  Al  Gore  is  every- 
re.  On  Jan.  13,  the  Vice-Presi- 
t  announced  a  plan  to  tame  sub- 
)rawl.  On  Jan.  14,  he  proposed  a 
irivate  partnership  to  train 
ms  for  high-skill  jobs  in  indus- 
ring  worker  shortages.  On  Jan. 
inveiled  a  new  Administration 
spur  development  in  distressed 
d  iiiral  areas  by  dou-  ;  ?  ■  ■  ^ 
e  number  of  tax-ad- 
d  "empowerment 
With  President  Clin- 
ed  down  by  impeach- 
d  preparing  for  what 
his  most  important 
■  the  Union  address, 
3-President  has  be- 
e  front  man  for  the 
tration. 

too  soon.  The  Presi- 

3lection  is  less  than 

•s  away,  and  with  the 

y  of  facing  ftmd-rais- 

im.os  such  as  Texas 

lan  Governor  George 

I,  prospective  candi- 

•e  is  making  sure  he 

—and  actively  reach- 

;o  Coiporate  Ameri- 

White  House  wants 

nee  voters  that  the 

1.2  played  a  central 

le  economic  boom  of 

"The  challenge  is  to 

le  to  undei'stand  that 

een  a  full  partner  in  economic 

Mng,  so  he  gets  credit  for  the 

ration's  accomplishments,"  says 
University  Law  Professor 

>her  F.  Edley  Jr.,  a  former 

ouse  pohcy  adviser. 

:rk  response."  Despite  his 

mocratic  roots,  however,  the 

still  seen  by  many  as  the  envi- 

il  extremist  of  Republican  car- 
Erasing  that  image  among 
leaders  may  not  be  an  easy 
after  spending  six  years  trying 

ent  government,"  Gore  is  striv- 


ing to  reinvent  himself.  "The  knee-jerk 
response  to  Al  Gore  originally  was  that 
he  is  an  environmentalist,  and  any  en- 
vironmentalist has  to  be  antibusiness," 
says  Housing  &  Urban  Development 
Secretary  Andrew  M.  Cuomo,  a  Gore 
ally.  "The  truth  is  more  nuanced."  The 
ti-uth,  according  to  Cuomo,  is  that  the 
Veep  is  a  pro-business  centrist  who 


VISITING  NAVY  FAMILIES:  Eco-zealot  or  fiscal  disciplinarian? 


served  as  the  chief  Administration  pi'o- 
ponent  for  fiscal  discipline  and  trade  ex- 
pansion, even  as  he  pushed  for  spending 
on  the  envii-onment,  education,  and  liigh- 
tech  research. 

Business  lobbyists  ai-en't  buying  that 
just  yet.  "The  guy's  a  little  weird,"  says 
Karen  Kemgan,  president  of  the  Small 
Business  Survival  Committee.  "CEOs 
hear  his  talk  about  the  combustion  en- 
gine being  the  greatest  threat  to 
mankind,  and  it  sends  a  jolt  down  their 
spine."  Auto  companies  and  old-line 
manufactui'ers  view  Gore  as  a  Big  Gov- 


ernment activist.  U.  S.  Chamber  of  Com- 
merce Senior  Vice-President  R.  Bruce 
Josten  echoes  the  doubts  of  many  execs 
when  he  says  that  Gore's  perceived  reg- 
ulatory zeal  would  cripple  companies  by 
subjecting  them  to  a  "mandate-of-the- 
month  club." 

Like  his  boss,  though,  Gor-e  has  been 
popular-  in  the  high-tech  community.  "He 
clearly  knows  what  he's  talking  about," 
says  Jerry  Yang,  co-founder  and  ceo  of 
Yahoo!  Inc.  Sihcon  Valley  has  yielded 
both  support  and  campaign  cash  for 
Gore,  who's  no  slouch  as  a  fund-raiser-. 
GLOBAL  SAVVY.  Lately,  Gor-e  has  been 
trying  to  expand  his  business  beach- 
head. He  began  courting  Wall  Str-eet 
last  spr-ing  with  a  New  Yor-k  lunch  at- 
tended by  such  financial  heavyweights 
as  Banker-s  Tr-ust  ceo  Fr-ank 
N.  Newman,  Lazard  Fr-eres 
CEO  Steve  Rattner,  J.  P.  Mor- 
gan CEO  Douglas  "Sandy" 
War-ner;  and  former  GOP  Com- 
mer-ce  Secretar-y  Peter  G.  Pe- 
terson, chair-man  of  Black- 
stone  Group.  After  the  Asian 
economic  collapse  in  Novem- 
ber; Gore  reconvened  his  Wall 
Street  "kitchen  cabinet"  at 
the  White  House.  Says  New- 
man, a  for-mer-  Deputy  Tr-ea- 
sirry  Secretar-y:  "He  was  able 
to  dig  into  a  pretty  sophisti- 
cated discussion  of  many 
countries  around  the  wor-ld." 

To  enhance  these  interna- 
tional credentials,  Gor-e  also 
l)lans  to  attend  the  Jan.  28- 
Feb.  2  Wor'ld  Economic  Fo- 
r-um  in  Davos,  Switzer-land. 
There  he'll  discuss  the  im- 
pact of  globalization  on  the 
international  financial  infr-a- 
str-ucture. 

Despite  some  progress. 
Gore  faces  an  uphill  struggle  to  win 
business  hearts  and  minds.  "He  knows 
he's  got  a  lot  of  work  to  do,"  says  one 
adviser-.  But  the  Vice-Pr-esident  also 
knows  that  the  economy  could  be  his 
gr-eatest  asset  in  2000 — if  he  can  just 
get  some  executives  to  pitch  their 
dog-eared  copies  of  his  1992  enviro- 
tome.  Earth  in  the  Balance:  Ecology 
and  the  Human  Spirit,  and  let  him  tur-n 
a  new  page. 

By  Richard  S.  Dunham  in  Washitig- 
ton,  with  Linda,  Himelstein  in  San 
Mateo,  Calif. 


"The  challenge  is  to  get  people  to  understand  that 
3  has  been  a  full  partner  in  economic  policymaking" 
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COMMENTARY 


Bv  Keith  H.  Hammonds 


WHEN  AN  OUNCE  OF  PREVENTION  COSTS  TOO  MUCH 


Want  to  know  why  health  premi 
urns  are  heading  up?  In  1997. 
Kaiser  Pernianente  spent 
about  S500,000  on  anti-psychotic 
medications  for  its  HMO  members. 
Last  year,  with  the  arrival  of 
Eli  Lilly  &  Co.s  more  effec 
tive  ZjTDrexa.  the  tab 
soai'ed  to  S8  million. 
Xalatan,  a  hot  new  glau- 
coma medication,  gener- 
ated bills  of  S7  million 
for  Kaiser  in  1998 — up 
from  S400.000  for  the 
drugs  it  replaced. 
"This  is  not  sustain- 
able." says  Da\id 
Campen.  head  of 
Kaiser's  California 
dnig  formulaiy  board. 

It  stu-ely  isn't— not  for  health  in- 
stu'ei-s  with  clii'onically  di'oopy  prof- 
its, and  not  for  society.  Dingmakei-s 
ai-e  chiuTiing  out  a  flood  of  expensive 
products  and  advertising  them  hea\i- 
ly.  Patients  want  the  new  treat- 
ments, and  theu-  doctoi^  ai-e  obliging. 
Phannaceutical  claims  soai'ed  by  up 
to  18'~f  in  199S.  says  :Menill  L>Tich  & 
Co.  analyst  Roberta  ^^'altel•:  in  many 
plans,  dnags  account  for  lb%  of  total 
medical  costs,  up  from  10%  five  yeai-s 
ago. 

Tltat's  why  hmos  ai'e  less  than 
tluilled  to  see  more  pricey  new  treat- 
ments, such  as  Monsanto  Co.'s  Cele- 
brex. It's  the  fii-st  so-called  Cox-2  in- 
liibitor  for  aitluitis  pain  to  win  Food 
&  Drtig  Administration  approval.  .\1- 
thougli  early  trials  ai'e  inconclusive. 
Celebrex  and  similai'  di-ugs  ai*e  said  to 
reduce  the  risk  of  ulcei-s  compai*ed 
with  drtigs  such  as  aspiiin.  Tlie  catch: 
They  cost  up  to  50  times  more. 

Ai-e  the  new  chugs  worth  the 
price'?  L'lcei-s  ai-e  painful,  sui'ely.  and 
sometimes  lethal. 
Moreover,  they  can 
be  expensive  to 
treat:  Monsanto  esti- 
mates that  for 
aithiitis  patients 
who  get  ulcei"s.  in- 
sui'ei-s  spend  another 
S2.30  for  even-  dol- 
lai-  they  spent  on 
painkillei"s. 

Yet  only  6^  or  so 
of  artliiitis  patients 


drtig-cost  inflation.  Under  ti*aditioi| 
m-ance.  most  patients  paid 
lai'ge  chimk  of  the  Hst  pri^ 
for  prescription  drags. ' 
ad\"ent  of  hmos.  howf 
brought  populai-  phd 
macy  plans  that  al-| 
lowed  patients  to 
just  S5  or  SIO  pel 
prescription,  whaj 
er  the  ultimate  cq 
Oveniight.  con] 
sinners  became  pj 
indifferent — and 
demiuid  encoui-agd 
doctoi-s  to  ovei-pi-ej 
scribe.  "The]-e's 
tremendous  vaiiatj 
in  tlie  way  physiciJ 
select  di"ugs  and  tn 


■{{fHiPi&MDroi  Drug-price  inflation  is 
outlandish,  and  HMOs  can't  afford  to  carry  tl| 
entire  burden  themselves 


DRUG  HIGHS 


'90  91  92  '93  '94  '95  '96  '97 
▲  PERCENT 

DATA:  HEALTH  CARE  FmANCING  ADHINISTRATKIH 


ever  suffer  gastric  bleeding.  So  Aetna, 
L'nited  HealthCai-e.  and  Wellpoint 
Health  Networks  have  said  that,  for 
now.  they  either  will  restrict  reim- 
bui"sement  for  Celebrex  to  patients 
wiio  actually  get  ulcei"s  with  other 
drugs  or,  in  some  plans,  chai-ge  pa- 
tients who  clioose  it  tlie  liighest  co- 
paxnnent  allowable.  Kaiser  says  it  is 
encom^aging  physicians  to  prescribe 
Celebrex  naiTowiy. 

Tlie  situation  is  a  cmious  bit  of 
backshding;  HMOs  and  dragmakei-s 
actually  have  common  interests. 
Health  insiu-ers  generally  want  doc- 
tors to  prescribe  more  diaigs,  in 
hopes  of  defening  much  higher  ex- 
penses for  siu-gery  and  other  costly 
treatments.  Celebrex 
fits  the  bill,  stopping 
ulcers  before  they 
happen.  Ai\d  more 
prescriptions  would 
help  drtigniakers  cover 
the  huge  reseai'ch 
costs  that  go  into  new- 
products. 

But  fii-st.  the  health 
industiy  must  coirect 
the  skewed  incentives 
that  kindled  outlandish 


way  patients  respond."  says  consn 
tant  Maiybetli  Luptowski. 

KMOs  have  tried  to  stem  the  tiJ 
by  limitiiig  which  di-ugs  they  paid! 
But  such  decrees  alienate  doctoi*s[ 
patients.  And  so  fai*.  hmos  have  I 
proven  Hi-equipped  to  niicronianaa 
doctoi-s'  prescribing  patterns.  InstI 
more  plans  ai"e  guiding  consimieiJ 
lower-price  dings  by  setting  tierel 
pa\Tnents.  For  approved  bi-anded  13" 
chugs,  patients  pay  SlO  or  S15  peir 
prescription.  If  they  choose  the  gt* 
ic  equivalent,  the  tab  is  $5.  An  luv 
proved  product  costs  S25  or  more! 

It's  not  a  perfect  an-angement.  ' 
patients  with  chronic  conditions. 
per  prescription  adds  up  quickly.  I 
the  alternative  is  tmchecked  demil 
and  wasted  resoui-ces.  "Biinging  i 
some  accoimtabihty  does  biing  th 
best  of  both  worlds  in  teniis  of  vai 
and  choice,"  says  Nicholas  A.  Haii 
chak,  Aetna's  head  of  phaniiacy 
agenient.  Consmnei*s  should  enjoAj 
botmty  of  drugmakei*s'  reseai-ch 
labs — but  they  should  help  pay  tl 
way,  too.  Don't  fault  hmos  for  trj' 
to  biing  some  sanity  to  the  systei 


0} 


Hammonds  writes  on  social  issi. 
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Despite  CEO  Morrison's 
ambitious  projections, 
earnings  are  disappointing 

Dale  F.  Mornson  loves  to  rally  the 
troops  at  Campbell  Soup  Co.  His 
advice:  Set  "big,  hairy,  audacious 
goals."  Mon-ison  certainly  did.  Analysts 
say  he  was  aiming  for  long-term  sales 
gi'owth  between  8%  and  10%  and  in- 
creases in  earnings  per  share  in  the  low 
to  mid-teens. 

At  leavSt  for  now,  those  goals  are  too 
big  and  haiiy  even  for  Morrison,  a  former 
PepsiCo  Inc.  marketing  executive  who 
moved  into  the  top  spot  at  Campbell  in 
1997.  On  Jan.  11,  Campbell  announced 
that  soup  consumption  would  be  lower 
than  expected  and  earnings  for  the  fiscal 
year,  ending  Aug.  1,  1999,  would  likely 
come  in  18^  to  23^  per  share  below  the 
$2.13  Wall  Street  was  projecting.  Hat- 
ing to  be  disappointed,  the  market 
knocked  13%  off  the  stock  price  in  one 
day,  to  45X.  Monison  was  not  available 
for  comment. 

Campbell  is  haixUy  the  only  food  com- 
pany with  indigestion  these  days.  0th- 
ere,  including  Kellogg  Co.  and  rjr  Nabis- 
co Inc.,  have  had  to  shave  earnings 
forecasts  in  the  last  sLx  months  as  well. 
Tlie  common  thi'ead  is  matui'e  markets 
and  viituaUy  no  room  to  hike  prices.  Piii- 


BRAGGING  WRONGS:  Morrison 
is  taxed  with  overpromising 

dential  Securities  analyst  John 
M.  McMillin  says  the  13  food 
companies  he  follows  ai'e  gen- 
erating sales  gi-owth  of  just  3% 
annually. 

Momson's  big  mistake,  say 
analysts,  was  in  thinking  he 
could  buck  that  trend.  "They 
iu'en't  the  fii'st  [food  company] 
with  a  headache,"  says 
McMillin.  "But  they  said  they 
were  better  than  everybody 
else." 

MEAGER.  Meanwhile,  trying  for 
47o  to  5%)  growth  in  soup  con- 
sumption, Morrison  upped 
Campbell's  marketing  budget 
an  estimated  10%,  to  $800  mil- 
lion annually.  But  with  such 
warm  weather  late  last  year, 
Campbell  says  U.S.  soup  con- 
sumption will  be  up  a  meager 
1%  to  2%  for  the  company's 
current  fiscal  year. 

A  Campbell  spokesman  says 
the  company  isn't  giving  up  on 
its  long-term  goals.  And  a 
change  in  how  the  company 
promotes  to  retailere  could  save 
$100  million  annually.  But  Goklman,  Sachs 
&  Co.  analyst  Nomi  Ghez  says  the  key  to 
its  success  is  to  stop  overpromising. 
"They  can  have  a  good  business  even  if 
soup  gi'ows  only  1%,"  says  Ghez. 
McMillin,  however,  thinks  Campbell 
should  consider  linking  up  vwth  another 
food  company,  perhaps  Best  Foods. 

Morrison  lias  more  to  worry  about 
than  Wall  Street.  Descendants  of  John  T. 
Don"ance,  the  inventor  of  condensed  soup, 
own  more  than  .50%'  of  Campbell  stock. 
And,  although  Campbell  dii-ector  Philip  E. 
Lippincott  says  there  ai'e  no  signs  they 
want  a  new  strategy,  the  DoiTance  heii"s 
have  forced  changes  in  the  past.  In  1990, 
they  helped  bring  in  Morrison's 
predecessor,  David  W.  Johnson,  who  still 
sei-ves  as  chaiiTnan.  He  developed  a  close 
relationsMp  with  them  and  pushed  profits 
up  mostly  by  cost-cutting.  Monison  has 
had  less  time  to  cultivate  family  ties  and 
little  success  boosting  profits  through  top- 
hue  gTowth.  That  gives  liim  a  cleai" — if 
hairy — goal  to  shoot  for 

By  Amy  Barrett  in  Philadelphia 


The  problem:  Mature 
markets,  and  no  room 
to  hike  prices 


DEALS 


LUCENT  CLICKS 
WITH  ASCEND 

Can  the  new  partnership  ti 
on  Cisco  in  networking  ge; 


It's  not  as  if  Lucent  Technologie 
were  a  98-pound  weakling.  The 
spin-off  rules  in  phone  equip 
But  in  the  market  for  data-netwc 
gear,  it  lagged  far  behind  Cisco 
tems  Inc.  That  has  changed,  thouj 
Jan.  13,  Lucent  bulked  up  with 
billion  deal  to  buy  Ascend  Commi 
tions  Inc.  Crows  Lucent  ceo  Ri 
A.  McGinn:  "We're  now  the  unde 
leader  in  communications  networl 
Well,  getting  there.  Ascend  is 
in  two  vital  areas:  gear  that  coi 
users  to  the  Net  and  switches  that 
data  across  phone  networks.  But 
still  owns  the  mai'ket  for  routers- 
puters  that  dii-ect  Internet  traf6( 
cent  has  a  different  edge,  argues 
C.  Stanzione,  chief  operating  offi^ 
Lucent  and  the  new  head  of  th( 
that  will  include  Ascend:  reliabili 
sei-vice  up  to  the  standards  of  the 
system.  "This  makes  things  far 
competitive  for  Cisco,"  concludes 
Theodosopoulos,  an  analyst  at  Wi 
Dillon  Read. 

KNOWHOW.  Cisco  is  strongest  wil 
porate  customers.  But  $8.5  billion 
has  also  begun  to  offer  its  wa: 
phone  and  Net  sei"vice  providers  s 
AT&T  and  Spi-int  Corp.  Cisco  argut 
such  customer's  are  dravm  to  its 
product  line — the  result  of  multij 
quisitions — and  its  Intemet  kno 
"Lucent  still  doesn't  have  leaderqjj; 
Intemet  technology,"  says  Larry 
head  of  Cisco's  service  provider  i 

The  Lucent-Ascend  deal  won' 
Nortel  Networks.  The  Canadian 
bought  Cisco  rival  Bay  Networl 
last  year  for  $9.1  billion,  but  is  st 
ing  to  swallow  the  data-netwc 
company:  On  Jan.  13,  it  said  it  ps 
slash  headcount  by  up  to  10%, 
the  need  to  str-eamline  operationi| 

3Com  Corp.,  the  No.  2  data  netwHi 
player,  may  get  squeezed.  The  coits  ^ 
which  leads  in  consumer  product  j 
as  modems,  says  it  has  not  lost  grc  i  sii 
Ascend  in  sales  to  Intemet 
providers.  But  with  Lucent  openii] 
doors  for  Ascend,  that  could  c 
There's  a  new  muscle  man  on  the 

By  Andy  ReinJiardt  in  San 
Calif.,  with  Peter  Elstrom  in  Nei\ 
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Business  This  Week 


ED  BY  KELLEY  HOLLAND 


SEC  IS  LIVID 
UIVENT 

)WAY IMPRESARIO  GARTH 

.nsky's  celebrated  cre- 
f  went  too  far,  accoi'd- 
'  the  Securities  &  Ex- 
3  Commission.  On  Jan. 
e  watchdog  agency  ac- 
the  Livent  founder  and 

former  colleagues  of 
ling  a  "multifaceted  and 
jive  accounting  fraud" 
ight  yeai's,  ending  only 
new  management  took 
Livent  last  year  and 

Drabinsky.  The  agency 
5  that  the  ex-CEO  and 
counting  staff  inflated 
^,  revenues,  and  assets. 
F.S.  Attorney  for  New 
ilso  weighed  in  with  16 
iS  of  conspiracy  and 

violations  of  securities 
The  SEC  is  seeking  to 

mm  COUP? 

I  s  of  Italian  luxury  goods 

\  '  Gucci  Group  are  as  hot 
!  company's  pricey 
s.  On  Jan.  12,  France's 
owner  of  Vuitton  and 
uxury  brands,  announced 
paid  $398  million  for 

1 5%  stake  in  Gucci  held 
Tizio  Bertelli,  ceo  of 
s  Prada.  Talk  that  lvmh 

I  massing  a  further  10% 
'i  stake  had  caused 
shares  to  soar  50%,  to 
:han  74,  in  the  first  two 
of  January.  Betting  is 
n  Milan  and  Paris  that 
hief  Bernard  Arnault 
ake  a  full  bid  for  Gucci. 


M  GUCCI 
#  STOCK  PRICE 

J  U  C  C  I 

I  I  I  I  t 
«99  JAN. 12 

\.  BLOOMBERG  FINANCIAL  MARKETS 


make  Drabinsky  an  example 
of  the  SEc's  intolerance  of  ac- 
counting fraud.  Officials  warn 
that  Livent  won't  be  alone  for 
long.  "Look  for  more  to 
come,"  says  sec  Enforcement 
Chief  Richai'd  Walker:  Drabin- 
sky calls  the  chai-ges  baseless. 


MINORITIES  GET  A 
WALL  STREET  BOOST 

REVEREND  .JESSE  .JACKSON'S 

Wall  Street  Project  is  revving 
up.  On  Jan.  14-15,  President 
Clinton  and  Treasury  Secre- 
tary Robert  Rubin  were  to 
join  business  luminaries  at 
the  project's  second  annual 
conference  in  New  York.  Clin- 
ton will  propose  measures, 
including  investment  tax 
credits,  to  boost  investment  in 
inner  cities  and  depressed 
rural  areas.  Says  Jackson: 
"Minority  communities  suffer 
a  trade  deficit  with  many 
companies  in  terms  of  how 
much  of  their  products  we 
consume  and  ...  supply." 

ZIPPIER  WEB  LINKS 
FROM  AOL  

TIRED  OF  WAITING  FOR  THE 

next  screenful  of  data  to  come 
over  the  phone  line?  America 
Online  is,  too.  On  Jan.  13,  the 
world's  largest  online  service 
announced  a  deal  with  Bell 
Atlantic  to  provide  fast  aol 
connections  for  less  than  $20 
extra  per  month.  Bell  Atlantic 
aims  to  make  the  service 
available  to  7..5  million  house- 
holds by  yearend  and  14  mil- 
lion by  2000.  AOL  is  expected 
to  announce  similar  deals  with 
U  S  West,  Pacific  Bell,  and 
BellSouth.  With  its  15  million 
members,  aol  can  help  jump- 
start  the  Bells  in  their  race 
against  the  cable  companies 
to  provide  fast  Web  links. 

eBAY  CRACKS  DOWN 
ON  FRAUD  

STUNC    BY   SOME  RECENT 

deals  that  went  bad,  the 


HEADLINER:  BARRY  DILLER 


RETURN  OF  THE  MOGUL 


It  was  only  a  matter  of 
time.  Barry  Diller,  once 
cWef  of  Paramount  Pictures, 
wants  to  be  in  pictui'es — 
again.  Tlu'ee  years 
after  taking  over 
the  stumbling 
Home  Shopping 
Network,  the 
man  credited 
vdth  inventing 
movies  of  the 
week  is  looking  for 
a  bargain-basement 
way  back  into  making  films 
The  maneuver  is  part  of 
Diller's  strategy  to  convert 
USA  Networks  into  a  media 
powerhouse.  Within  weeks, 
he  is  expected  to  buy  fi'om 
Universal  Pictures  the  rem- 
nants of  Polygram  Filmed 
Entertainment,  a  maker  of 
independent  films  such  as 
the  cmi'ent  release  Eliza- 


beth. On  Jan.  11,  liis  bit  for 
October'  Films  was  rebuffed. 
A  Polygi'am  deal  would 
again  put  Diller  across 
the  table  fi:"om  Sea- 
gi~am  Co.  chaimian 
Edgai'  Bronfman 
'*>  Jr.  Intimates  say 
I  Bronfinan  wants 
Diller  to  take 
Polygi'am  off  his 
hands  for  $400 
miUion.  In  return, 
Bronfman,  whose  com- 
pany owns  45%  of  USA,  may 
ch'op  its  objections  to  DiUei-'s 
plans  for  buying  a  television 
network,  pei'haps  nbc. 

Besides  Polygi'am,  associ- 
ates say  Diller  is  looking  at 
the  Bravo  and  Independent 
Film  channels.  They  are 
perfect  Diller  acquisitions: 
cheap,  with  nowhere  to  go 
but  up.  By  Ron  Orover 


online  flea  market  eBay  is 
cracking  down.  Only  30  out  of 
1  million  transactions  per 
month  involved  fraud — either 
buyers  who  wouldn't  pay  up 
or  sellers  who  didn't  really 
have  the  goods  or  who  seci-et- 
ly  bid  up  their  own  items.  But 
CEO  Meg  Whitman  concedes 
they've  cast  a  shadow  on  one 
of  the  Internet's  hottest  com- 
panies. Starting  on  Jan.  15, 
the  company  is  offering  insm'- 
ance  on  items  under  $200  and 
an  expanded  escrow  ser-vice 
to  ensure  payment  on  higher- 
ticket  items.  It  also  will  sus- 
pend shills  and  deadbeats, 
and  it  will  certify  buyers  and 
seller's. 


BOFA:  A  PINK-SLIP 
BLIZZARD  IS  COMING 

IT   WAS  A   GOODWILL  TOUR 

gone  awry.  BankAmerica 
Chairman  Hugh  McColl's 
four--day  swing  through  Cal- 
ifor-nia  was  intended  to  heal 
wounds  stemming  from 


NationsBank's  merger  with 
San  Francisco's  Bank  of 
America.  But  then  came 
McColl's  disclosure  on  Jan.  11 
in  San  Fr-ancisco  that  the 
combined  bank  would  elimi- 
nate as  many  as  18,000 
jobs — 10%  of  its  current 
wor'kforce — over  the  next 
four  years.  McColl  said  most 
of  those  cuts  will  come 
through  attrition.  But  com- 
ing after  the  departure  of 
many  top  ex-BofA  officials, 
the  news  stoked  fear's  of  fur'- 
ther  job  losses. 

ET  CETERA . . . 

■  Eli  Lilly  may  be  able  to 
keep  its  patent  protection  on 
Prozac  longer  than  expected. 

■  Intel's  fourth-quarter  net 
income  rose  18%-,  exceeding 
expectations. 

■  Boston  Celtics  Chairman 
Paul  Geston's  partnership 
may  up  its  stake  in  the  team. 

■  Apple  Computer's  quar*- 
ter'ly  profits  more  than  dou- 
bled, thanks  to  iMAC. 
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When  you're  buying  insurance,  norhmi;  is  more  Our  highly  skilled  analysts  rare  the  financial  health  of 

important  than  choosing  a  secure  insurer.  Why?  Because  thousancis  of  insurers  throughout  the  year.  For  an  insur 
insurance  is  never  a  good  buy  if  the  insurer  can't  pay  displaying  the  Standard  &  Poor's  Security  Circle  Icon 

your  claim  or  meet  its  financial  obligations  to       STANDARD      "^^"'"'''^  'f  \'<>hintanly  underwent  our  toughest 


you.  How  can  you  make  a  well-informed 
choice?  Check  to  see  if  your  insurer  display's 
the  Standard  &  Poor's  Security  Circle  Icon  .  Standard 
Sc  Poor's,  the  world's  leading  financial  rating  service, 
is  committed  to  excellence,  integrity  and  objectivity. 


& POORS 


review  and  achieved  one  of  Standard  &c  Poor 
top  four  ratings  for  financial  security.  For  yo 
it's  simply  the  best  way  to  make  a  well-informed  choice 
For  up-to-date  ratings,  call  212-208-1527  or  visit  g 


our  website  anvtime. 


4  IhviSHin  of  The  McGraw-Hill  Companies 


^shington  Outlook 


D  BY  DOUGLAS  HARBRECHT 


1ITE  HOUSE  2000: 

U  WANT  OUTSIDERS?  WE  GOT  OUTSIDERS 


loathe  Washington.  Their  favorite  word  is  "reform," 
in  chucking  the  tax  code  and  hmiting  special-interest 
ney  in  politics.  They're  maj)j3ing  insiu'gent  campaigns — 
guerrilla  strikes  that  substitute  big  attitudes  and  big- 
as  for  fat  media  budgets. 

AiTzona's  John  McCain,  lone-wolf  gof  senator,  and  for- 
!W  Jersey  Senator  Bill  Bradley,  restless  New  Democ- 
;se  guys  want  to  be  your  President.  No,  seriously, 
ain  is  a  quirky  populist-conseivative  who  blasts  the 

bureaucracy  even  as  he 
)  expand  its  power  to  fight 

'.  Bradley  is  a  wonkish 

who  reveres  the  New 
ly — but  also  frets  about  in- 
equality. When  they  float- 
!sidential  bids  recently, 
;enti  snickered.  But  will 

laughing  in  2000? 
)dds  of  McCain  or  Bradley 
y  thi'ough  seem  remote  to- 

t  that's  only  if  your  2000   

)  smugly  assumes  a  dead-cinch  duel  between  Vice- 
nt  Al  Gore  and  Texas  Governor  George  W.  Bush, 
iters  sickened  by  Washington's  sleaze  wai-s,  self-styled 
•s  could  catch  fii-e.  If  you  don't  think  so,  just  repeat 
lor  Ventura"  a  few  times. 

lERS.  Bradley  and  McCain  aren't  alone  in  running 
Sin  City.  Publisher  Steve  Forbes  is  back  with  liis  "inil- 

populist"  shtick.  And  backers  of  the  newest  gop 
ntial  wannabe,  Elizabeth  H.  Dole  (page  81),  say  even 
nde  dame  of  the  Watergate  complex  will  cast  herself 
mtraditionalist.  "Elizabeth's  candidacy  will  scream 
r,'"  says  former  Bob  Dole  pollster  Tony  Fabrizio, 
e  she's  not  part  of  the  [male]  club." 
I  it  comes  to  antipolitics,  McCain  and  Bradley  are  in  a 
)y  themselves.  The  Ai-izonan  butted  heads  with  fellow 

ans  over  his  pork-barrel  liit  lists,  the  tax  hikes  in  his 

n 


GOOD  TIMING?  McCain 
(above)  u)ui  Bradley 


antismoking  bill,  and  his  calls  for  campaign-finance  reform. 
"People  are  looking  for  somebody  who's  independent,"  he 
says,  "somebody  who  will  combat  inside-the-Beltway  interests 
who  have  too  much  power" 

Former  Knicks  star  Bradley  was  never  comfortable  in  his 
senator's  wingtips.  Before  he  called  it  quits  in  1996  by  fa- 
mously declaring  that  "politics  is  bi'oken,"  he  riled  conven- 
tional Democrats  with  his  commitment  to  fi'ee  trade  and  tax 
refomi.  "I'm  going  to  talk  about  'people  issues,' "  he  says,  cit- 
ing education,  health  reform,  and  child 
care  among  them. 

Pollster  Frank  Luntz  calls  them  "  'the 
Un-Colas' — guys  who  consciously  iim  un- 
conventional campaigns."  But  skeptics 
aren't  awed  by  the  populist  fizz,  citing 
the  traditional  woes  of  mavericks — lack 
of  money  and  a  gi'assroots  organization. 

The  inside-outsiders  are  working  on 
that.  McCain  has  hired  operatives  from 
the  '96  Presidential  campaign  of  Senator 
Phil  Gramm  (R-Tex.).  Fund-raising  whiz 
Carla  Eudy  is  his  top  catch.  McCain's  targets:  nostalgic  Rea- 
gan voters,  execs  who  admire  his  stellar  war  record,  and 
Sun  Belt  iconoclasts.  Bradley  has  always  been  boffo  in  the 
boardroom.  He  appeals  to  Northeastern  moderates,  indepen- 
dents, and  Jewish  voters.  His  financial  angel,  Salomon  Smith 
Barney  Managing  Director  Louis  B.  Susman,  will  plug  Big- 
Bill  into  Wall  Street's  big  bucks. 

The  'in"  crowd's  take?  "I  like  McCain  and  respect  Bradley, 
but  I'm  dubious,"  slu-ugs  gop  theorist  William  Kiistol.  "Their 
supposed  radicalism  titillates  the  Establislmient,  but  it  really 
pales  next  to  Ronald  Reagan's  bold  conservative  agenda." 

If  Iviistol's  right,  Bradley  and  McCain  will  still  be  outsiders 
on  Election  Day.  If  he's  wrong,  one  of  these  mavericks  could 
be  tethering  a  white  horse  outside  1600  Pennsylvania  Av- 
enue— and  chuckling  at  the  myopia  of  the  chattering  classes. 

By  Lee  Walczak  ai/d  Richard  S.  Dioiliain 


PITALWRAPUP 


TRACK  FOR  BANK  REFORM? 

lonica-weary  Washington,  Sena- 
il  Gramm  figures  that  the  first 
iker  to  produce  a  serious  piece 
slation  will  earn  his  colleagues' 
ig  gratitude.  So  the  pugnacious 

Republican,  who  took  the  Sen- 
inking  Committee's  helm  from 
feated  Alfonse  M.  D'Amato  (R- 

plans  to  whip  the  long-stalled 
ig-overhaul  bill  into  shape  and 
;  to  the  Senate  floor  by  late 
ary. 

Gramm's  fast-track  approach 


force  banking,  securities,  and  insurance 
interests  to  set  aside  the  ancient  feuds 
that  have  stymied  financial  reform  for 
more  than  a  decade?  The  key  hkely 
will  be  a  deal  between  the  li'easm'y 
Dept.  and  the  Federal  Reserve  on 
which  will  oversee  the  new  financial- 
services  giants.  After  meeting  with 
both  Ti'easury  Secretai-y  Robert  E. 
Rubin  and  Fed  Chainnan  Alan 
Greenspan,  Gramm  hints  he  has  a 
compromise  in  mind:  Rather  than  ap- 
proving a  holding  company's  new  fi- 
nancial activities  in  advance,  the  Fed 
could  step  in  only  if  a  ventm'e  got  into 


trouble  and  threatened  to  take  banks 
down.  "The  Fed  can  prevent  systemic 
risk  without  being  a  super-regulator," 
says  a  Gramm  aide. 

Industiy  experts  wonder  if  it  will 
fly.  Greenspan  wants  to  be  sm^e  he'll 
have  the  clout  to  deal  with  meltdowns 
such  as  Long-Term  Capital  Manage- 
ment's. And  big  securities  fii-ms  want 
the  Fed's  imprimatur  to  gain  credibili- 
ty for  their  operations  overseas.  Still, 
Gramm's  eagerness  to  broker — and  his 
skills  as  a  legislative  tactician — could 
help  pull  off  a  banking  deal  in  1999. 

By  Mike  McNamee 
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November  3,  1998,  3:06  a.m. 

A  Dell  customer  checks  the  status  of  her  order  at  the  company's  Web  site, 
and  finds  her  answer  immediately.  Dell  gets  one  happy  customer. 


©  1998  Mii.-ij-:.o!;  C-:.;0'^'ai'or.  Ail  rights  reserveo  Microsoft,  Baci'.OHice,  '/^'nacv-s  NT,  and  wnere  J    .  - j<  ■■atlt^nari-s  of  Microsoft  Corporation  in  ihe  United  States  are 

O'.^^r  pro<Juc'.  tiT    cciT'Lari*  naffies  rrenlionec]  herein  mey  r>e  The  Uademarl'S  ot  their  respective  0A''"r  -  -  '  1' 


A  few  more  examples 
of  commerce  solutions 
action: 

darnesandnoble.com 

offers  online  sfioppers 
plit-second  searches 
ind  inventory  status 
in  millions  of  books. 

ddieBauer.com 

natures  personal 
.'.'ish  lists,  a  reminder 
service  for  important 
'ates,  and  more 
■  roducts  than  their 
argest  prmt  catalog. 

tarbucks.com  is  a 

ew  way  for  Starbucks 
;ins  to  experience 
Me  coffee,  company, 
ind  culture  of  Starbucks. 


II  built  its  commerce  solution  on  a  Microsoft^  platform  of  Windows  NT"  Server  and  the 
'  ckOffice"""  family,  because  the  products  scaled  easily  to  meet  its  growing  capacity  needs 
.  j  its  $2  billion  in  annual  online  sales.  You,  too,  can  quickly  build  a  commerce  solution 
this  scalable,  flexible  platform  starting  with  many  of  the  systems  you  already  have,  along 
1  an  industry  of  partners,  to  address  your  specific  needs.  To  find  the 
It  partner  who  can  best  help  you,  or  to  get  the  free  Digital  Nervous  Microsoft 
item:  Commerce  Solutions  CD,  visit  www.microsoft.com/dns  Where  do  you  want  to  go  today?* 


International  Business 


SOUTH  KOREA 


IS  THIS 
RECOVERY 
FOR  REAL? 


Investors  are 
back,  but  ordinary 
citizens  are  still 
feeling  lots  of  pain 

It's  sale  time  at  Seoul's  cavemous  de- 
partment stores,  but  the  crowds 
ai'en't  buying  much.  "I'm  just  brows- 
ing so  I  can  haggle  for  a  better  price 
at  another  outlet — if  I  decide  to  buy  at 
all,"  says  27-year-old  Nam  Chang  Soo  as 
she  eyes  a  discounted  television  set  at 
Lotte  Department  Store  in  downtown 
Seoul.  "The  news  says  the  economy  is 
picldng  up,  but  ordinaiy  people  like  my- 
self don't  believe  it." 

If  only  Ms.  Nam  strolled  over  to  the 
Seoul  stock  exchange,  she  would  see 
where  the  real  buying  is  going  on.  A 
year  after  global  investors  fled  in  panic 
from  Korea,  they're  back,  snapping  up 
shares  of  local  companies  and  fueling  a 
100%  rise  in  the  Korean  stock  index 
since  early  October  Tlie  brokerage  fiiTns 
are  churning  out  reports  listing  Korea's 
gains  under  President  Kim  Dae  Jung — 
a  sui'ge  in  the  trade  siuplus,  record  for- 
eign investment,  and  a  spate  of  up- 
gi-ades  fi-om  the  credit  rating  agencies. 
Backwash  fi-om  Brazil's  devaluation  may 
cool  Korean  and  other  Asian  exchanges 
for  a  bit.  But  any  pause  is  likely  to  be 
only  temporary,  given  the  optimism 
about  Seoul's  refomis.  Says  Stanley  Fis- 
cher, deputy  chief  of  the  International 


Monetary  Fund,  "There  is  no  question 
Korea  is  tui'ning  around." 

Clearly,  there's  a  disconnect  between 
how  ordinary  Koreans  see  their  econo- 
my and  what  the  market  thinks  of  the 
country's  prospects.  But  this  may  be 
one  of  those  moments  when  both  aver- 
age folk  and  market  pros  are  right.  Ko- 
rea is  indeed  recovering.  Yet  it's  a  piti- 
less recovery  that  will  not  swiftly 
reduce  joblessness — it  may  even  in- 
crease it.  Like  the  former  communist 
countries  of  Eastern  Eui'ope,  wliich  now 
produce  high  gi'owth  rates  but  still 
suffer  from  high  unemploy 
ment,  Korea  is  embark 
ing  on  a  difficult  tran 
sition     that  will 
produce  plenty  of 
fresh  growth,  but 
also  pain  and  tunnoil 
for  the  worldng  class. 

The  astounding  gaiii> 
of  the  last  few  months  ai'f 
giving  investors  momentary 
confidence  that  Korea  will 
stick  with  this  difficult  coiu'se. 
The  countiy  enters  1999  with  a 
healthy  current  account  surplus 
of  $89.9  billion,  and  the  won  ha: 
strengthened    dramatically.  A 
record  trade  surplus  guarantees 
that  there  will  be  no  repeat  of 
Korea's  near-default  on  its  for- 
eign debt  last  year 
DRAMATIC  CONTRAST.  Just  as 
encouraging,  in  199y,  foreign  in- 
vestment hit  an  all-time  high  of 
.$8.8  billion.  The  flood  of  cash  al- 
lows companies  to  repay  domestic 
and  foreign  debt,  while  the  presence 


Sacked  blue-collar  workers  could  revolt  if  they 


I 
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re  foreij^Ti  shareholders  will  dilute 
ower  of  management,  which  for 
has  ignored  shareholder  rights. 
^  investment  is  expected  to  hit 
illion  this  year,  helped  by  signs 
overeigTi  credit  ratings  will  be  up- 
d  to  investment  level, 
anwhile  the  big  chaebol  have  re- 
tly  acceded  to  government-bro- 
deals  like  Samsung  Co.'s  divest- 
jf  its  cai"  company  and  the  merger 
'undai  Group's  and  LC  Group's 
chipmaking  business- 
es. News  of  these 
deals  stands  in  dra- 
matic contrast  to 
the  poorly  managed 
auction  of  bankiiipt 
Kia  Motors  Coi-p. 
last  fall. 

What  really 
gives  investors 
heait  is  the  prospect 
of  some  heavy  U.S. 
investment  in  the 
financial  sector. 
The  government's 
promise  to  sell  debt- 
heavy     Korea  First 
Bank,  which  has  $27  bil- 
lion in  assets,  to  ge  Cap- 
ital and  Newbridge  Cap- 
ital Ltd.,  signals  that 
more  big  banks  and  in- 
surance firms  may  end  up 
in  foreign  hands.  A  foreign 
buyer  for  Seoulbank,  where 
performing  loans  make  up  16% 
le  portfolio,  should  be  found  be- 
the  end  of  the  month, 
■h  deals  mean  the  money-stai-ved 
will  get  billions  in  fi-esh  capital, 
mportant,  says  analyst  Joydeep 
rji  of  Standard  &  Poor's  Corp.,  is 
pie  effect  of  a  U.S.  presence  in 
iking  sector.  In  Latin  America, 
an  takeovers  of  some  key  local 
improved  the  financial  industry 
oy  introducing  better  technology, 
ending  policies,  and  real  consumer 
The  hope  is  that  the  same  will 
in  Korea,  whose  sick  banks  trig- 
he  crisis  in  the  fii'st  place, 
i.'n-run  banks  will  also  avoid 
disastrous  loans  to  the  chae- 
iiy  of  which  have  accumulated 
Vfls  four  times  greater  than 
quity.  Already.  President  Kim 
;trained  the  ability  of  the  chae- 
•  dominate  the  credit  markets 
niting  the  number  of  chaebol 
that  local  mutual  funds  and  in- 
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vestment  firms  can 
hold.  "That  was  a 
critical  move,"  says  G. 
Paul  Matthews,  presi- 
dent of  Matthews  Ko- 
rea Fund,  which  had 
a  96%  runup  in  1998. 
"Korea's  capital  mar- 
kets have  changed 
more  in  15  months 
than  they  did  in  the 
previous  15  years." 

The  optimism  stem- 
ming from  these 
developments  has 
prompted  the  Bank  of 
Korea  to  revise  its 
growth  forecast  up- 
ward from  zero 
growth  to  3.2%  this 
year.  Even  George 
Soros,  once  the 
scoui"ge  of  Asian  mar- 
kets, may  be  consid- 
ering a  large  stake  in 
Seoul  Secmities.  Econ- 
omists also  note  that 
Korea  is  well-posi- 
tioned to  profit  from 
any  upward  svdng  in 
semiconductor  prices, 
while  exports  in  steel 
and  autos  have  been 
surging. 

"HOLDING  BACK."  This 
is  all  good  stuff.  But 
it's  not  going  to  make 
any  immediate  difference  in  the  lives  of 
ordinary  Koreans.  They  are  still  fearful 
of  joining  the  gi'owing  ranks  of  the  un- 
employed, which  should  reach  8%  of 
the  workforce  this  year,  up  from  2% 
in  1996.  These  frightened  workers  are 
not  in  a  mood  to  spend  money.  Kodak 
Korea  Ltd.,  like  most  foreign  compa- 
nies, saw  its  sales  drop  30%  last  year 
and  does  not  look  for  much  of  a  re- 
bound in  1999.  "Consumer  demand  has 
not  picked  up  yet.  They're  holding  back 
in  case  it  gets  worse,"  says  President 
John  C.  Bay. 

Labor  strife  is  the  sleeper  the  gov- 
ernment fears  most.  Quiet  for  most  of 
the  last  few  months,  unions  recently 
rallied  over  a  planned  business  swap 
between  Samsung  Motor  and  Daewoo 
Electronics.  More  dramatic  labor 
protests  could  still  spook  overseas  com- 
panies. "ForeigTi  investors  are  not  en- 
tirely sure  the  government  has  i-esolved 
the  labor  issue,"  says  Kim  Ki  Hwan, 
South  Korea's  roving  ambassador  for 
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economic  affairs. 
Sacked  blue-collar 
workers  may  revolt  if 
they  see  the  middle 
class  escape  with 
mere  wage  cuts,  and 
street  rallies  by  angiy 
unemployed  would  put 
a  dent  in  Seoul's  care- 
fully calibrated  recov- 
eiy  plan.  Policymakers 
are  ready  to  tough  it 
out,  so  confi'ontations 
are  inevitable.  "We 
cannot  delay  economic 
restructuring  over 
fears  about  unemploy- 
ment," says  Hyim  Oh 
Seok,  director  of  eco- 
nomic policy  at  the 
Finance  &  Economy 
Ministry. 

Labor  unrest,  low 
consumer  confidence, 
and  fiulher  foot-drag- 
ging by  the  chaebol 
could  slow  the  recov- 
ery. The  chaebol  are 
still  masking  many  of 
their  debt  problems 
by  raising  funds 
through  rights  issues. 
Asset  sales  would 
boost  efficiency,  but 
the  top  chaebol  are 
mostly  choosing  to 
hang  on  to  the  family 
silver.  Despite  the  plamied  sale  of  Korea 
First,  "foreigners  aren't  interested  in 
most  of  the  assets  they  want  to  sell," 
says  Namuh  Rhee,  head  of  reseaich  at 
Samsung  Securities.  Return  on  assets 
in  corporate  Korea  remains  very  low,  a 
sign  that  companies  are  still  running  a 
lot  of  unproductive  factories. 

The  difficult  truth  is  that  Korea  has 
plenty  to  fix  before  it  emerges  whole 
ft'om  the  crisis.  The  process  will  take 
years,  maybe  even  decades,  and  will 
proceed  in  fits  and  starts.  But  when 
Korea  called  on  the  International  Mon- 
etaiy  Fimd  for  help  in  December,  1996, 
plenty  of  market  olDservers  thought  the 
country  would  never  recover  and  that 
its  political  will  to  change  was  nonexis- 
tent. Now  investors  are  delighted  at 
the  country's  progress,  and  they  are 
willing  to  bet  that  Korea  will  show 
more  sigTis  of  resilience.  As  they  cheer 
Korea  on,  they  are  hoping  the  rest  of 
Asia  will  follow  its  example. 

By  Jennifer  Veale  in  Seoul 


class  survive  restructuring  with  mere  wage  cuts 
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GLOBAL  STRATEGIES 


HOW  VODAFONE  AIMS  TO  RULE 
THE  WIRELESS  WORLD 

The  AirTouch  bid  is  just  one  step  in  its  plan  for  dominance 


As  a  public-relations  stunt,  it  would 
have  been  a  tad  heavy-handed.  But 
there  was  Vodafone  Group  PLC 
Chief  Executive  Chris  C.  Gent,  orches- 
trating the  biggest  merger  in  the  histo- 
ry of  the  mobile  phone  industiy — via 
cell  phone  from  Australia.  It  started 
over  New  Year's  weekend,  when  word 
got  out  that  Bell  Atlantic  Coip.  was  of- 
fering $45  billion  for  AirTouch  Commu- 
nications Inc.,  the  largest  independent 
U.  S.  mobile  company.  Gent  didn't  fuss 
with  flights  back  to  London.  He  pi-essed 
the  call  button  and  staited  talking.  By 
Jan.  3,  he  had  put  together  his  own  $55 
billion  stock  and  cash  offer  for  Aii-Touch. 

If  it  goes  tlu'ough,  as  analysts  expect, 
Vodafone,  Eiu'ope's  leading  mobOe  phone 
company,  could  become  the  fh-st  global 
giant  of  the  wireless  age.  "Sizewise,  no- 
body else  would  come  anywhere  near," 
says  Jonathan  Lewis,  a  Dresdner  Klein- 
wort  Benson  Inc.  telecom  analyst.  The 
combined  company  would  have  sales  of 
$10  billion  and  a  market  capitalization 
of  $105  billion,  malojig  it  No.  3  in  Britain. 
More  important,  by  consuming  AirTouch, 
which  is  strong  in  Europe's  booming 
south,  Gent  would  enjoy  supremacy  in 
Europe's  cellular-phone  market,  the 
world's  biggest.  He  would  also  acquii'e 
8.5  million  LI.  S.  customers  in  California. 

But  Gent  faces  a  host  of  technical 
challenges.  In  the  next  three  years, 
commiuiications  devices,  from  computers 
and  televisions  to  mobile  phones,  are 
expected  to  converge,  all  offering  the 


same  host  of  services.  For  Vodafone 
and  other  cell-phone  companies  to  justi- 
fy their  stock  valuations,  Gent  and  his 
competitors  must  expand  from  voice 
into  the  potentially  rich  data  side  of  the 
mai'ket.  Cell  phones,  in  short,  must  push 
their  way  onto  the  Intei-net. 

At  the  same  time,  with  or  without 
AirTouch,  Gent  will  have  his  work  cut 
out  keeping  his  company  independent.  A 
takeover  would  be  pricey.  But  in  to- 
day's merger  mania,  size  is  no  longer  a 
surefire  defense.  "I  see  Vodafone  as  a 
target  for  somebody  who  wants  to  get 
into  the  wireless  world,"  says  Linda 
Barrabee,  a  researcher  at  Pyi'amid  Re- 
search in  Cambridge,  Mass. 

Vodafone 's  European  roots  give  Gent 
a  technical  edge  over  American  com- 
petitors such  as  AT&T  and  Sprint  Corp. 
That's  because  the  next  generation  of 
cell  phones  will  probably  hit  Britain  by 
2001 — a  year  or  two  before  reaching 
the  U.  S.  Users  will  be  able  to  send  E- 
mail,  download  compact  discs,  and  even 
video-conference.  But  for  Vodafone  and 
other  cell-phone  operators,  the  switch 
to  the  so-called  tliiixl  generation  requires 
multibillion-dollar  investments  on  h- 
censes  and  infi-astnacture.  Gent  is  de- 
termined to  spend  it,  even  with  only 
the  sketchiest  notion  of  return. 

A  siinUai'  dive  into  an  untested  cellular 
market  gave  Vodafone  its  start  16  years 
ago.  The  militaiy  electronics  company 
landed  Britain's  fu'st  cellular  license  in 
1983  and  on  Jan.  1,  1985,  sent  the  fii'st 


A  MOBILE  COLOSSUS 

•  A  cellular  market  leader  in  Britain,  with 
estimated  1998  sales  of  $5.5  billion  and 
earnings  of  $1.45  billion. 

•  A  global  portfolio  with  operations  and  p. 
nerships  in  northern  Europe,  expanding  tc| 
the  Mideast  and  Pacific. 

•  CEO  Chris  Gent  focuses  on 
high-margin  business  cus- 
tomers. Vodafone  is  often 
profitable  in  new  markets 
within  a  year. 

BEFORE  GENT  TOOK  OVER  AS 
CEO  IN  EARLY  1997,  VODAFONE 
SEEMED  TO  BE  LOSING  GROUND 


call  from  Trafalgar  Square  to  cor 
headquarters  in  Newbury,  50  milei 
A  day  later,  Gent,  a  computer  in( 
executive,  joined  the  company. 

Vodafone's  initial  public  offer 
1988  raised  funds  to  stave  off 
lenge  from  British  Telecommunic 
PLC's  mobile  operator,  Cellnet.  Vo( 
was  able  to  battle  the  old  giani 
speed  and  focus.  Still,  Vodafone  & 
to  be  losing  gi'ound  to  aggressive 
comers  when  Gent  took  over  as 
early  1997.  He  canned  the  old  ad 
and  set  about  building  brand  recoj 
that  would  keep  customers,  esp 
business  users,  loyal  to  Vodafone 
CELL-PHONE  MANIA.  Gent's  timing 
not  have  been  better.  In  the  las 
years,  the  combination  of  lower 
and  a  booming  economy  have 
cell-phone  mania  in  Britain — a  p. 
enon  that  Gent  and  others  exp 
hit  the  U.  S.  soon.  Last  year 
British  subscriptions  gi'ew  by  53% 
million,  or  22.4%  of  the  populatio 

Vodafone  is  seeing  explosive  g 
in  its  13  other  markets  as  well.  E 
digit  gi-owth  is  the  nile  in  its  joii 
tuj'es  from  the  Netherlands  and  ( 
to  New  Zealand.  And  its  fabulous 
ings  and  stock  gi-owth  placed  it 
on  BUSINESS  week's  it  100  last  fal 
year,  the  company  earned  an  esti 
$1.45  billion  on  sales  that  gi'ew  4 
$5.5  billion.  Vodafone  shares  eI 
143%  in  the  last  12  months. 

Vodafone  and  AirTouch  knovif 
other  well.  They  are  partnenlj 


& 


Swedish  joint  ventm-e  and  were 
ering  a  merger  last  summer,  sa 
lysts,  but  could  not  settle  on  a 
Bell  Atlantic,  as  it  turns  out, 
price  for  them.  And  for  Chiis  Ge 
first  step  toward  leading  the  w 
world  was  simply  a  matter  of  picl 
a  cell  phone  ancl  putting  it  to  ust 
Bij  Stephen  Baker  in  Pari 
Kerry  Capell  in  London 
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men  will  have  an  isolated  erection  problem  at  some  time  in  their  lives,  but  for  others  it  happens  more  frequently.  If  the 
ty  to  respond  naturally  to  your  partner  has  become  a  recurring  problem,  you  may  be  suffering  from  a  treatable  medical 
'ion  called  erectile  dysfunction  (ED),  also  known  as  impotence.  The  following  questions  and  answers  are  designed  to 
ou  a  brief  introduction  to  the  causes  of  ED  and  the  various  treatment  options  available.  If  you  believe  you  are  suffering 
zD,  or  want  to  know  more  about  the  condition,  talk  to  your  doctor  or  other  healthcare  professional. 

Erectile  dysfunction:  what  every  man  should  know 


What  is  ED? 

dysfunction  is  tiie  consistent  inability  to  actiieve  and/or  maintain 
'on  suflicient  for  satisfactory  sexual  activity.  Tfiat  means  not  |ust  an 
lal  problem,  but  one  tfiat  has  been  occurring  repeatedly  for  a 
f  time.  It's  a  widespread  condition,  sfiared  by  approximately 
)n  men  in  the  United  States. 

What  causes  ED? 

ice  believed  that  ED  is  all  in  your  head,  or  just  an  inevitable  result 
)  older.  Actually,  the  majority  of  ED  cases  are  associated  with 
conditions  or  events,  including  some  that  are  age-related.  The 
■  nmon  risk  factors  for  ED  include: 

)  letes,  liigh  blood  pressure,  hardening  oftfie  arteries, 
!  igh  cholesterol 

y  or  illness,  such  as  spinal  cord  Injury  multiple  sclerosis, 
'ession,  stroke,  or  surgery  for  the  prostate  or  colon 

'ications  that  may  bring  about  ED  as  an  unwanted 
effect 

rette  smoking  or  alcohol/drug  abuse 
^logical  conditions,  such  as  anxiety  and  stress 
nt  to  know  more  about  ED,  talk  to  your  doctor 

Can  erectile  dysfunction 
be  treated? 

good  news  is  that,  regardless  of  the  cause,  the  vast  majority  of  ED 
treatable.  Patients  have  a  variety  of  treatment  options  from  which 
including  oral  medication,  hand-held  vacuum  pumps,  self- 
red  injections,  pellet  suppositories,  and  surgical  implants. 


Can  anyone  use  these  treatments? 

It's  important  to  remember  that  these  treatments  are  not  for  everyone,  but 
only  for  men  diagnosed  with  ED.  You  and  your  doctor  can  determine  the 
appropriate  treatment  for  you.  Because  sexual  activity  can  be  demanding  on 
the  heart,  you  should  talk  to  your  doctor  before  using  any  treatment  for  ED. 

How  do  1  know  if  I  have  ED? 

If  you  have  erection  problems,  you  probably  already  know  it.  But  before 
your  condition  can  be  treated,  you  need  to  be  diagnosed  by  your  doctor. 
There  is  no  need  to  be  embarrassed  or  ashamed  when  discussing  ED  with 
your  doctor.  He  or  she  has  probably  diagnosed  and  treated  ED  miany  times. 
Your  doctor  can  provide  you  with  understanding,  support,  and  best  of  all, 
information. 


To  diagnose  ED,  doctors  typically 
ask  a  few  specific  questions  and 
give  a  routine  physical  exam.  This 
should  help  your  doctor  arrive  at  a 
diagnosis.  Before  starting  any 
treatment  for  ED,  ask  your  doctor  if 
your  heart  is  healthy  enough  to 
handle  the  extra  strain  of  having  sex. 

Based  on  this  information,  you  and 
your  doctor  will  decide  on  the 
treatment  that  is  best  for  you. 


REMEMBER: 

ED  is  a  common 
medical  condition. 

It's  not  an 
inevitable  result 
of  growing  older. 

ED  is  treatable 
with  a  variety  of 
methods. 

Only  your  doctor 
can  prescribe 
the  appropriate 
treatment. 
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COIVIMENTARY 

By  William  Echikson 


IT'S  TIME  FOR  THE  EG  TO  TACKLE  CORRUPTION 


For  years,  corruption  has  been 
the  European  Union's  great 
open  secret.  Periodically,  flaps 
have  broken  out — the  European 
Commission  would  be  accused  of 
giving  double  subsidies  to  Irish 
sheep  farmers  or  handouts  to  nonex 
istent  Italian  olive  orchards.  But 
Brussels  bureaucrats  looked  the 
other  way.  No  one  wanted  to  admit 
that  agricultural  subsidies  often 
covered  political  payoffs.  In  Italy, 
for  example,  the  mon- 
ey may  have  ensured 
support  of  politicians 
who  endorsed  a  united 
Europe,  a  goal  high  on 
Brussels'  agenda. 

Now,  with  the  suc- 
cessful launch  of  Eu- 
rope's single  cuiTency 
bringing  political  union 
closer,  the  time  has 
come  for  Bmssels  to 
tackle  coiTuption  head- 
on.  If  it  wants  to  re- 
main credible  and  con- 
tinue developing 
European  institutions, 
the  EC  must  build  a 
more  transparent  and 
accountable  governing 
system.  Concentrating  power  among 
countiy-appointed  commissionei-s  en- 
genders comiption  and  cronyism. 
"Each  commissioner  is  under  pres- 
sure to  give  jobs  and  perks  to  his 
fellow  countrymen,"  complains 
Stephen  Kinsella,  a  lawyer  with  Her- 
bert Smith  in  Brussels.  Just  as  im- 
portant, the  EC  must  scintinize  and 
streamline  its  progi-ams — particularly 
farm  and  regional  subsidies,  which 
cost  about  $90  billion  a  year,  or  90% 
of  the  ELI  budget. 

HALF  PAY.  The  commission's  cavalier 
attitude  towaixl  subsidies  and  connp- 
tion  is  fanning  a  political  crisis.  Just 
before  Chiistmas,  an  internal  EC  audi- 
tor leaked  infonnation  to  Gi'een  Party 
officials  at  the  Em-opean  Parliament 
about  in'egularities  in  $500  million 
spent  on  youth  training  and  humani- 
tainan  aid,  among  other  programs. 
EditJi  Cresson,  former  French  Prime 
Minister  and  cuirent  EC  science  com- 
missioner, and  Spain's  Manuel  Man'n, 
responsible  for  development  aid,  came 


under  particular  fire.  Cresson  denies 
chai'ges  that  she  siphoned  contracts 
to  relatives  and  friends.  Mara  admits 
money  was  misspent  because  of  politi- 
cal pressure. 

But  instead  of  opening  an  indepen- 
dent investigation.  Commission  Pres- 
ident Jacques  Santer  suspended  the 
whistle-blowing  auditor  at  half  pay. 
"Intolerable,"  he  thundered  in  re- 
sponse to  Parliament  demands  that 
Cresson  and  Marin,  at  least,  be 


forced  from  office.  Parlia- 
mentarians have  only  one, 
highly  impractical  op- 
tion— sacking  all  20  com- 
missioners in  a  censure 
vote  scheduled  for  Jan. 
14.  "It's  like  a  nuclear 
button,"  says  British  Par- 
liamentarian Graham  Wat- 
son. If  the  commission 
were  to  be  dissolved,  Eiu'opean  insti- 
tutions would  be  paralyzed  for 
months  as  new  appointments  are 
made  and  portfolios  divvied  up. 

The  all-or-nothing  approach  to  the 
corruption  problem  highlights  the 
flaws  in  Brussels'  power-sharing.  The 
Eiu-opean  Parliament,  freely  elected 
but  weak,  cannot  initiate  legislation 
or  impeach  individual  commissioners. 
By  contrast,  the  unelected  commis- 
sion wields  both  legislative  and  exec- 
utive powers.  This  is  no  way  to  mn 
a  continent,  particularly  when  press- 
ing projects  are  backed  up  and  the 
EU  is  short  on  cash.  The  annual  $100 


NOT  LISTENING 
An  auditor  who 
accused  top  commis 
sioners  of  corrupt 
practices  was 
suspended  by  EC 
President  Santer 


billion  budget  must  be  cut  befon 
EU  can  expand  to  the  East  or  op 
new  global  trade  negotiations  on 
vices  and  agiiculture.  Rooting  ov 
waste  and  fraud  would  not  only 
trim  spending  but  also  would  res 
public  confidence  in  the  Brassels 
bureaucracy. 

In  addition,  business  needs  mc 
transparent  and  independent  Eu 
pean  institutions.  Competition  C( 
missioner  Karel  Van  Miert  has 
good  record  of  fight 
illegal  government 
sidies  and  dealing 
mergers.  But  "as  tl 
now  stand,  the  sam 
body  that  investiga 
makes  the  final  deci 
and  not  always  on  j 
competition  criteria 
says  lawyer  Kinsell 
"It  would  be  much 
ter  to  establish  an  i 
pendent  antitnist  a 
thority  free  of  polit 
influence." 

Indeed,  if  the  sin 
cm-rency  is  to  pave 
way  foi'  more  gi'ov 
and  lower  costs,  th( 
needs  better  watch 
Em-opewide  regxilal 
agencies  modeled  o 
America's  Secuiitie 
Exchange  Commiss 
or  Food  &  Ding  A( 
istration  could  impi 
oversight  of  eveiyt 
fi-om  stock  offeiinga 
biotech  advances, 
the  democratically 
ed  European  Parliament  should 
more  ways  of  checking  the  comr  ■ 
sioners'  power. 

Meanwhile,  the  Parliament  an 
commission  should  call  a  tmce. 
ter  needs  to  step  up  the  battle 
against  coiTuption.  Individual  co 
missioners  should  be  investigate 
and  foi-ced  to  resign  if  charges  o 
connption  are  proved.  But  disso 
the  commission  now  would  cripp 
BiTJssels  just  when  its  leadershi] 
badly  needed. 


Correspondent  Echikson  cove, 
EV  from  Brussels. 
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mall  world,  why  pay  big  shipping  costs?  Fly  Like  an  Eagle: 


Looking  for  a  fast, 
reliable  and  affordable  way 
to  ship  volumes  of  lightweigl 
parcels  and  correspondence 
overseas?  The  U.S^  Postal 
Service  has  options  that  can 
save  you  a  bundle. 

International  Express 
Mail  ''  provides  delivery  to 
over  175  countries  —  for  as 
little  as  $15.  Global  Priority 
Mair'"'  provides  prompt 
delivery  to  over  30  key 
business  countries — for  as 
little  as  $3.75.  You  won't 
find  prices  as  low  as  these 
from  any  other  major 
shipping  company  Fact  is, 
rates  for  comparable  services 
are  often  double  ours. 

As  one  of  the  world's 
largest  global  delivery 
companies,  we  have  the 
resources  available  to  help 
your  international  business 
grow  at  prices  that  aren't  oul 
of  this  world. 

For  a  free  Global 
Delivery  Solutions  Kit/'-'  call 
1-800  -  THE- USPS,  ext. DM203 

UNITED  STATES 


POSTAL  SERVICE 


www.  uspsglobal.  com 


When 


th 
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Thev  weren't. 


Mergers  and  Acquisitions  coverage 

Y 

JLOU  met  with  the  lawyers.  The  investment  bankers.  The  auditors.  You  did  your 
homework.  Everything'  was  legal  and  aboveboard.  And  a  deal  of  enormous  importance 
and  even  greater  worth  was  completed.  But  somehow,  something  went  wrong.  Liabilities 
were  misjudged.  And  the  ones  that  were  recognized  were  grossly  underestimated.  Now 
it's  the  third  quarter  and  you're  about  to  report  a  substantial  write-off. 

This  is  the  real  world  companies  live  in.  When  things  go  wrong,  they  go  wrong  on  a 
large  scale.  And  if  your  company  is  not  properly  covered,  the  world  becomes  an  ugly  place. 

How  can  AIG  help?  By  doing  things  others  can't.  By  taking  what  you  know  about 
"insurance"  and  turning  that  notion  on  its  head. 


\fh.o  insures 


Take  our  Mergers  and  Acquisitions  coverage.  Few  scenarios  demand  the  speed  and 
creative  thinking  that  an  M&A  deal  does.  And  that  is  precisely  what  we  pride  ourselves  on. 
At  AIG,  we  know  that  in  any  deal  there  is  always  a  surprise,  and  it  is  never  a  good  one. 

More  than  merely  providing  insurance,  the  AIG  Companies  plan  for  problems  others 
don't  see,  create  coverages  others  can't,  manage  risks  others  shy  away  from.  We  have  the 
resources  and  industry- specific  knowledge  that  allow  us  to  guide  you  through  most 
any  M&A  issue  you  face.  So  whether  a  deal  is  known  or  merely  being  contemplated,  the 
AIG  Companies  are  prepared  to  help  minimize  existing  and  potential  future  liabilities  to 
make  deals  happen. 

We've  built  our  reputation  on  fulfilling  promises.  Which  is  why  we've  grown  in 
80  years  to  become  one  of  the  world's  leading  insurance  organizations.  And  because  our 
reputation  is  solidly  backed  by  Ti'iple-A-rated  financial  strength,  you  can  rest  assured 
that  the  AIG  Companies  will  be  there  for  you. 

No  matter  what  the  risk,  no  matter  where  the  risk,  the  AIG  Companies  possess  the 
experience  and  sophistication  to  custom-tailor  a  pohcy  that  protects  you  from  the  unexiDected. 

Call  your  broker  or  e-mail  us  at  greg.flood(«  aig.com  to  find  out  more  about  our 
Mergers  and  Acquisitions  division. 

What's  the  worst  that  could  happen?  That's  what  we  think  about  every  day. 


WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  International  Companies,  70  Pine  Street,  Dept  A,  New  York.  [\JY  10270.  wwwaig.com 


average  providetl  by  member  companies  uf  American  Inretnaliuiial  Group,  Ihl-.  l&siiaiice  ot  coveiage  is  siibjecl  lo  undeiivntinij  Please  refer  lo  the  actual  policy  for  a  complete  Oescription  o(  scope  and  limilalioiiij  ol  coyer ^gf; 


International  Business 


BRITAIN 


SORRY,  BUT  THEY'RE 

NOT  GONNA  TAKE  IT  ANYMORE 

British  consumers  rebel  against  price-gouging  retailers 


If  Britain  had  a  national  refrain,  it 
might  be  "Mustn't  grumble."  You 
hear  it  as  Britons  wait  on  endless 
lines  to  pay  high  prices  for  eveiyday 
gi'oceries.  You  hear  it  as  they  fork  out 
40%  to  60%  more  than  people  on  the 
Continent  for  cai's  and  computers.  And 
you  hear  it  as  they  suffer  through 
piicey,  cattle-car  package  vacations  with 
the  stiffest  of  upper  lips. 

But  Britain's  downti'odden  consumers 
are  learning  to  complain.  Television  pro- 
gi'ams  about  consumers'  rights  are  ex- 
periencing huge  jumps  in  viewership. 
The  media  and  politicians  are  attacking 
coddled  car  dealers  and  obscenely  prof- 
itable supermarket  chains  for  price- 
gouging.  Parliamentary  hearings  call  for 
industi\v  regulation  and  codes  of  con- 
duct. "British  consumei's  are  starting 
to  flex  their  muscles,"  says  Martin  Hay- 
ward,  a  director  of  the  Henley  Center,  a 
consumer  consultancy  in  London. 
"RIDICULOUS."  For  years,  scant  competi- 
tion, due  largely  to  scai-ce  and  costly  real 
estate,  has  allowed  .sellers  of  cars,  com- 
putei's,  and  gi'oceries  to  wield  enormous 
pricing  power  in  Britain.  Until  faiiiy  re- 
cently, British  consumers  didn't  know 
they  were  getting  a  raw  deal.  But  speed- 
ier travel  has  made  comparison  shopjjmg 
easier.  Now,  the  rise  of  the  Internet  and 


the  introduction  of  a  common  euirency  on 
the  Continent  will  make  price  gaps  be- 
tween countries  even  more  obvious.  Al- 
though Britain  isn't  joining  the  Euro- 
pean monetary  luiion  right  away,  British 
r-etailers  won't  be  able  to  escape  the 
downwar'd  pr-essure  on  prices  for  long. 

Some  r-etailer's  ar-e  ah'eady  under-  ftr-e. 
A  i^rime  target  is  Dixons,  the  $4.6  bil- 
lion electr-onics  r-etailer  that  sells  half 
the  per-sonal  computers  bought  thr-ough 
shops  for  British  homes.  Critics  char-ge 
that  Dixons'  dominant  position  is  one 
reason  PCs  in  Britain  cost  up  to  40% 
more  than  in  Fr-ance  or*  Ger-many.  In- 
deed, Intel  Corp.  ceo  Craig  Barr-ett 
caused  a  stir-  r-ecently,  saying  that  the 
chain's  "ridiculous  mar-gins"  had  damp- 
ened computer  sales  in  Britain.  Dixons 
counter's  that  its  gross  mar-gins  on  com- 
puter-s,  ar-ound  10%,  ar-e  not  excessive. 

But  the  chain  is  lowering  its  prices, 


HUBBUB 


MPs  have  taken  to 
blasting  car  dealers  for  the  price 
gap  between  vehicles  sold  in 
Britain  and  on  the  Continent 


PRESSURE:  Critics  say  PCs  are  t) 

costly  at  electronics  chain  Dixoi 

and  competition  is  heating  up  . 
mand  for  PCs  rises  in  Britain, 
shoppers  ar-e  buying  computers  o\ 
Internet  or  fr-om  direct  sellers  s 
Dell  Computer-  Corp.  and  Gatewa 
which  often  offer  lower  priceh 
stor-es  can.  Dixons  is  r-esponding  w 
own  electr-onic  sales  oper-ation. 
TELLY  TIPS.  Britain's  car-  industr-j- 
other-  focus  of  outrage.  In  early  I 
ber-,  member-s  of  Parliament  blast 
industr-y  for  the  huge  price  gap  b( 
new  cars  sold  in  Britain  and  i 
Continent.  The  MPs  conrplaine( 
most  car-s  were  30%.  to  40%'  mo 
pensive  in  Britain. 

When  the  industr-j'  offered  e: 
such  as  the  higher  cost  of  pro^ 
right-hand-drive  cars  and  the  st 
of  the  British  pound,  the  MPs 
swallow  them.  Instead,  they  I 
much  of  the  problem  on  exclusiv 
ership  an-angements  that  stymi' 
petition.  Likewise,  they  criticiz' 
"feebleness"  of  the  powers  grar 
the  Office  of  Fair-  Tr-ading,  whicl 
lates  the  industry.  The  OFT  is  i 
gating  the  car--pricing  issue. 

British  supermarkets  may  ao 
getting  away  with  gouging.  Th 
big  chains — Tesco,  Sainsbur-y,  As( 
Safeway — boast  some  of  the  1 
mar-gins  in  the  world  for  their 
try,  ar-ound  5%.  Ear-lier  this  year-, 
don  Sunday  Times  sur-vey  show 
shopper-s  paid  up  to  40%-  more  in 
for  food  at  these  stor*es  than  at  c 
the  U.  S.  or  elsewhere  in  Euro 
tailer-s  argue  that  opening  new  s 
unusually  difficult  and  costly  in 
where  land  use  is  tightly  control! 
the  OFT  is  investigating  whether 
four-  super-market  chains  have 
then-  market  position. 

British  gnrmbling  is  getting  lo 
recent  sur-vey  by  the  Henley 
found  that  56%'  of  Britons  gripe 
pr-oducts  or-  ser-vices  in  the  past 
fi-om  39%'  in  1997.  Mor-e  than  7 
of  them  get  weekly  coachin 
British  Br-oadcasting  Corp.'s  Wt 
series,  which  highlights  insta 
overpricing  and  unusually  poor 
and  urges  conir 
to  stand  up  foj  t 
rights.  As 
get  better  at 
back  and  comjt 
grows,  the  re| 
gravy  train  isp 
to  derail. 

By  Julia^'l- 
in 
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iternational  Outlook 


I  ED  BY  JOHN  TEMPLEMAN 


ESERT  FOX  HAS  SADDAM 
ACKED  INTO  A  CORNER 


■  hen  President  Bill  Clinton  launched  Operation  Desert 
I  Fox  against  Iraq  in  December,  one  of  his  biggest  bets 
I  was  that  the  tkree-day  bombing  campaign  would  not 
ically  upset  U.  S.  strategic  relations  in  the  Middle  East, 
iked  iffy:  Moderate  Arab  states  Egyj^t  and  Saudi  Ai-abia, 
nembers  of  the  grand  coalition  against  Saddam  Hussein 
;  1991  Persian  Gulf  war,  both  distanced  themselves  from 
ttacks.  Riyadh,  for  one,  refused  to  aUow  Saudi  bases  to  be 

while  anti-U.  S.  demonstrations  rocked  Ai'ab  capitals 
Cairo  to  Damascus.  It  seemed  as  if  Sad- 
might  win  Arab  hearts  and  minds, 
t  a  month  later,  it  looks  as  though  the  bet 
ofif.  Saddam  is  more  isolated  than  at  any 
since  the  gulf  war.  Upset  at  the  lack  of 
'rted  Arab  support  following  the  air 
;s,  Baghdad  unleashed  an  unprecedented 
itriolic  propaganda  campaign  against  oth- 
•ab  coimtries,  culminating  in  a  fierce  call 
iddam  on  Jan.  5  for  Ai'abs  to  oveithrow 
leaders.  Fence-sitters  such  as  Egy^jt  and 

Arabia  retaliated  quickly  and  attacked 
ini's  regime.  "The  revolution  that  should 
ide,"  intoned  the  normally  bland  state-iiin 

Press  Agency,  "is  by  the  Iraqi  people 
their  leader."  Egyptian  Pi'esident  Hos- 
ibarak  called  for  an  end  to  Saddam's  regime,  too. 
\BiLIZING.  For  the  22-nation  Arab  League,  whose  mem- 
:ates  usually  avoid  public  mudslinging  at  all  costs,  tliis  is 
iportant  break  with  tradition — and  a  sign  of  how  cor- 

Baghdad  is.  It  is  more  than  rhetoric:  At  meetings  in 

January,  Arab  leaders  such  as  Mubarak  and  Syrian 
lent  Hafiz  Al-Assad  began  to  flesh  out  plans  to  desta- 

-  addam.  "Saddam  has  singlehandedly  tui-ned  the  tables 

M'lf,"  says  Michael  J.  Eisenstadt,  senior  fellow  at  the 
iiigton  Institute  for  Near  East  Policy, 
dly  enough,  Saddam  had  been  tiying  to  mend  i-ifts  with 
dghbors.  He  resumed  diplomatic  and  commei'cial  rela- 


tions with  several  lich  Persian  Gulf  countries — and  longtime 
political  rival  Syria.  Even  Egypt  opened  a  commercial  office 
in  Baghdad  last  yeai'  and  sent  a  lai'ge  trade  delegation  to  Iraq 
in  July.  Saudi  entrepreneurs,  meanwhile,  facing  an  economic 
downturn  at  home,  were  starting  to  show  up  in  Iraq  in 
seai'ch  of  business.  And  increasingly,  Ai'ab  governments  were 
vocally  urging  an  end  to  U.N.  sanctions  against  Iraq. 

According  to  the  Pentagon,  Baghdad's  tough  stance  against 
its  neighbors  and  its  challenge  to  U.  S.  and  British-enforced 
no-fly  zones  are  signs  that  Desert  Fox  has  se- 
riously unnerved  Saddam.  The  U.  S.  now  sus- 
pects that  some  senior  leaders  in  the  Republi- 
can Guard  and  special  security  forces  were 
killed.  And,  in  what  may  be  retribution  for 
mounting  disloyalty  in  the  Iraqi  militaiy,  ac- 
cording to  Pentagon  officials,  the  commander 
and  several  other  leaders  of  a  division  in  the 
south  were  executed.  There  is,  says  General 
Anthony  C.  Zinni,  commander  of  U.  S.  Central 
Command  "a  degree  of  desperation  that  we 
hadn't  seen  before." 

The  big  question  is  whether  Saddam  can 
be  kept  isolated.  In  Arab  capitals,  there  is  al- 
ready fear  that  possible  new  U.  S.  and  British 
strikes  after  Ramadan  ends  on  Jan.  18  could 
inflame  Arab  feelings.  Egypt,  for  one,  is  quietly  cautioning  the 
U.  S.  to  limit  future  attacks  to  isolated  Iraqi  aii-defense  bat- 
teries in  the  no-fly  zones.  "That  would  keep  the  pressure 
on  Saddam  while  not  creating  a  regional  backlash,"  says  a 
Egyptian  poHcymaker  in  Cairo. 

As  Washington  searches  for  a  new  policy  to  contain  a 
weakened  but  still  dangerous  dictator,  Arab  support  is  es- 
sential. Wlien  Secretaiy  of  State  Madeleine  K.  Albright  holds 
talks  in  Egyi^t  and  Saudi  Ai-abia  at  the  end  of  January,  it's  a 
sm"e  bet  that  dealing  with  a  post-Saddam  Iraq  will  be  high  on 
the  agenda. 

By  John  Rosscnit  in  Rome,  nnth  Shai  Crock  i)i  Washington 


Arab  uniitj 


GLOBAL  WRAPUP 


ONESiA  GETS  A  WORKOUT 

Jan.  7  agreement  between  Bakrie 
rothers  and  300  foreign  creditors 
d  prove  to  be  a  landmark  deal, 
politically  wired  Indonesian 
glomerate  failed  for  over  a  year  to 
'e  to  terms  on  $1.15  billion  of  for- 
i  debt. 

his  time,  an  International  Monetary 
d-appointed  negotiator  did  the 
ing.  And  within  three  hours,  Bakrie 
a  deal  which  is  likely  to  become  the 
el  for  workouts  for  a  dozen  other 
arto-era  conglomerates. 


Bakiie  will  swap  debts  for  80%  of  a 
holding  company  that  will  own  five  of 
its  key  assets,  including  a  5.3%  stake 
in  the  Iridium  telecoms  gi'oup  worth 
about  $100  million.  Banks  and  bond 
holders  wiW  also  get  a  20%  stake  in 
other  Bakrie  operations  from  steel- 
pipe  making  to  finance. 

A  EURO  MADE  IN  CHINA? 

►  China's  Luoyang  Copper  Process- 
ing Plant  is  hoping  to  make  a  mint 
out  of  Europe's  new  currency.  Based 
in  Henan  province  in  central  China, 
the  state-owned  smelter  is  angling  to 


become  a  major  provider  of  metal 
alloys  from  which  euro  coins  will  be 
struck.  Last  year,  it  sent  about  2,000 
tons  of  metal  to  a  mint  in  Bremen, 
Germany,  for  testing.  It  will  provide 
a  further  10,000  tons  in  1999,  before 
the  European  Union  picks  a  suppliei\ 

Luoyang  faces  some  stiff  competi- 
tion. Processors  in  Geimany,  South 
Korea,  and  the  U.  S.  also  want  the 
long-temi  contract.  The  winnei'  is  ex- 
pected to  be  the  processor  who  can 
find  the  alloy  that  makes  it  hardest  to 
counteifeit  the  euros,  currently  worth 
$1.16  a  pop. 
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■OSS  town  or  across  the  ocean,  no  call  goes  communications  solutions  on  a  local,  regional, 

/where  without  a  huge  global  network  to  carry  or  global  level.  So  whether  you're  looking  for  a 

!\nd  nobody  makes  more  pieces  of  that  wireless  phone  for  your  briefcase,  Internet  access 

work  than  we  do.  From  wireless  PCS  phones  for  your  business,  or  an  entire  communications 

:entral  office  switches,  from  ISDN  lines  to  infrastructure  for  your  country,  don't  make  a  move 

nplete  voice  and  data  systems,  we  provide  until  you've  talked  to  us. 

We're  Siemens.  We  can  do  that. ' 


www, siemens.com   ©Siemens  Corporation  1998 


Here's  how  the  world  auto 
industry  will  likely  shake 
out:  New  economies  of 
scale  beef  up  the  big 
boys,  which  gobble  up 
less  efficient  parochial 
players.  So  who 
will  be  left? 


THE  GLOBAL 


GENERAL  MOTORS 


1998  EARNINGS 

$2.8  billion* 


1998  REVENUE 

$140  billion 

WORLDWIDE 
VEHICLE  SALES 

7.5  million 


CASH  $16.6  billion 

STRATEGY  GM  is  getting  its  own 
house  in  order.  But  it  has  found  time 
to  take  a  49%  stake  in  Japan's  Isuzu 
and  a  10%  stake  in  Suzuki.  Some 
speculate  GM  will  rescue  South  Korea's 
Daewoo. 


FORD  MOTOR 


1998  EARNINGS 

$6.7  billion 

1998  REVENUE 

$118  billion 

WORLDWIDE 
VEHICLE  SALES 

6.8  million 

CASH  $23  billion 

STRATEGY  With  a  mountain  of  cash  to 
spend,  Ford  is  the  hottest  suitor  on  the 
global  automotive  scene.  Predicted  tar- 
gets: Volvo,  Honda,  BMW. 

*lnclijdes  one-time  charges  for  restructuring 


DAIMLERCHRYi 


1998  EARNINGS 

$6.47  billion** 


1998  REVENUE 

$147.3  billion** 


WORLDWIDE 
VEHICLE  SALES 

4  million 

CASH  $25  billion 

STRATEGY  By  merging,  Daifl 
and  Chrysler  have  created  a  Is 
powerhouse.  But  it  needs  a  re 
Asia  and  is  already  talking  tJN 
about  a  deal. 
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MERGE  AHEAD? 

The  '98  union  of  Chrysler  and 
Daimler-Benz  blazed  the  trail 
to  mega-consolidations.  Now, 
DaimlerChrysler  is  hot  for 
Asian  partners 


Industries 


It  was  a  whirlwind  first  week  on  the  job  for  Ford  Motor 
Co.'s  new  CKO,  Jacques  Nasser  It  began  Sunday,  Jan.  3, 
with  i-uniors  swirling  in  snowbound  Detroit  that  cash- 
fiush  P^ord  was  about  to  gobble  up  one  of  the  world's  big 
auto  makers.  By  Tuesday  moming,  reporters  were  call- 
ing Nasser  at  home  at  6  a.m.  to  inquire  about  a  tanta- 
lizing but  erroneous  French  radio  report  that  Ford  was 
taking  over 
Honda  Motor 
Co.  "By  Tues- 
day evening, 
we  were  sup- 
posed to  be  acquiring  BMW,  Honda,  Volvo,  Nissan — and  there 
was  someone  else  that  I  can't  remember,"  quips  Nasser 

By  week's  end,  Nassei-'s  eveiy  move  was  being  scni- 
tinized  for  hints  as  to  how  he  might  spend  Ford's 
staggering  $28  billion  in  cash.  When  he 
called  a  press  conference  for  Friday 
evening's  black-tie  gala  at  the  Detroit 
auto  show,  speculation  was  life  that 
he  would  announce  a  megadeal 
to    rival    last  November's 
$35  billion  DaimlerChiysler 
merger.  "I'm  not  sure  if  I 
should  be  speaking  to  you 
in  German,  Swedish,  or 
Japanese,  the  way  the 
rumors  have  been  fly- 
ing," Nasser  told  a 
packed  audience  of 
Detroit  swells.  "I'm 
really  pleased  we're  so 
popular."  Nasser's  only 
news  was  that  Ford 
was  bringing  the  Three 
Tenoi-s  to  Detroit  this 
simimer.  No  big  deal — yet. 
But  the  gTeen  flag  is  fly- 
ing for  motor  merger  ma- 
nia, and  a  dramatic  shakeout 
is  at  hand.  The  top  players  are 
awash  in  cash  and  eager  to  buy, 
while  the  weakest  are  drowning 
in  debt  and  glutted  with  factory  ca- 
pacity: The  industry  can  make  20  mil- 
lion more  cars  and  tincks  a  year  than  it 
sells,  while  global  auto  sales  could  hit  a  cyclical 
Ifownturn  within  three  years.  Wliat's  more,  consumers 
are  demanding  lower  prices  and  more  high-tech  gizmos  on 
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^VW  has  already  acquired 
e,  Bugatti,  and  Lam- 
iard-driving  Piech  is  often 
)  be  eyeing  BMW  and  Volvo, 
If  is  in  talks  with  Fiat. 

'Estimates  of  Daimler-Benz  and  Chrysler  combmed  results,  data  Merrill  lynch  &  CO .  SCHRODER «,  CO ,  SALOMON  smith  barney,  i  p  morgan,  wasserstein  perella,  company  reports 


STRATEGY  Toyota  wants  to  strengthen 
its  hold  on  Japanese  auto  maker  Dai- 
hatsu Motor,  truckmaker  Hi  no  Motors, 
and  affiliated  parts  suppliers  like  Denso. 


STRATEGY  Honda  must  grow  bigger  if 
it  is  to  make  it  into  the  Big  Six. 
Honda  insists  it  wants  to  go  it  alone. 
But  joining  forces  with  luxury  carmaker 
BMW  could  result  in  a  dream  team. 
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Insiders  expect  the  giants  to  pick  up  healthy,  small 
brands  in  Europe,  as  well  as  bargains  in  Asia 


Industries 


their  cars,  forcing  cai-makers  to  squeeze  costs.  The  result: 
Only  a  quarter  of  the  world's  40  auto  makers  are  profitable. 
"You're  going  to  see  a  much  more  consolidated  industry 
within  the  next  five  years,"  says  Schroder  &  Co.  analyst 
John  Casesa.  "The  faster  the  global  economy  turns  down,  the 
faster  it  will  happen." 

Speeding  the  auto  industry  down  the  road  to  megamergers 
is  a  group  of  hard-driving  bosses  with  expansive  egos  and  big 

appetites  for  acquisi- 
tion. Volkswagen's 
Ferdinand  Piech  has 
snapped  up  European 
boutique  playere  Rolls  Royce  and  Lamborghini  and  is  believed 
to  have  eyes  for  bmw.  Denials  aside.  Ford's  Nasser  has  at 
least  investigated  acquiring  Honda  and  Volvo,  and  wouldn't 
mind  picking  off  BMW,  too. 

MATING  DANCE.  Toyota's  President  Hiroshi  Okuda,  a  black  belt 
in  judo,  is  particularly  aggi'essive  for  a  Japanese  business 
leader  and  has  started  picking  up 
bargains  among  Japan's  strug- 
gling second-tier  auto  makers. 
And  DaimlerChrysler  Co-Chair- 
man  Jiirgen  Schrempp,  having 
engineered  a  big  German- Ameii- 
can  merger,  now  says  he  might 


FORCES  BEHIND  THE  RAGE  TO  MERGE 


OVERCAPACITY  More  than  20  million  units  of 
manufacturing  overcapacity,  plus  downward  pres 
sure  on  prices  are  forcing  auto  makers  to  slash 
costs  and  swallow  rivals 


will  occur  in  stages,  with  profitable  players  such  as  Porsc 
national  champions  like  Renault  holding  out  the  longest 
by  2010,  the  thinking  goes,  each  major  auto  market  w 
left  with  two  large  home-based  companies — f;M  and  Fo 
the  U.  S.,  DaimlerChiysler  and  Volkswagen  in  Europe 
Toyota  and  Honda  in  Japan.  Players  such  as  Nissan  or 
may  keep  their  brand  names  but  won't  be  mnning  the 

As  the  industry  reshapes  itself,  insiders  expect  the  d! 
to  head  in  two  directions:  They  will  seek  out  healthj 
small  brands  in  Europe,  while  picking  up  distressed 
chandise  in  Asia.  For  the  top  companies,  the  goal  is  t 
tablish  an  all-encompassing  global  footprint.  No  auto  mak 
the  world  has  that  now.  The  Americans  and  European: 
mostly  minor  players  in  Asia,  while  the  Japanese  ne 
stronger  presence  in  Europe.  "The  key  is  finding  the 
partner,  who  has  complementaiy  products,  geogi'aphy,  j 
similar  philosophy,"  says  auto  consultant  Chiistopher  Ci 
gren  of  Nextrend  Inc.  in  Thousand  Oaks,  Calif. 

Volvo  could  be  the  next 
pany  to  be  scooped  up.  It  pi 
self  in  play  on  Jan.  6  by  h 
J.  P.  Morgan  to  shop  its  car 
ness.  Fiat  admits  it's  talkin 
Volvo;  analysts  say  the  twoj 
ropeans  could  make  a  gooi 


be  interested  in  hooking  up  with    Fiat  would  gain  access  to  the 


Japan's  troubled  No.  2  carmaker, 
Nissan.  "Who  knows,  eh?"  a  smil- 
ing Schrempp  said,  following  a 
Jan.  10  speech  in  Detroit.  "We 
do  not  exclude  the  possibility  of 
equity  participation"  in  Nissan's 
car  business.  He's  already  talk- 
ing to  Nissan  about  its  heavy 


TECHNOLOGY  Auto  giants  want  to  amortize  heavy 
research  and  development  investment  in  new 
high-tech  features  over  a  greater  number  of  cars. 

CASH  The  industry's  biggest  players  have  more 
than  $100  billion  in  cash  for  deals,  while  smaller, 
less  profitable  players  are  seeking  suitors.  Euro- 
peans and  Americans  also  have  lofty  share  prices 


ury  trade  and  the  U.  S.  m, 
while  Volvo,  which  sells  less  i 
400,000  cars  a  year,  would  bi) 
en  its  small  base.  Fiat  neej 
boost.  With  car  sales  down  i| 
big  markets,  Italy  and  Brazil 
Italian  company's  auto  divi 
lost  $38  million  in  the  third  q 


ti-uck  business,  and  a  deal  could    ^'2^l!L'?^_them_to  swallpw  up  smaUer  com  ter  of  1998,  vs.  earnings  of 

happen  by  the  end  of  January. 

This  automotive  mating  dance 
is  being  triggei'ed  by  cost  pres- 
sures and  cutthroat  pricing  on 
top  of  the  overcapacity  problem. 


CULTURE  Nationalism  is  declining  in  Europe  as 
the  new  single  currency  spurs  companies  to  com- 
pete, while  in  Asia  economic  crisis  is  compelling 
companies  to  consider  foreign  partnerships  as 
never  before. 


miUion  the  year  before. 

But  even  a  Fiat- Volvo  coi 
nation  might  not  be  sti 
enough  to  survive  longer-t( 
analysts  say.  Eventually,  smi 


"The  industry  lately  has  been  a   -'   players  would  need  a  big  hYO\ 


giant  cotillion,  with  everybody 
looking  for  the  best  partner,"  says  DaimlerChrysler  Co-Chair- 
man  Robert  J.  Eaton,  who  predicts  a  big  European  deal  this 
winter,  although  not  involving  his  company.  "Companies  will 
have  to  rethink  their  ability  to  sui-vive  alone,"  he  says. 

Indeed,  it  was  the  stunning  merger  of  Daimler-Benz  and 
Chrysler  Cor-p.  that  changed  the  r-ules  of  the  r-oad.  The  two 
prosper'ous  companies  saw  that  by  combining  they  would 
have  a  better  chance  of  gr-owing  in  each  other's  home  mar'kets 
as  well  as  in  Asia.  To  make  it  in  the  high-cost,  tech-intense 
global  auto  business,  car-makers  need  vast  resour-ces  and 
reach.  And  old  national  identities  are  becoming  obsolete  in  a 
brave  new  auto  wor-ld  where  size  matters  above  all.  "The 
industry  landscape  will  need  to  change,"  says  Nasser.  "For 
global  players  to  be  r-eaUy  competitive,  then-  sales  volumes  vdll 
have  to  be  over-  5  million  a  year*."  Pr-edicts  Toyota's  Okuda:  "In 
the  next  century,  ther-e  will  be  only  five  or  six  auto  makers." 

Who  will  make  it  into  the  elite  five-million-plus  club?  So  far\ 
only  General  Motors  Corp.  and  Ford  make  that  mark.  But 
others  ar-e  knocking  on  the  door-.  Many  industry  leader-s  be- 
lieve it  will  only  take  a  decade  for-  the  world's  40  auto  maker's 
to  collapse  into  the  Global  Big  Six.  To  be  sure,  the  shakeout 


DATA:  BUSINESS  WEEK 


Ford  insiders  say  they  are 
ing  to  Volvo,  too,  but  they  scoff  at  the  $6  billion  price  tag 
vo's  bankers  ar-e  suggesting.  Says  one  Ford  insider:  "Theiri 
business  is  wor-th  $3.5  billion,  tops." 
ASIAN  SALES.  Alongside  Volvo,  Nissan  tops  the  list  of 
mor-ed  takeover  targets  these  days.  Japan's  once  mig 
No.  2  player  is  on  the  brink  because  sales  have  plunj 
thanks  to  lackluster  models  and  economic  distr-ess  in  Ja] 
Nissan  has  been  playing  catch-up  to  Toyota  and  Honda  s 
the  mid-1980s  and  now  is  so  debilitated  it  can  no  longer  af 
the  same  level  of  investments  as  its  competitors.  The  i 
maker  is  expected  to  lose  as  much  as  $626  million  for  thei 
cal  year  ending  in  March,  and  is  bur-dened  with  $22  billioi 
debt.  Rivals  say  Nissan  could  be  had  for  about  $30  billia 
Nissan's  neighbor-,  Mitsubishi  Motors  Corp.,  is  in  e| 
worse  shape.  Str-uggling  with  $18.5  billion  in  debt,  a  bli 
product  line,  and  recession  in  its  home  mar-ket,  Mitsubii 
like  Nissan,  needs  a  white  knight.  Mitsubishi  Motors  Pn 
dent  Katsuhiko  Kawasoe  admits  he's  talking  to  poten 
for-eign  partners,  although  he  declines  to  discuss  them, 
the  big  global  players  ar-e  seen  as  prospective  suitors  for  1 
subishi.  DaimlerChrysler  heads  the  list  because  Chrys 
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A.  good  midmarket  enterprise  w  ide  software  solution 
can  help  your  company  with  existing  opportunities.  A  great 
solution  can  help  you  see  new  ones. 

Great  Plains  prepares  you  for  those  unseen  horizons  ahead. 
We  can  help  you  take  ad\'antage  of  the  emerging  opportunities 
within  electronic  commerce.  Give  your  employees  the  new- 
information  tools  they  need.  And  raise  customer  service 
to  new  levels  ofquality 

Of  course,  we'll  also  take  care  of  the  needs  you  fece  today. 
We've  integrated  financial,  distribution,  manufacturing, 
HR/ payroll,  service  management  and  e-business  capabilities  — 
allina  Y2K-compliant  solution  built  on  Microsoft  BackOffice. 

To  learn  more,  call  us  at  1-800-456-0025  or  visit 
www.greatplains.com.  And  discover  the  company 
that  can  help  \  ou  see  farther.  As  well  as  take  you  there. 
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once  had  a  24%  stake  in  the  company  and  still  buys  from  it. 

Others  likely  to  fall  quickly  include  the  remaining  smaller 
players  in  Asia,  gm  recently  increased  its  stake  in  Isuzu 
from  37.5%  to  49%>  and  took  a  bigger  chunk  of  Suzuki — up 
from  3.3%  to  10%.  In  Korea,  meanwhile,  Ford  attempted  to 
acquire  banki-upt  Kia  Motors  Coi-p.  last  year  but  was  outbid 
by  Hyundai  Motor  Co.  Now,  Hyundai,  wliich  piled  Kia's  $8  bil- 
lion in  debt  on  top  of  its  own  imposing  $6.6  bilHon,  is  looking 
to  launch  discussions  with  foreign  paitners.  But  Ford  isn't  in- 
terested in  bailing  out  Hyundai.  "We're  not  going  to  do  that," 
comments  Henry  D.  G.  Wallace,  Ford's  group  vice-president 
for  Asia-Pacific  operations. 

Over  time,  the  biggest  predators  in  Asia  are  likely  to  be 
Japanese  giants.  With  $23  billion  in  cash,  Toyota  has  as 
much  money  to  spend  as  Ford.  For  now,  the  company  is 
preoccupied  with  restructuring  at  home.  It  is  considering 
creating  a  holding  company  that  would  make  it  far  easier  to 


CLASSY  OR  SASSY,  IT'S  ONE  CHASSIS 


What  size  can  do: 
Ford  used  a  single  $3 
billion  chassis  as 
the  skeleton  on 
which  to  build  retro 
Thunderbird,  a  seiQ^ 
Jag,  and  a  staid 
Lincoln 


streamline  its  vast  operations — ^as  well  as  merge  with 
other  auto  makers.  Toyota  already  owns  stakes  in  Daihatsu 
and  Hino. 

While  Honda  lacks  Toyota's  cash,  it  is  blessed  with  strong 
gTowth — paiticulai-ly  in  the  U.  S.,  where  its  1998  sales  topped 
1  million  vehicles  for  the  first  time  ever.  To  make  it  into 
the  Big  Six,  Honda  needs  to  double  its  worldwide  sales. 
Japan's  No.  3  auto  maker  wants  to  go  it  alone.  But  with 
strong  profits,  the  company  is  positioned  to  chart  an  inde- 
pendent futiu'e. 

Compared  to  Asian  players,  Europe's  smaller  auto  makers 
are  likely  to  hold  on  more  fiercely  to  their  independence.  So 
while  the  industiy  remake  may  be  just  as  profound,  the  dra- 
ma is  not  likely  to  unfold  overnight.  That's  paitly  because  of 
government  stakes  in  companies  such  as  Renault,  and  the  op- 
position to  job  cutbacks  that  could  accompany  mergers.  "You 
would  have  to  see  Europe  facing  economic  recession  or  crisis 
before  it  merges  volume-car  manufacturers,"  says  John  Law- 


son,  auto  analyst  at  Salomon  Smith  Barney  in  L  id^ 
Indeed,  analysts  believe  Fiat  can  prolong  its  indepe![eii 
if  it  can  acquire  Volvo  without  taking  on  too  muchiei 
And  Renault  is  developing  breakthi-ough  products  such  s  t 
Megane  Scenic  compact  minivan,  which  was  a  hot  s(er 
Western  Eui-ope  in  1998.  C'EO  Louis  Schweitzer  aims  t  di 
ble  Renault's  sales  over  the  next  decade — a  goal  that  cdd 
low  it  to  survive  on  its  own. 

TARGET:  BMW.  But  a  reckoning  in  Europe  could  be  it 
down  the  road.  Tlie  emergence  of  a  single  currency  is  la 
ing  the  mles  of  competition.  Under  European  Union  pit 
liberalize  its  mai'kets,  foreign  auto  makere  will  gain  unfi 
access  to  Europe  at  yearend.  An  expected  onslau 
Japanese  competition  could  highlight  the  inefficiencies 
rope's  smaller  players.  "Europe  will  become  a  battlegi 
predicts  Furman  Selz  auto  analyst  Maryann  Kellei 
Japanese  ai'e  getting  themselves  ready  to  do  in  Em-op 
they  did  in  the  United  States."  Eventually,  m; 
servers  believe,  that  battle  will  force  Eui'ope's 
er  players  to  succumb. 

The  juiciest  European  target  for  the  li 
Volkswagen  or  Ford  would  be  BMW.  The  pr( 
brand  would  help  these  mass  marketers 
upscale.  BMW  made  $624  million  last  yet 
sells  only  1.2  million  cars  worldwide.  The  I 
maker  of  luxury  sedans  is  struggling  to  prof 
its  $1.3  billion  acquisition  of  Britain's  Rover 
Ltd.  in  1994.  Since  then,  the  German  compa 
invested  $3.5  billion  in  Rover.  Now,  it  must 
between  investing  the  billions  needed  to  deMv 
new  line  of  front-wheel-drive  cars  for  Uo^t. 

help. 

Such  a  partnership — p'h 
with  Ford — could  of  i 
door  to  acquisitio 
only  if  the  Quandt  in 
which  owns  47%  oB 
would  give  way  1 1 
ownership.     For  D 
there's  no  sign  of  tl-t. 
Jan.  11,  Heinrich  Heitmann,  BMW's  North  Aie 
chairman,  declared  in  Detroit  that  his  compa; 
still  be  standing  alone  in  five  years. 

But  going  it  alone  will  get  more  expensi\ 
biggest  wheels  in  the  auto  industry  have  alre;y 
gain  playing  by  the  costly  new  inles.  AdvaTC- 
computer-aided  design  now  allow  them  to  c 
vastly  different  models  fi'om  one  basic  chassi 
sider  thi'ee  of  Ford's  newest  models — the  sex>' 
Jaguar  S-type  luxury  car,  the  $30,000  Lin^ 
sedan,  and  the  retro,  reinvented  Ford  ThuncxI: 
which  is  e.xpected  to  sell  for  $35,000.  Each  is  built  cf 
same  roughly  $3  billion  platform,  code-named  DEW-, 
they  couldn't  look  nioi'e  different.  Thanks  to  breakthro!:^ 
manufacturing  technology,  hot  models  race  to  market  n 
months — one-thii-d  of  what  it  took  a  few  years  ago. 

For  the  strongest  and  richest  auto  makers,  these 
dy  Limes.  Amid  the  feeding  frenzy  of  nimors  at  the  ^ 
auto  show,  Foi'd's  Nasser  couldn't  help  but  sound  likti 
intent  on  building  a  global  empire.  "We  already  have 
nese  brand  and  two  veiy  British  brands,"  said  the  LeiTi 
bom  Nasser,  who  was  raised  in  Australia  and  speaks  fir 
guages.  "We've  got  the  ability  to  absorb  and  really  1 ' 
comfortable  with  a  lot  of  different  cultures."  No  dou 
the  question  is:  Who  will  Ford,  and  the  industiy's  ot'i 
wheels,  absorb  next? 

By  Keitli  Naaghtou  with  Karen  Loun-y  Miller  ano''^ 
Midler  i)t  Detroit,  Emily  Thornton  in  Tokyo,  Gail  Em 
son  in  Paris,  and  bureau  reports 
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More  connected. 


Sports  Business 


BASKETBALL 


YIKES! 

MIKE  TAKES 
A  HIKE 

How  Jordan's  exit  is  shaking  the  world  of  sports  business 


On  Jan.  13,  when  His  Aii-ness — aka 
Michael  Jeffrey  Jordan — official- 
ly stepped  down  fi'om  his  throne, 
the  eaiih  didn't  stop  spinning  and 
the  stars  stayed  in  the  sky.  The  world 
of  sports  business,  however,  did  register 
a  seismic  tremor  on  its  Richter  scale. 

Life  Without  Michael  will  be  tough  on 
NBA  fans  as  they  file  back  to  a  tnmcat- 
ed  basketball  season.  But  they're  not 
the  only  ones  who  will  be  hurting.  His 
decision  to  retire  after  13  extraordinary 
years  of  skywalking  across  the  nba  has 
shaken  the  league.  After  narrowly 
averting  a  shutdown  of  the  entire  sea- 
son, the  NBA  now  faces  the  formidable 
task  of  tiying  to  win  back  fans  without 
its  No.  1  draw.  The  void  will  be  felt  by 
the  TV  networks,  too,  as  they  brace  for 
an  inevitable  drop  in  ratings,  and  by 
corporations,  long  buoyed  by  Jordan's 
massive  ajjpeal,  as  they  stiiiggle  with 
how  to  rei)lace  arguably  the  most  per- 
fect player — and  certainly  the  most  per- 
fect pitchman — of  his  generation. 

Jordan  is  more  than  a  basketball  star. 
As  marketers  say,  he's  a  powerbrand — 
a  player  whose  popularity  and  reach  is 
peerless  in  the  histoiy  of  sports  busi- 
ness. "Michael  Jordan  is  gi-eatness,"  says 
Rick  Burton,  director  of  the  Warsaw 
Sports  Marketing  Center  at  the  Uni- 
versity of  Oregon. 

first' PAIN.  The  NBA  is  likely  to  suffer 
the  earliest  and  biggest  blow.  Jordan 
has  pumped  about  $1  billion  in  revenue 
into  the  league  by  beefing  up  atten- 
dance, stoking  merchandise  sales,  and 
increasing  the  value  of  bi-oadcast  rights, 
according  to  Andrew  Zimbalist,  a  Smith 
College  economist  who  advised  the 


players'  union  during  the  lockout.  The 
NBA  was  already  reeling  from  the  ef- 
fects of  its  five-month  lockout  before 
M.J.  hung  up  his  Air  Jordans.  Many 
fans,  who  viewed  the  feud  as  quibbling 
among  millionaires,  have  grown  apa- 
thetic and  say  they  are  less  likely  to 
attend  games  this  year.  For  example, 
only  75%  of  Detroit  Pistons  season-tick- 


More  than  a  basketball  star, 
Jordan  became  a  powerbrand 
with  peerless  commercial  reach  ^ 


et  holders  have  renewed  then-  packages, 
down  from  the  usual  85%,  the  team 
says.  And  only  30%-  of  people  with  i)ar- 
tial-season  plans  have  re-upped.  The 
Pistons  expect  both  numbers  to  rise, 
but  neither  will  reach  its  usual  level. 

Clearly,  the  Chicago  Bulls  stand  to 
lose  the  most.  Since  a  gi'oup  led  by  Jer- 
ly  Reinsdort'  bought  control  of  the  Bulls 
for  $9.2  million  the  year  after  Jordan 
arrived  in  1984,  the  team's  value  has 
grown  more  than  2,000%,  to  over  $200 
million.  The  first  pain  will  be  from 
falling  ticket  sales.  Joi'dan's  retirement 
could  end  an  amazing  streak  in  which 
every  Bulls  game  since  Nov.  20,  1987, 
has  been  sold  out.  At  up  to  $80  a  ticket, 
"I  don't  know  if  people  are  going  to 
come  back  to  watch  an  average  team," 
says  Chicago  sports  agent  Stephen 
Wade  Zucker 

And  the  Bulls  won't  be  the  only  team 
to  suffer.  Jordan  has  been  a  top  draw 


wherever  he  plays.  In  lais  last  vis 
the  Georgia  Dome  to  play  the  A 
Hawks,  Michael  pulled  in  62,000 
an  NBA  record.  And  5,000  had  ii 
of  the  couit.  They  paid  up  to 
watch  the  game  on  a  video  boa 
pended  fi'om  the  roof,  says  Hawk  i 
ident  Stan  Kasten.  The  Vancouvt 
zlies  had  two  sellouts  last  year— 
against  the  Los  Angeles  Lakers  ; 
Bulls.  Laments  Orlando  Magic 
Vice-President  Pat  Williams:  "Oii 
product  just  decided  to  walk  aw 
Jordan's  absence  is  sui'e  to  sue 
its  ft-om  the  nba's  lucrative  licr. 
deals.  The  Bulls  generate  more  ;»p 
dollars  than  any  team  in  the  i^;: 
and  Jordan  long  accounted  for  aini 
as  a  thii'd  of  the  league's  sales,  aor 
to  some  estimates.  While  merchaIi^ 
censees  didn't  expect  Jordan  l 
much  longer,  the  '98- '99  season  wl 
lost  year  for  an  industiy  that  a." 
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seeing  sales  drop  oO'/r  to  60%  in 
cond  half  of  '98,  says  John  Ho- 
Sporfiug  Goods  Intelligence,  a 
lills  (Pa.)  newsletter, 
icket  sales  decline,  so  will  televi- 
ewei-ship.  This  year,  nbc,  which 
ed  NBA  games  for  the  past  eight 
begins  a  four-year  $1.75  billion 
.■t,  and  it's  bracing  for  a  ratings 
1994,  when  Jordan  forsook  the 
)all  key  for-  the  baseball  diamond, 
?ason  ratings  slumped  from  4.9  to 
d  last  year,  ratings  for  nhc,  tnt, 
s  wei-e  as  much  as  70%  higher 
Is  games  than  for  others.  Duiing 
voffs — not  even  the  finals — games 
)rdan  pulled  down  a  10.9  rating 
4  for  games  without  him. 
)ite  the  imminent  challenge,  the 
k  brass  remain  cool.  "We've  been 
;fore,"  says  Dick  Ebersol,  chaii- 
NBC  Sports.  "WTien  we  acquired 
V  in  1990,  there  were  those  who 
■ed  where  we'd  find  a  defining 
superstar  on  the  level  of  Lai-- 
ry  Bird  oi-  Magic  Johnson, 
who  we>-e  about  to  re- 
tire."  But  despite  such 
■B^^      stiff    upper  lips, 
WSflJ^,      there  is  no  obvi- 
ous Jordan  suc- 
cessor. And  his 
departure  has  to 
be  a  blow  to  ef- 
forts   aimed  at 
luring  back  view- 
ers. After  the  NBA 
lockout  ended,  Eber- 
sol noted  that  the 
league  has  its  work 
cut  out.  "There's  no 
question  in  my  mind 
that  the  real  long- 
teiTO  basketball  fan 
will  be  back  al- 
most immedi- 


ately," he  said.  "The 
casual  fan  will  take  us 
some  time." 

Time  is  about  the 
only  thing  that  stands 
a  chance  of  dulling 
Jordan's  highly  pol- 
ished image.  His  slam- 
dunk  appeal  as  an  en- 
dorser will  change 
little  in  the  short 
term.  Even  though 
Jordan's  agent,  David 
Falk,  long  ago  signed 
Jordan  to  multiyear 
deals  with  corporate 
partners,  marketers 
still  show  the  same 
zeal  foi'  the  superstar 
today. 

Gatorade  is  typical: 


tainly  didn't  need  an- 
other hit  to  its  sports- 
marketing  machine; 
Even  before  the 
Olympics  scandal  in 
Salt  Lake  City  started 
giving  sponsors  like 
Coca-Cola,  U  S  West, 
and  UPS  the  jitters, 
sports-star  saturation 
was  starting  to  show. 
Nike  annually  spends 
.$500  million  on  en- 
dorsements and  spon- 
sorships that  range 
from  Jordan  to  the 

GATORADE  5     Brazilian  national  soc- 

BIJAN  5     cer  team.  Yet  its  eani- 

MCI  WORLDCOM 4     ings  are  off  by  more 

uANFc; 7  ^^"^^  ^"  j^^^ 
  concluded  second  quai- 


THE  KING  OF  THE 
PITCHMEN  HAS  DEALS  WITH: 


BRAND 


NIKE 


EST.  1998  VALUE 

(MILLIONS) 


It  doesn't  plan  any  im-     BALL  PARK  FRANKS  2     ter,  in  part  because  of 

mediate  changes  in  its     RAYOVAC  2     Mgher  endoi-sement  ex- 

OAKLEY  2 

wilson  sporti ng  goods  2 
wheatTes 2 
amf  bowling 1 


DEALER  ASSN. 


TOTAL 


marketing  program 
because  of  Jordan's 
announcement.  The 
brand — which  has 
moi'e  than  doubled  its 
sales  during  Jordan's 
tenure  as  an  endors- 
er— will  continue  using 
him  in  about  one-fifth 
of  its  commercials, 
showing  him  both  on 
and  off  the  coui't. 
"Michael  has  a  work  ethic  and  competi- 
tiveness that  tr'anscend  the  couil,"  says 
Susan  D.  Wellington,  president  of  Quak- 
er Oats  Co.'s  U.  S.  Gatorade  division, 
which  has  used  Jordan  as  an  endorser 
for  eight  years.  "Right  now,  I'd  hke  to 
meet  the  idiot  who  stops  using  him." 
SECOND  SHOCK.  Nike  Inc.,  Jordan's  fii'st 
and  most  important  major  corporate 
partner,  also  says  it  plans  to  deepen  the 
relationship.  The  athletic-shoe  company 
has  made  elaborate  preparations  for  Life 
Without  Michael  on  the  comt,  creating  a 
separate  Team  Jordan  bi'and  that  could 
be  expanded  beyond  athletic 
wear,  says  Lany  G.  Miller, 
president  of  Nike's  Jor- 
dan Brand. 

Still,  Nike  cer- 


penses  and  the  NBA 
strike.  Nike  recently 
said  that  it  would  trim 
$100  million  from  its 
endorsement  budget 
for  1999. 

CBSSPORTSLINE  1  sales,  already 

CHICAGOLAND  CHEVROLET 


$45 


DATA-  tEG  ENDORSEMENJ  miDtR 


battei'ed  by  Asia's  eco- 
nomic slump  and  shift- 
ing fashions,  are  likely 
to  suffer  as  Jordan's 
retirement  and  ill  feel- 
ings from  the  nba  lockout  keep  fans 
away  fi-om  the  game.  The  retirement 
effect  hit  as  eai'ly  as  Jan.  12,  when  news 
stories  about  Jordan's  expected  an- 
nouncement were  all  over  the  daily  pa- 
pers and  TV.  Nike  shares  slipped  more 
than  4%',  to  42Xi.,  as  investors  woiried 
that  sales  of  the  company's  athletic 
shoes  and  apparel  would  take  a  bad 
bounce  upon  Jordan's  exit. 

The  biggest  question  for  Nike  is 
whether  Jordan's  brand  can  endm-e  over 
the  long  haul.  "People  fade  in  retu-e- 
ment,"  says  Jim  Davis,  chairman  and 
CEO  of  New  Balance,  wliich  does  not  use 
endorsers.  "His  name  will  be  out  there 
for  a  yeai'  or  two,  but  after  that,  it  won't 
mean  a  hell  of  a  lot — at  least  in  tenris  of 
endorsements.  When  an  endorser  is  not 
seen  in  action,  liis  value  diminishes." 

Most  athletes  who  have  maintained  a 
high  profile  after  retirement — like  Joe 


Sports  Business 


Naniath  or  Ai-nold  Palmer — have 
done  so  by  endorsing  adult  prod- 
ucts. Jordan  is  far  more  popular 
than  Palmer  ever  was,  particularly 
globally,  and  he  could  continue  en- 
dorsements that  don't  du-ectly  re- 
late to  sports.  Nike  has  portrayed 
him  as  a  fleet-footed  ceo  and  will 
focus  more  on  his  core  values  of 
hard  work  and  dedication  in  futui'e 
ads.  Sara  Lee  Corp.  pays  him  to 
promote  Hanes  underwear  and 
Ballpark  Franks  and  almost  never 
shows  him  on  the  court.  "You  can 
still  use  Michael  -Jordan  the  per- 
son," says  Jim  Andrews,  editor  of 
lEG  Endorsement  Itisider,  "but  you 
may  need  to  change  the  message." 
CORPORATE  PLAYER.  Still,  a  huge 
part  of  Jordan's  appeal  has  always 
been  to  kids.  That's  why  he  staired 
in  Space  Jam,  a  Warner  Bros,  hve- 
and-animated  movie  that  brought 
in  $250  million  globally.  By  2010, 


STANDING-ROOM-ONLY  TO  THE  END 
Jordan  exits  after  having  packed  every  Bulls 


though,  there  will  be  an  entii'e  gen 

eration  of  kids  who  have  not  game  for  more  than  1 1  years 

watched  His  Aimess  play  a  single 
game.  To  them,  he  may  have  more  in 
common  with  Joe  DiMaggio  and  Joe 
Montana — legends  of  yesteiyear — than 
with  the  stars  of  the  moment.  "If  he's 
not  positioned  well,  it's  just  a  question 
of  a  couple  of  years  before  he  loses  the 
power  of  being  a  credible  and  meaning- 
ful endorser,"  says  Seth  M.  Siegel,  co- 


chairman  of  Beanstalk  Group,  a  New 
York  fuTO  that  negotiates  licensing  deals 
for  companies,  including  Coca-Cola. 

Even  so,  Jordan  will  stOl  have  much 
to  offer  Coiporate  America.  His  uncanny 
comiection  to  consumers  could  translate 
into  a  job  as  a  coi-porate  adviser  or  even 
director.  "He  could  provide  consumer- 


marketing  advice  at  the  topf 
company  and  an  increase  i 
company's  image,"  says  Chae.^ 
Ti-ibbett  HI,  managing  direcir 
headhunters  Russell  Reynol? 
sociates  Inc.  in  Chicago. 

Looking  businesslike  in  . 
suit  and  gold  tie  at  his  f; 
press  conference,  Jordan  ^ 
will  indeed  look  to  the  coi 
world  to  satiate  his  "comj 
juices."  And  he  barked:  "A 
people  say  Michael  Jordan 
have  any  challenges  away  fi' 
game.  I  dispute  that." 

The  first  challenge  for 
and  liis  advisers  is  to  decide 
ly  how  to  position  bam.  Hi 
do  another  movie  and  1 
sj^eaking  circuit.  He  could  be 
part-owner  of  an  nba  teani 
mer  Pistons  stai'  Isiah  Thou 
imtil  he  sold  his  shai-e  of  the 
to  Raptors.  Or  maybe  he  ce 
involved  in  public-interest 
or  politics,  as  former  Ne\ 
Knicks  star  Bill  Bradley  did 
Jordan.  Now  there's  a  nn 
Michael  hasn't  conquered. 

By  Roger-  0.  Crockett,  with 
Leonhardt  and  Richard  A.  Mel 
Chicago.  Mark  Hyman  in  Bui 
Ronald  Grover  in  Los  Angele^i.. 
Himelstein  in  San  Francisc' 
Richard  Siklos  in  New  York 


tor 


A  SLAM-DUNK  FOR  RANDOM  HOUSE? 


In  sports-book  pub- 
hshing  as  in  sports  it- 
self, timing  is  eveiy- 
thing.  And  like  a 
pinpoint  pass  to  a  cut- 
ter  in  the  lane,  Michael 
Jordan's  retii'ement  could  mean 
a  big  score  for  two  recently  pub- 
Ushed  books. 

For  the  Love  of  the  Game:  My  Sto- 
ry, by  the  No.  1  hoopster  himself 
(with  a  little  help  from  book  produc- 
er Mark  Vancil),  is  an  opulent  coffee- 
table  volume  published  this  fall  by 
Crown  Publishers  Inc.,  an  imprint  of 
Bertelsmann's  Random  House  Inc. 
Da\id  Halberstam's  Playing  for 
Keeps:  Michael  Jordan  and  the 
World  He  Made,  which  can-ies  the 
Random  House  colophon,  will  be  in 
stores  on  Feb.  1 — ^just  as  the  scaled- 
back  NB.A.  season  starts. 

Executives  at  Crown  acknowledge 


that  Jordan's  retirement  was  on  their 
minds  all  along.  The  idea  of  For  the 
Love  of  the  Game,  which  has  a  cover 
price  of  .$50,  came  from  Vancil,  presi- 
dent of  Rare  Air  Ltd.  in  Chicago. 
"Vancil  had  a  sense  that  Michael's  re- 
tirement would  mean  a  fluiTy  of 
unauthorized  and  not-so-good  books," 
says  Chip  Gibson,  Crown's  president 
and  pubUsher.  "So  he  said  to  Michael, 
'You  want  to  control  this  and  have  it 
come  fi'om  you.' " 

NEW  MUSCLE.  The  volume  hit  No.  2 
on  The  New  York  Times  best-seller 
list,  but  the  almost-canceled  basket- 
ball season  hurt  sales  during  the  crit- 
ical holiday  period.  Now,  a  book  that 
Gibson  says  was  "somewhat  overdis- 
tributed" — 700,000  copies  were  print- 
ed— could  soon  show  new  muscle. 

Halberstam  and  Random  House 
officials  say  there  was  no  calculation 
regarding  the  release  of  Playing  for 


Keeps.  According  to 
Halberstam's  editor,  / 
Scott  Moyers,  the  au- 
thor wi'ote  a  lot  of 
the  book  dming  the 
last  NBA  season.  "David 
WTote  as  fast  as  he  could,"  says 
Moyers,  but  "couldn't  get  it  done|»i 
Cliristmas — February  seemed  allB 
all  a  good  date  for  us." 

But  even  if  the  author  and  pu 
lisher  of  Playing  for  Keeps  were^:- 
clau'voyant  in  choosing  a  pub  dal, 
they  find  no  fault  with  the  timin; 
Observes  Moyers:  "It  was  nice  o 
NBA  to  start  the  season  on  our  p 
cation  date:  Jordan  is  in  the  air, 
NBA  is  in  the  air,  and  this  book  i; 
likely  to  be  the  fii-st  and  last  wo 
Jordan's  career"  Well,  with  76  J( 
dan  books  since  1987,  at  least  soe 
of  the  last  words.  ^ 
By  Hardy  Green  in  Newjm 
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COMMENTARY 


By  Jay  Weiner 


WHAT  DO  WE  WANT  FROM  OUR  SPORTS  HEROES? 


t  has  become  a  game  devoted 
to  individuality.  Sure,  there's 
passing  and  team  defense, 
t  basketball,  pro  basketball, 
;he  jazz  of  mass  sport, 
[t  is  an  intimate  game,  with 
yers  in  shorts  and  tank  tops, 
ks  and  sneakers,  and  nothing 
re.  Their  talent  isn't  hidden 
helmets.  It  isn't  as  remote 
a  center  fielder  making  a  div- 

eatch.  Michael  Jordan  was 

man  who  milked  the  organic 
ure  of  the  game,  bringing  us 
56  to  him  and  then  exploiting 
time  and  place. 
A''atching  him  on  the  court, 

and  nonfan  alike  marveled 
tiis  skill,  his  cool,  his  compet- 
eness,  his  reliability.  He  has 
;n  been  called  the  "Babe 
th  of  basketball."  But  that's 
y  partly  true.  Both  were  su- 
stars  who  brought  their 
oes  to  new  levels  of  populari- 
Both  were  famous  around 

world,  quintessential  Ameri- 
s  doing  quintessentially 
lerican  things.  But  Jordan 

something  the  Babe  never 
;  He  commercialized  his 
rt  and  himself,  turning  both 
)  brands  for  an  emerging  le- 
1  of  spoils  marketeers, 
i  INFINITUM.  Jordan  became 

icon  of  sports  for  the  late 
Os  and  1990s,  the  Me  Gener- 
in  that  mixed  Madison  Av- 
e  with  the  playground.  Dap- 

and  articulate,  but  rarely 
tical,  Jordan  was  the  cen- 
t  star  who  stood  for  little 

astonishing  us  with  his  on- 
rt  superiority  and  bombard- 

us  with  his  knack  for  exer- 
ag  "synergy"  before  most  of  us 
n  knew  what  that  awful  word 
int. 

•hoes,  energy  drinks,  fast  food, 
'gne,  a  Bugs  Bunny  movie,  up- 
e  restaurants:  Jordan  had  his 
'  and  his  name  and  his  money  at 
led  to  them  all.  He  blazed  the 
1  for  less  marketable  athletes 
1  as  big,  bad  Shaquille  O'Neal; 
charismatic  players  such  as 
)larly  Grant  Hill;  and  less  ma- 
i  emerging  stars  such  as  "da 


Other  sports  legends  stood 
for  something  besides 
fast  food,  energy  drinks, 
cologne,  and  eateries 

TED  WILLIAMS:  TWO  WAR  TOURS  AT  HIS  PEAK 


kid"  Kevin  Garnett.  They  all  took 
classes  in  the  Jordan  Principle: 
Sports  sell  things,  and  things  sell 
sports. 

There  are  those  who  will  say 
that  Michael  Jordan  was  the  "gi-eat- 
est  athlete  ever."  And,  perhaps,  he 
had  more  impact  on  his  sport  and 
on  the  business  of  sport  than  any- 
one. But  despite  his  amazing  ath- 
leticism and  the  genuine  thrills 
he  gave  us  vdth  his  sweaty  ballet 
and  tireless  determination,  wasn't 


something  always  missing? 

Other  historic  athletes  have 
had  more  soul.  Baseball  legend 
Ted  Williams  said  much  with 
few  words  by  going  to  war 
tvrice  at  the  peak  of  his  career. 
The  gi'eat  Boston  Celtics  cen- 
ter Bill  Russell  took  a  stance 
on  racial  issues  at  the  height  of 
the  civil  rights  movement.  Ten- 
nis star  Billie  Jean  King  was  a 
vocal  pioneer  for  women  ath- 
letes. Boxing's  Muhammad  Ali 
fought  for  a  generation  of  pro- 
testers with  a  clever  poetry  of 
words,  footwork,  and  fists.  Jor- 
dan said  plenty,  but  his  words 
were  almost  always  related  to 
the  products  he  endorsed  or 
the  acrobatic  shot  he  had  just 
made. 

MODEL  BEHAVIOR.  One  school  of 
thought  says  that  athletes 
shouldn't  be  expected  to  do  any 
more  than  do  their  job;  that 
there's  no  law  saying  they  have 
to  pontificate  on  the  matters  of 
the  day.  And  in  this  day  of 
spoiled  millionaire  athletes  who 
sulk  at  perceived  slights,  throt- 
tle their  coaches,  and  get 
nabbed  doing  drugs  or  worse, 
Michael's  exemplary  attitude 
and  behavior  were  not  small 
things.  Millions  of  kids  looked 
up  to  him. 

Still,  in  his  own  way,  Jordan 
did  spread  an  ideology.  It  was 
that  sports  are  not  just  games 
but  tools  for  advertisers.  It 
was  that  basketball  isn't  a 
playground  thing,  but  a  corpo- 
rate thing. 

Our  children  will  tell  their 
children  of  having  seen  Michael 
But  what  will  the  answer  be 
when  they're  asked:  "Mommy,  what 
happened  when  the  gi*eatest  athlete 
of  all  time  quit?"  It  might  be  some- 
thing like  this:  When  Jordan  retired, 
one  of  the  most  incredible  dynasties 
in  pro  sports  history  died.  An  entire 
league  trembled.  TV  networks 
reeled.  And  Nike  Inc.'s  stock  price 
plummeted. 

Weiner  writes  about  sports 
from  St.  Paul. 


play. 


BUSINESS  WEEK  /  JANUARY  25,  1999  77 


Legal  Affairs 


ANTITRUST 


MICROSOFT: 

THE  VIEW  AT  HALFTIME 

Justice  has  scored  a  few  major  points,  but  a  rout  against  the  company  is  unlikely 


For  the  past  five  years,  Microsoft 
Coi-p.  has  been  subjected  to  one 
of  the  most  intensive  investiga- 
tions any  company  has  ever  en- 
dured. Dozens  of  government  lawyers 
have  been  digging  through  Microsoft's 
files,  reading  its  executives'  E-mail,  and 
interviewing  its  competitors,  partners, 
and  economists  about  the  company's 
controvei'sial  business  practices.  The 
goal:  to  prove  that  America's  leading 
software  company  is  a  danger  to  the 
public. 

Using  1.4(3<)  of  the  juiciest  dociunents 
that  it  could  find,  as  well  as  damning 
testimony  from  top  executives  at 
Netscape  Communications.  America 
Online,  Apple  Computer,  and  Intuit, 
the  government  has  done  its 
best  dming  the  past  13  weeks 
to  prove  that  Microsoft  is  in- 
deed a  predatoiT  monopoly.  So 
now  it's  fair  to  ask:  Has  the 
Justice  Dept.  managed  to 
make  its  case? 

The  halftime  verdict:  that 
.Justice  and  19  state  attorneys 
general  ai"e  headed  toward,  at 
best,  a  paitial  victoiy  over  Mi- 
crosoft. The  majority  of  the  tri- 
al watchers  interviewed  by 
BUSINESS  WEEK  expect  the  tiustbusters 
to  prove  that  [Microsoft  engaged  in  un- 
fair contractual  practices  that  forced 
business  partners  to  shun  Netscape 
Communications  Coip.'s  Internet  brows- 
er. Some  observers  think  that  the 
agency  will  also  be  able  to  win  a  verdict 
that  the  company  is  guilty  of  a  clear 
pattern  of  anticompetitive  acts.  But  few 
of  them  beheve  that,  by  the  time  this 
case  finishes  the  appeals  process.  Justice 
will  prevail  on  the  charge  that  set  off 
the  suit  in  the  fii-st  place:  that  it  was  il- 
legal for  Microsoft  to  bundle  an  Internet 
browser  into  the  Windows  operating 
system. 

Of  course,  this  court  battle  is  far 
fi-om  over.  Microsoft  is  likely  to  make 
headway  when  it  presents  its  own 
witnesses — and  could  score  big  points  if 
CEO  William  H.  Gates  III  chooses  to 


MICROSOFT 

ON  TRIAL 


testifS'  and  presents  a  strong  defense  of 
liis  company's  actions.  But  the  softwai-e 
colossus  could  also  lose  gi'ound  if  its 
witnesses  fall  apart  under  the  cross- 
e.xamination  of  Da\id  Boies,  the  Justice 
Dept.'s  legendary  lead  litigator.  Below 
are  the  government's  key  charges,  a 
summaiy  of  how  well  Justice  has  done 
in  proving  them,  and  an  analysis  of 
Microsoft's  most  likely  course  of 
counterattack. 

MONOPOLY:  Does  Microsoft  face 
meaningful  competition? 

Tu  win  the  case.  Justice  fii'st  has  to 
prove  that  Microsoft  is  a  monopoly.  Un- 
der antitnist  law,  none  of  the  companj^'s 
allegedly  predatoiy  practices  could  be 
deemed  illegal  unless  Judge 
Thomas  Penfield  Jackson  de- 
cides that  it  viitually  owns  the 
operating-system  market. 

Foitimately  for  the  feds,  tliis 
point  is  a  slam  dunk.  Microsoft 
lias  sold  the  dominant  pei-sonal- 
computer  operating  system  for 
many  years.  According  to  Jus- 
tice, its  mai'ket  shai'e  rose  fi'om 
93^^  in  1991  to  957c  last  yeai". 
In  pretrial  deposition  testimony, 
executives  from  Gateway, 
Hewlett-Packard,  and  other  computer 
makers  have  testified  that  they  have 
no  reasonable  alternative  to  Windows. 
Asked  wiiat  would  happen  if  her  com- 
pany were  to  tiy  selling  non-Microsoft 
operating  systems.  Gateway  Associate 
Business  Manager  Penny  Nash  said  it 
"would  be  suicide." 

Because  this  issue  of  competition  pro- 
\ides  the  foundation  for 
the  feds'  case,  Microsoft 
not    giving  up. 
L.  Schma- 


MONOPOLY 


IS 

Richard 
lensee,  an  economist  for 
the  defense,  testified  on 
Jan.  11  that  the  soft- 
ware market  is  so  dy- 
namic that  Microsoft's 
dominance  could  erode 
at  any  time — ^just  as 
IBM's  once  did.  As  evi- 


JUSTICE 
MICROSOFT 

□ 

EDGE: 
JUSTICE 


dence  of  this  dynamism,  he  p.  1 
the  recent  merger  of  America  ■ 
Inc.  and  Netscape.  Most  expeit 
ever,  don't  beheve  that  this  ar  ; 
will  hold  much  sway  with  J 
"Microsoft  has  a  pretty  hea\y  bi 
demonstrating  that  there  is  a  i. 
potential  for  eroding  the  marke 
Albeit  A.  Foer.  president  of  the^ 
ican  Antitnist  Institute. 

BULLYING:  Did  Microsoft  pree 
other  companies  from  markett 
Netscape's  browser? 

(Jf  all  the  charges  against  Mi- 
this  is  the  one  that's  most  likt-ly 
.Antitmst  law  proliibits  monopul).- 
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ling  theii'  distributoi's  not  to  offer 
•oinpetitors'  products.  But  Micro- 
nisiness  pailners  have  repeatedly 
ickson  that  the  company  did  just 

its  attempts  to  win  the  Internet 
jr  market  from  Netscape, 
rosoft  was  able  to  bully  other 
nies  into  favoring  its  Internet 
•er  browser  over  Netscape's  Nav- 

by  leveraging  the  power  of  its 
mt  operating  system,  argiaes  Jus- 
edia  giants  Walt  Disney  Co.  and 
ave  both  testified  that  they 
1  to  exclusive  deals  with  Mi- 

in  exchange  foi'  prize  real  estate 

Windows  desktop.  Labeling  the 
re  company  "the  l.OOO-pound  go- 
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the  industry,"  Disney  Internet 
teve  Wadsworth  said  in  his  de- 
n  that  Microsoft  held  "all  the 
ecause  they  have  this  broad  dis- 
on  capability  through  . . .  Win- 
Justice  also  introduced  evidence 
ompaq  Computer  Corp.  had  to 
internet  Explorer  if  it  wanted 
Windows  at  all. 

ugh  exclusive  deals,  according  to 
,  Microsoft  was  able  to  squeeze 
36  out  of  many  of  the  main  chan- 
r  browser  distribution.  "This  is 
ongest  part  of  the  case,"  says 
lii's  Institution  antitrust  expert 
E.  Litan.  "They've  got  multiple 
es  of  Microsoft  telling  people: 


'We're  not  going  to  give 
you  shelf  space  if  you 
do  business  with 
Netscape.' " 

In  cross-examination, 
Microsoft  lawyers  ar- 
gued there  are  still 
plenty  of  ways  for 
Netscape  to  distribute 
its  product.  It  can  use 
the  Internet,  the  thou- 
sands of  Internet  ser- 
vice providers  that  don't  have  deals 
with  Microsoft,  or  its  new  parent  aol. 
Expect  Microsoft  executives  such  as 
Joachim  Kempin,  its  lead  negotiator  in 
dealing  with  computer  makers,  to  say 
that  Explorer  bested 
Navigator  simply  be- 
cause it's  a  better 
product. 

But  because  there  do 
^jj^  not  appear  to  be  legiti- 

mate business  justifica- 
tions for  Microsoft's  ex- 
clusive deals,  most 
experts  don't  expect 
these  ai'gnments  to  suc- 
ceetl  in  convincing  Jack- 
son. Indeed,  one  sign  of 
Microsoft's  vulnerabili- 
ty on  this  issue  is  that 
it  voluntarily  relaxed 
some  of  its  contract 
terms  last  year,  just  be- 
fore the  trial  started, 
such  as  those  limiting 
the  ability  of  Internet 
service  providers  to 
promote  Netscape. 

TYING:  Did  Microsoft 
illegally  bundle  its 
browser  into 
Windows? 

In  many  ways,  this  is 
the  most  important  is- 
sue in  the  case.  By 
claiming  it  was  illegal 
for  Microsoft  to  bundle 
Internet  Explorer  into 
Windows,  the  govern- 
ment challenged  the  company's  fimda- 
mental  business  model,  which  is  based 
on  steadily  adding  new  features  into  its 
monopoly  operating  system. 

The  problem  for  the  government  is 
that  in  June,  the  U.  S.  Couil  of  Appeals 
for  the  District  of  Columbia,  which  will 
review  the  case  after  Jackson  niles,  said 
the  company  had  broad  leeway  to  de- 
sign its  product  any  way  it  liked.  Indi- 
cating that  Justice  would  have  to  prove 
there  are  no  benefits  at  all  from 
bundling,  it  set  a  legal  standard  that's 
almost  impossible  to  meet.  "Integi-ation 
is  the  most  difficult  issue  for  Justice," 
says  Washington  antitrust  lawyer 
George  S.  Cary. 


But  that  hasn't  stopped  the  trust- 
busters  from  tiying  to  win  on  this  point. 
The  feds  have  presented  evidence  that 
some  customers  want  operating  systems 
without  browsers,  that  there's  no  tech- 
nical reason  to  meld  the  two  products, 
and  that  PC  makers  could  determine 
what  software  features  consumers  re- 
ceive just  as  well  as  Microsoft.  Argued 
computing  expert  David  Farber,  a  Jus- 
tice witness:  "Taken  to  its  logical  ex- 
treme, I  the  appeals  court  standard] 
would  mean  that  Microsoft  could  bundle 
together  all  existing  and  future  applica- 
tions with  its  current  (already  massive) 
product  sold  as  Windows  98." 

But  given  the  appeals  court's  views, 
company  witnesses  will  tiy  to  make  a 
strong  case  to  the  contraiy.  Senior  Vice- 
President  James  E.  Allchin  is  likely  to 
give  Judge  Jackson  illustrations  of  how 
bundling  helps  consumers.  Noting  that 
users  need  to  retrieve  information  from 
a  variety  of  soui'ces,  including  the  Web, 
floppy  disks,  and  cd-roms,  for  instance, 
Microsoft  is  set  to  argue  that  it  makes 
sense  to  give  consumers  all  the  tools 
to  do  so  in  one  unifonn  jmckage.  And 
that  means  wrapping  a  browser  into 
the  operating  system. 

More  important,  Microsoft's  lawyers 
will  argue  that  any 
move  by  a  federal  judge 
to  second-guess  the  con- 
figuration of  Windows 
will  start  the  govern- 
ment down  the  slipjieiy 
slope  of  interference  in 
the  design  of  a  comput- 
er operating  system. 
And  that's  just  what 
the  D.  C.  Circuit  ap- 
peals couil  decried. 
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DIVIDING  MARKETS:  Has  Micro- 
soft tried  to  split  markets  with 
competitors? 

The  most  explosive  accusation  Jus- 
tice has  hurled  at  Mici-osoft  is  that  it 
proposed  allocating  the  browser  mar- 
ket in  a  June,  1995,  meeting  with 
Netscape.  Apple's  Avadis  Tevanian  Jr. 
and  Intel  Corp.'s  Steven  D.  McGeady 
backed  up  this  charge  when  they  testi- 
fied that  Microsoft  had  made  similar 
proposals  to  their  companies.  Despite 
the  fireworks,  there's  little  hard  evi- 
dence to  support  Justice's  claims.  No 
one  caught  Microsoft  proposing  to  di- 
vide markets  on  tape,  nor  are  there  any 
"smoking  gun"  documents. 

Because  Justice's  charges  are  based 
piimaiily  on  the  testijnony  of  Microsoft's 
enemies,  plus  some  indirectly  incrimi- 
nating E-mail  and  internal  company  doc- 
uments, many  experts  question  whether 
the  market-division  charge  wall  hold  up 
during  the  second  half  of  the  trial.  "The 
government  has  made  a  cii'cumstantial 
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case  so  far,"  says  Brookings'  Litan 
"The  door  is  open  for  Microsoft  to 
cut  it  clown." 

Details  of  the  key  meeting  are 
murky.  Netscape  ceo  James  L. 
Barksdale  testified  that  Microsoft 
execs  discussed  drawing  a  "line" 
between  the  two  companies'  mai'- 
kets — with  Microsoft  providing 
browsers  for  Windows  95  and 
Netscape  getting  everything  else. 
In  support  of  this  version  of 
events,  -Justice  has  offered  a  day- 
after  memo  wiitten  by  Dan  Rosen. 
Microsoft's  general  manager  of  new- 
technology,  to  Gates  sa>ing  that  one 
goal  of  the  meeting  was  to  "establish 
Microsoft  ownei-ship  of  the  Inter- 
net client  platform  for  Win95." 

But  Microsoft  tells  a  different 
story — and  has  its  own  docu- 
ments to  show  the  judge.  Micro- 
soft says  the  get-together  was 
simply  an  opportunity  to  tell 
Netscape  about  features  it  in- 
tended to  put  into  Windows. 
There's  nothing  illegal  about  that, 
the  company  argues;  such  meet- 
ings with  applications  developers 
were  routine. 

To  support  its  case,  the  com 


NOW,  irS  MICROSOFrS  TURN 

To  beat  Justice,  here's  what  the  company 
m  ust  do  in  the  second  half  of  the  trial: 

FOCUS  ON  HARM  The  company's  strongest  argu 
ment  is  that  its  actions  haven't  hurt  consumers. 
Every  witness  needs  to  drive  this  point  home. 


ATTACK  THE  ATTACKERS  The  key  evidence 

backing  some  of  Justice's  charges,  such  as 
Microsoft's  proposed  division  of  the  browser 
market,  has  come  from  the  company's  foes, 
pany  iTukeiy  to  point  to  differ-    defense  attorneys  will  try  to  shred  their  credibi I ity.  j^^.r^toiy. 

HUMANIZE  THE  COMPANY  Microsoft  will  fare 
better  if  Jackson  believes  that  its  primary  motive 
is  to  help  customers,  not  protect  its  monopoly. 


stack  of  evidence  that  Java  do 
really  work  as  it's  advertised  t 
judge  seemed  impressed.  . 
end  of  Gosling's  testimony,  I 
put  him  on  the  spot:  Mici 
lawyers  have  "presents 
dence  that  Microsoft  k 
the  importance  of  Java  ;i 
with  it  and  just  made  a 
product.  What's  your  res] 
Gosling  admitted  that  Mir 
Java  "virtual  machine,"  tl 
ware  that  allows  Java-ba- 
gi'ams  to  run  on  a  compute ^ 
perior  in   some   ways  am 
Microsoft  has  improved  its  tecli 
faster  than  Sun. 

AntitiTist  experts  say,  ' 
that  the  mere  fact  that  M 
improved  Java  won't  nect 
offset  its  seemingly  pred;c 
tent.  So  this  issue 
is  still  up  for 
grabs.  The  out- 
come could  turn 
on  the  credibility 
of  Senior  Vice- 
President  Robert 
MugUa,  who  will 
tell  Microsoft's 
of  the 
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ent  passages  in  the  memo  wiit- 
ten  by  Rosen  the  day  after  the 
meeting.  In  one  of  them,  he  indi- 
cates that  Microsoft  execs  told 
Netscape  about  plans  to  expand 
Window's  to  include  some — though  not 
all — of  the  functions  in  the  Netscape 
browser.  The  company  claims  the  goal  of 
this  discussion  was  not  to  divide  the 
browser  market  but  rather  to  give 
Netscape  the  infonnation  it  needed  to 
build  its  browser  on  the  wider  Win95 
base.  "fM]uch  of  the  conversation  cen- 
tered on  a  discus-sion  of 
how  the  lines  would  be 
drawn  between  [Win- 
dows] and  their  value- 
added,"  Rosen  wrote. 

Which  side  is  telling 
the  tmth?  The  ultimate 
resolution  of  tliis  game 
of  he-said-he-said  will 
pi'obably  depend  on  the 
testimony  of  key  wit- 
ness Rosen. 


DIVIDING 
MARKETS 


JUSTICE 

B 

MICROSOFT 

B 

TOSS  UP 


SABOTAGE:  Did  Microsoft  attempt 
to  derail  Java? 

The  government's  primary  charge 
against  Microsoft  is  that  it  tries  to  kill 
any  competitive  threat  to  Window-s.  As 
evidence,  it  has  alleged  that  the  compa- 
ny attempted  to  subvert  Sun  Microsys- 
tems Inc.'s  Java  progi'amming  lan- 


DATA:  BUSINESS  WEEK 

guage — a  product  that  allows  software 
developers  to  vnite  progi'ams  that  iTin 
on  any  operating  system,  thereby  giving 
Windows  no  special  advantage  over  oth- 
er products. 

Justice  says  that  by  creating  its  own 
version  of  Java,  Microsoft  w-as  at- 
tempting to  destroy  the  rival  product's 
key  advantage:  its  ability  to  run  on  all 
types  of  hardware.  Justice  offered  up  a 
heap  of  incriminating  internal  E-mail 
as  proof  of  Microsoft's  malicious  intent. 
Some  don't  leave  much  room  for  inno- 
cent explanation.  In  one,  platforms  and 
applications  Vice-President  Paul  Maritz 
told  foi-mer  Microsoft  exec  Brad  A.  Sil- 
verberg  that  a  need  exists  "to  funda- 
mentally blunt  [.Java]  momentum"  to 
"protect  our  core  asset  Windows."  The 
government's  charges  were  bolstered 
when  a  California  federal  judge  re- 
cently awarded  Sun  a  preliminary 
injunction  in  a  suit  charging  Microsoft 
with  violating  its  Java  license. 

But  Justice's  argument  has  one  big 
hole:  When  Microsoft  modified  Java,  it 
improved  it.  During  testimony  by 
James  A.  Gosling,  a  top  scientist  at 
Sun,  Microsoft's  legal  team  presented  a 


HARM:  Do  Microsoffs  <fr 
hurt  consumers? 

  The  Supreme  Couit  o! 

clared  that  antitrust  lav 
"for  the  protection  of  competit; 
competitors."  That  means  that 
won't  win  if  it  proves  only  ti 
crosoft's  business  practice^ 
Netscape.  It  also  has  to  convince  ■ 
that  the  company  thi-eatens  con> 
Right  now,  that's  the  trustl 
Achilles'  heel.  Microsoft's  produc 
getting  better,  and  theii-  prices  g> 
hold  steady  or,  in  many  cases,  fa 
puts  Justice  in  a  tough  position.  I 
show^  that  the  company's  softwai'i^ 
as  good  and  cheap  as  it  would  b 
company  played  by  the  rules. 

That's  not  easy  to  do.  To  ass 
example,  that  Microsoft  is  overd 
foi'  Windows,  government  witnej 
omist  Fi'ederick  R.  WaiTen-Bou 
gued  that  its  price  hasn't  faUen  a 
ly  as  other  types  of  computer  pi 
He  cited  Microsoft  documents 
that  Windows,  which  accounted 
0.5%  of  the  cost  of  a  personal  co 
in  the  early  1990s,  might  eventu 
count  for  10%.  But  Microsoft's  ei 
expert  will  have  a  ready  respon 
the  performance  of  Windows  1 
proved  to  such  a  degi*ee  that  the 
price  increases  are  justified. 
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issue  of  innovation  is  also  a 
n.  Justice's   theory   is  that 
ift's  aggressiveness  scares  oth- 
)anies  away  fi-om  inventing  new 
s.  But  under  cross-examination, 
te's  BiU'ksdale  admitted  liis  com- 
mtinued  improving  its  pi'oduct 
Microsoft's  competitive  attack, 
spite  Microsoft's  efforts  to  tor- 
n's  Java  and  Apple's  QuickTime, 
;o  products  are  still  on  the  mar- 
Jan.  12,  Justice  economic  wit- 
inWin  Fisher  gave  Microsoft  an 
'ted  boost  when  he  said  that 
consumers   were  not 
i^i^^  liarmed   "up   to  this 
ICE        point"  and  that  the 
T        danger  was  down  the 
J        road.  "At  an  absolute 
minimum,  the  govern- 
■S?      ment  is  saying  that 
jT       they  may  have  a  case 
J        someday,  but  certainly 
not  yet,"  scoffs  New 
York  antitrust  attorney 
Robert  A.  McTamaney. 
astice  Dept.'s  case  that  Micro- 
hurt  consumers  "doesn't  add 
awful  lot,"  says  Ernest  Gell- 
professor  of  antitrust  law  at 
dason  University.  "It  certainly 
astify  any  kind  of  major  reme- 
1  see  conduct  remedies  [such 
junction  saying  you  shall  not 
isive  restrictions  on  your  con- 
can 't  see  them  saying  we're 
jreak  you  up,  or  you  can't  offer 
'ser  as  an  embedded  part  of 
98." 

-MEAD.  At  the  halfway  point  in 
there  ai-e  still  a  few  X-factors 
1  influence  the  outcome.  One  is 
many  discreet  issues  in  this 
m  as  a  whole,  may  add  up  to 
I  the  sum  of  their  parts.  Under 
lan  Act,  it's  possible  that  Jack- 
t  find  that  Microsoft  engaged 
■al  pattern  of  conduct  intended 
its  monopoly — even  if  he  si- 
asly  finds  there's  not  enough 

0  prove  individual  chai'ges  such 
r  market  division. 

Grates  ends  up  on  the  witness 
too,  would  have  a  major  im- 
e  case.  But  it's  hard  to  predict 
ful  would  chann  Jackson  with 
in  for  Microsoft's  mission  or 
le  judge  with  his  famed  tem- 
;tlement  is  also  still  possible. 
5  appeal*  to  be  far  apart,  but 
irties  often  woi'k  tilings  out  as 
ect  of  a  verdict  approaches, 
ftime  of  a  closely  contested 
ame,  there's  still  plenty  of 

1  iurprises. 
'e  France  hi  New  York  and 
Garland  in  Washington,  with 
nm  and  Heather  Green  in 


PRESIDENTIAL  PROSPECTS 


RED  CROSS 
WONDER  WOMAN? 

Elizabeth  Dole's  PR  machine  vs.  reality 


It  was  vintage  Elizabeth  Dole. 
A  day  before  announcing  her 
resignation  as  president  of  the 
American  Red  Cross,  aides 
leaked  word  that  she  was  weigh- 
ing a  Presidential  bid.  Naturally, 
camera  crews  and  a  crowd  of 
cheeiing  employees  were  on  hand 
as  Dole  turned  her  valedictory 
into  a  media  event.  "We  have  nev- 
er been  in  better  financial  health," 
she  said  in  her  soft  North  Car- 
olina drawl.  "The  Red  Cross  is 
solid  as  a  rock." 

It  is  crucial  for  Dole,  62,  per- 
haps the  Republican  Paily's  best- 
known  woman,  to  trumpet  her 
experience  as  head  of  the  $2  bil- 
lion Red  Cross  and  two  Cabinet 
departments.  She  has  never  held 
elective  office,  so  she  needs  to  es- 


^erican 

RedCroi^ 

DISASTE 
SERVia 


+ 


DOLE  S  RED  CROSS  REPORT 

1^* 


Public  relations 
Strategic^plani^ 
^  Fund-raising   

\  Management  skills 

[.. .        -  -  -  ^  ' 

\  Employee  relations 


tabhsh  her  bona  fides  as  a  top  executive 
before  she  jumps  into  the  race. 

But  just  how  good  a  manager  is  she? 
Political  adviser  Mari  Maseng  Will 
insists  that  Dole's  stint  at  the  Red  Cross 
"was  nothing  short  of  a  transformation," 
as  she  turned  a  troubled  charity  in- 
to a  streamlined  organization.  Part  of 
Dole's  magic  touch:  tapping  her  connec- 


tions to  pull  in  $3.4  bilhon  since  1991. 

Like  any  proud  executive.  Dole 
stresses  the  sunny  side.  Reality  is 
more  complex.  Since  1998,  the  Red 
Cross's  blood  operation  has  been  un- 
der a  court  order,  requested  by  the 
Food  &  Drug  Administration,  to 
meet  rules  assuring  the  piuity  of  its 
blood  supply.  And  for  all  Dole's 
claims  to  have  restored  the  Red 
Cross's  bottom  line,  the  charity's  fi- 
nances remain  rocky.  "She's  won- 
derful, she's  captivating  and  charm- 
ing, but  she  is  not  a  good  manager," 
says  one  top  Red  Cross  exec  who  re- 
signed over  Dole's  policies.  "Her  focus  is 
almost  100%  on  image." 
RED  INK.  Among  Dole's  proudest  ac- 
complishments is  her  record  as  a  fund- 
raiser. But  since  fiscal  1990,  the  year 
before  Dole  joined  the  charity,  public 
support  has  increased  only  10%.  The 
Red  Cross  took  in  $520  million  in  1990; 
seven  years  later,  its  collections  totaled 
$572  million  and  fund-raising  costs  had 
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climbed  by  91%.  During  the  same  peri- 
od, expenses  gi'ew  faster  than  income. 
The  charity  is  in  the  black  overall,  but 
the  unit  that  handles  blood  collection 
and  distribution  will  show  a  $35  milhon 
loss  in  fiscal  1998 — red  ink  for  the  sev- 
enth year  in  a  row.  The  division  has 
nan  up  a  $330  million  debt. 

One  reason  for  the  loss  is  the  costly 
overhaul  that  the  fda  demanded  in  1993 
w^hen  it  found  that  the  Red  Cross  was 
not  mo\ing  fast  enough  to  protect  the 
blood  supply  fi-om  deadly  infections  such 
as  HIV.  Brian  McDonough,  who  ovei-sees 
the  blood  unit,  credits  Dole  for  making 


KPMG  warned  that  consulting 
fees  were  almost 
half  of  the  $926 
million  payroll 


community  blood  banks  but  al;  i 
mihtary.  Early  on,  V.  I.  signak  t 
would  share  its  know-how  wit 
one.  So  the  exclusiv-e  Red  Crn 
ment  brought  howis  of  compla 
competitors — and  triggered  ai 
Justice  Dept.  antitmst  investi  ti 
Critics  also  take  aim  at  De 
dency  to  name  major  GOP  done 
Red  Cross  board.  Four  of  tl 
large  governors  gave  the  ma\ 
lowable  to  the  Bob  Dole  Pi'i 
campaign;  seven  board  men 
their  coi-porations  gave  nearl\ 
to  Repubhcans  during  the  1 
paign  cycle.  Ai 
donors  was  D. 
dreas,  wife  of 


the  blood  supply  safer  by  con- 
sohdating  testing  centers  and 
upgi'ading  information  systems. 
The  unit  is  on  track  to  break 
even  next  year,  he  says.  "She 
has  been  a  significant  catalyst 
to  move  [us]  from  the  Dark 
Ages  of  blood  banking  to  the 
modern  age,"  he  adds. 

But  Dole,  who  declined  to  comment, 
moved  aggi'essively  and  alienated  many 
community  blood  banks.  Theii'  complaint: 
The  Red  Cross  is  so  intent  on  expand- 
ing its  giip  on  the  blood  supply  that  it 
has  forgotten  its  charitable  mission.  In- 
deed, Dole  is  pushing  to  boost  mai'ket 
share  from  the  cuirent  47%  to  60%  by 
2002  as  a  way  to  increase  income  and 
i:>ut  the  division  back  in  the  pink. 
CAMPAIGN  CRONIES.  That  could  elimi- 
nate the  locals.  "The  Red  Cross  has 
taken  actions  that  ai'e  inconsistent  with 
our  organizations'  humanitaiian  mission," 
says  Jim  MacPhereon,  head  of  America's 
Blood  Centers,  a  group  of  community 
blood  centei"s.  "A  monopoly  of  the  blood 
supply  is  not  in  the  best  interest  of 
anyone." 

In  late  1997,  Dole  signed  an  exclu- 
sive contract  with  V.  I.  Technologies  in 
Melville,  N.  Y.— and  gave  it  a  $3  mil- 
lion loan  interest-fi'ee  for  three  years. 
The  Red  Cross  also  agi'eed  to  pay  V.  I. 
to  clean  a  certain  amount  of  blood.  In 
return,  it  obtained  a  market  advantage 
over  rival  blood  banks  because  it  now 
can  offer  ultrapm-e  blood — a  value-added 
product  that  it  can  sell  for  about  twice 
the  cost  of  a  "regular"  unit  of  blood. 
V.  I.'s  blood-purifying  technology-  was 
coveted  by  not  only  the  Red  Cross  and 


CONNECTIONS:  At  Harvard  last  sumw. 


chum  Dwayne  0.  Andreas, 
Archer  Daniels  Midland  Cd. 
interests  gave  more  than  $.':; 
the  Red  Cross  after  Dole  tool 
and  more  than  .$400,000  to  i 
1995-96.  While  a  senator,  Bol. 
championed  ethanol  tax  break- 
adm's  profitability. 

In  1996,  Dole*  took  leave 
for  her  husband.  On  her  rciiJ 
hii'ed  a  handful  of  top  adviseip' 
cam.paign  as  consultants.  Wfi 
worked  on  specific  projects, B 
ceived  sLx-figui'e  fees.  A  kpmc;^ 
later  wamed  that  consulting  fe; 
running  close  to  half  the  total|p  • 
$926  million.  Dole  also  added  t'r 
Bob  Dole  advisers  to  her  per;: 
including  Will,  the  communica: 
for  the  Dole  '96  campaign.  I\ 
the  chaiity  laid  off  more  than 
and-file  staff  in  1997  to  cut  a 

Is  Elizabeth  Dole  more  ]>' 
than  hands-on  manager?  ( )\  e 
yeai;  as  Dole  w^eighs  a  nni  t' 
nomination,  she'll  have  plent\ 
tunities  to  convince  voters  * 
stance  will  triumph  over  stylu 
Presidency.  But  she  may  findc 
lean  on  her  record  at  the  ReX 

By  Lorraine  Woellert.  ivh 
Divyer,  in  Washington 


82  BUSINESS  WEEK  /  JANUARY  25.  1999 


"fee-table  book  about  the  golf  greats:  $65 


videotape  of  the  golf  greats:  $19.95 
mmemorative  poster  of  the  golf  greats:  $12 


veekend  with  the  golf  greats: 


priceless 


NICKLAUS  •  TREVINO  •  IRWIN  •  MORGAN  ■  FLOYD  ■  AOKI  ■  PLAYER 


•99  MasterCard"  Championship  from  Hawaii. 

Jan  22nd,  2-4  PM  EST 
ay,  Jan  23  rd,  5-7  PM  EST 
^,Jan  24th,  8- 10PM  EST 
ESPN 


there  are  some  things  money  can't  buy 

for  everything  else  there's  MasterCard.^ 


LL  Championship  I 


Proud  Sponsor  of  the  SENIOR  PGA  TOUR  and  friend  to  golfers  everywhere. 


JOHN  THORNTON 

A  career  investment 
banker  who  extended 
Goldman's  global 
reach,  he  played  a  role 
in  pushing  Corzine  to 
relinquish  his  post 


HENRY  PAULSON 

Now  Goldman's 
sole  CEO,  he 
insists  that  the 
management 
shakeup  had 
nothing  to  do 
with  the  IPO  or 
trading  losses 


JOHN  TRAIN 
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winner 


Cover  Story 


J  the  fight  over  going  public 
a  banker-trader  clash  helped 
)le  Jon  Corzine 


onday,  Jan.  11,  was  a  painful  day  for  Jon  S.  Corzine,  the 
leader  of  Wall  Street's  most  prestigious  investment 
bank,  Goldman,  Sachs  &  Co.  That  morning,  from  his 
unassuming  office  at  85  Broad  Street  in  the  heart  of 
New  York's  financial  district,  Coi-zine  called  clients 
and  regulators  to  tell  them  his  astonishing 
i  was  no  longer  chief  executive  of  Goldman 
'ne  call  was  to  William  J.  McDonough, 
t  of  the  Federal  Reserve  Bank  of 
rk.  "I  think  he  is  a  veiy  fine  hu- 
ig  and  a  liigh-quaUty  profession- 
McDonough,  who  negotiated 
■zine  the  rescue  of  Long-Term 
Management  last  September, 
illy,  I  will  regret  that  I  will 
ible  to  work  with  him  as 
IS  I  did  in  his  previous 

that  morning,  Goldman 

a  terse  press  release, 

news  that  Corzine  "has 

to  relinquish  the  ceo 
;  would  remain  co-chair- 
lelp  with  the  initial  pub- 
ng  of  Goldman's  stock, 

CORZINE 

ter  on  Jan.  1 1 
J  the  Street— and 
corporate  client  to 
night  take  his 
s  elsewhere 


READY  FOR  THE  IPO? 
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GOLDMAN  AGED 
THE  GOMPETITION... 

Worldwide  announced  mergers  and 
acquisitions — 1998 


...BUT  EARNINGS  STALLED 
LATE  LAST  YEAR... 


...UNDERSCORING  ITS 
DEPENDENCE  ON  TRADINl 
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MERRILL  LYNCH 

MORGAN  STANLEY 

SALOMON  SMITH 
BARNEY 


$960    38.2%  339 
645    25.6  336' 
"'634    25.3 374" 

322 


'95  ■% 
▲  BILLIONS  OF  DOLLARS 


465  18.5 

DATA:  SECURITIES  DATA  CO, 

which  was  postponed  when  the  stock  market  plunged  in  Au- 
gust and  September.  The  news  about  Corzine  shocked  the 
Street.  Employees  were  "blown  away,"  says  one  senior  man- 
ager. Secunties  &  Exchange  Commission  Chainnan  Arthur 
Levitt  Jr.  says:  "I  think  he's  probably  as  broad-gauged  a 
leader  as  the  industiy  has  seen  since  (fonner  Goldman  Senior 
Paitner]  Jolui  Wliitehead."  Some  Goldman  cUents  were  equal- 
ly unnei'ved  by  Corzine's  demotion,  with  one  coipoi'ate  client 
even  saying  he  may  take  his  investment  banking  business 
elsewhere.  "My  confidence  in  Goldman  Sachs  depends  on  my 
confidence  in  .Jon  Corzine,"  he  says. 

Insiders  and  competitors  alike  say  Coi-zine  was  ousted  in  a 
coup  within  Goldman's  all-powerful  five-man  executive  com- 
mittee. Coi^zine  was  forced  aside  by  a  troika  of  senior  bankere: 
his  co-chief  executive,  Hemy  "Hank"  M.  Paulson  .Jr;  Gold- 
man's top  investment  banl^er,  Jolin  L.  Thornton;  and  Coi'zlne's 
protege,  Chief  Financial  Officer  John  A.  Thain.  "Eveiyone 
liked  Corzine.  No  one  likes  to  see  someone  ganged  up  on," 
says  one  insider. 
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1995    1996  1997 


INVESTMENT 

BANKING 

$1.6 

$2.1  $2.6 

TRADING/ 

INVESTMENT 
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SECURITIES  SERVICES 

1.1 

1.3  1.9' 

*First  half  of  1998 

DATA;  GOLDMAN,  SACI 

DATA  GOLDMAN,  SACHS  &  CO 

Yet  talk  to  Paulson,  now  Goldman's  sole  chief  ex 
and  all  is  nmning  like  clockwork  in  Goldman's  e> 
suite.  Paulson  insists  that  the  changes  have  nothin 
with  the  IPO  or  the  ti-ading  losses  Goldman  suffered 
Paulson  describes  the  management  shakeup  as  an  ' 
ti'ansition."  He  adds  that  Goldman  just  wanted  to  mal 
long-planned  changes  before  the  fiiTn  went  public.  "W 
window  of  opportunity  and  decided  it  was  the  best 
make  that  change,"  says  Paulson.  All  Coi-zine  will  s; 
think  this  is  in  the  best  interests  of  the  fti-m." 

While  Paulson  may  quibble  with  the  word  "co 
doesn't  i-eally  deny  that  one  took  place.  "A  gi-oup  of  n 
of  the  executive  committee  got  together  and  made 
agement  decision  that  we  think  is  in  the  best  inte 
terms  of  how  we  manage  the  fii-m,"  says  Paulson. 

Whatever  Paulson  wants  to  call  it,  Corzine's  oustt  ^ 
(b'aniatic  depaitiu'e  for  the  world's  premiere  investme 
a  firm  that  prides  itself  on  harmonious  relations, 
move  toward  public  ownei-ship  has  brought  to  the  fore 


GOLDMAN'S  DEALMAKER  SUPREME' 


John  L.  Thornton  likes  to  recall  the 
days  of  the  1980s  and  early  1990s 
when  he  was  instructing  British 
CEOs  in  the  fine  art  of  defending  their 
companies  against  hostile  takeovers. 
Thornton  played  the  general  in  some 
landmark  battles,  helping  to  frustrate 
legendary  raider  Lord  Hanson  in  his 
bid  for  Imperial  Chemical  Industries 
and  the  Lloyds  Bank  raid  on  rival  Stan- 
dard Chartered  Bank.  The  high-profile 
defenses  helped  transform  Goldman, 
Sachs  &  Co.  from  a  no-show  in  Euro- 
pean finance  to  one  of  the  two  or  three 
kingpins  in  the  Old  World's  recent 
merger  and  equities  boom.  "We  took 
something  we  were  very  well  known 
for  in  the  U.  S.  and  transplanted  it 
here,"  Thornton  said  in  an  interview. 

Now,  this  Harvard-  and  Yale-educat- 
ed investment  banker  appears  to  have 
helped  engineer  a  hostile  takeover  at 
Goldman  itself.  He  was  an  important 
player,  observers  say,  in  pushing  Jon  S. 
Corzine  to  relinquish  his  chief  executive 
post.  But  above  all,  his  new  title  of  co- 


chief  operating  officer  is  recognition  for 
Thornton's  success  in  establishing  Gold- 
man in  the  international  sphere,  where 
it  now  reaps  about  a  third  of  its  rev- 
enue. Thomton  realized  soon  after  join- 
ing Goldman  in  1980  that  Europe  had 
huge  potential.  He  talked  his  way  over 


Thornton  relentlessly 
pursues  the  elite  crowd, 
from  Rupert  Murdoch 
to  William  Clay  Ford 

to  London  in  1983  and  has  presided 
over  the  fii'm's  gi'owth  from  a  few 
dozen  to  about  2,500  people  in  Europe. 
"Thornton  is  the  dealmaker  supreme," 
says  a  soiu'ce  close  to  Goldman.  "He  is 
the  mastermind  behind  Goldman's  suc- 
cess in  Eiu'ope." 

Associates  say  that  an  important  in- 


gi'edient  in  Thomton's  ban 
has  been  his  determined  p 
rich  and  poweiiiil.  Thomtc 
his  minions  that  there  are 
hundred  CEOs  and  other  kc 
makers  around  the  world  ' 
man's  trouble.  He  has  ingi' 
self  with  an  elite  crowd  th 
media  magnate  Rupert  Mi 
Motor  Chairman  William 
Hong  Kong  bilhonaire  Li  li 
Percy  N.  Bamevik,  chaim:| 
Asea  Brown  Boveri. 
CONTROVERSIAL.  This  appij 
with  smart,  tactical  advio 
handsomely.  Thornton  and 
have  become  Murdoch's  cli 
advisers.  Goldman  is  arri 
Sky  Broadcasting's  $1  bii 
of  the  Manchester  United 
And  in  1994,  Thomton  pei 
luctant  Mui'doch  to  take  b 
Star  Television  Ltd.  off  th 
Ka-shing  for  close  to  $1  bi 
In  1996,  he  also  took  cl 
where  Goldman  was  strug' 
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le  new  troika  once  strongly  opposed  the  IPO.  Will  they 
now  have  the  credibility  to  take  the  firm  public? 


nerally  had  remained  supjjr-essed.  A  key  example  is  the 
?tween  the  trading  and  investment  banking  divisions, 
eu'  veiy  different  cultures.  Coraine  is  a  trader.  Paulson 
omton  are  career  investment  bankers.  Thain  is  a  hy- 
orking  as  both  a  banker  and  trader.  In  planning  for  an 
?y  knew  that  securities  fu'ms  focused  on  stable  rev- 
ncluding  investment  banking  fees,  ai'e  accorded  high- 
iples  than  those  that  rely  on  high-risk  trading.  But  a 
ice  of  Goldman's  earnings  come  fi'om  proprietaiy  trad- 
es one  analyst:  "Embedded  in  the  center  of  Goldman 
5  a  hedge  fund."  No  surprise,  then,  that  Paulson  and 
)n,  along  with  Thain,  wanted  to  put  as  much  of  an  in- 
it  banldng  face  on  the  fu-m  as  possible. 
4Y  RELATIONSHIP.  Yet  this  strategy  raises  several 
)roblems  for  the  future:  Can  Paulson,  Thoniton,  and 
lull  the  fu'm  together?  Will  the  messy  coup  alienate 
Should  the  fii™  curtail  its  usually  remunerative  pro- 
trading  operation?  Most  important,  can  the  firm 
1  its  primacy  in  an  increasingly  i-uthless  competitive  fi- 
arena? 

■  factors  contributed  to  the  erosion  of  Corzine's  pow- 
)nd  the  culture  gap,  he  and  Paulson  had  a  rocky  re- 
ip,  despite  Goldman's  constant  pitch  about  their  in- 
amw^ork.  The  tension  made  it  harder  to  deal  with 
related  mistakes  in  1998.  Tiaie,  the  fii'm  earned  near- 
)retax  profits  of  almost  $3  billion,  with  a  hefty  chunk 
,'estment  banking.  But  Goldman's  vaunted  ability  to 
risk  took  a  hit  as  it  lost  an  estimated  $500  million  to 
n  when  the  market  cratered  last  summer.  Corzine 
lead  role  in  the  Long-Term  Capital  Management 
because  of  Goldman's  own  exposure.  He  bid  for  the 


overleveraged  hedge  fund  and  then  shelled  out  $800  million 
for  the  rescue.  And  after  finally  announcing  that  the  firm 
would  go  public  in  June,  1998,  Corzine  was  forced  to  pull 
Goldman's  offering  in  September. 

Add  to  all  that  the  discontent  of  the  investment  bankers. 
They  were  unhappy  that  theii'  lush  profits  got  fiushed  down  the 
toilet  in  the  bond  market  fiasco.  In  mergers  and  acquisitions, 
Goldman's  bankers  blew  the  lights  out,  leaving  competitors 
agog.  Goldman  racked  up  $960  billion  in  global  deals,  wliich  was 
almost  thi-ee  times  its  1997  record  total.  Still,  Goldman's  pretax 
earnings  were  down  81%-  in  the  fomlh  quarter,  while  those  of 
rival  Morgan  Stanley  Dean  Witter  were  up  6%. 

The  most  pressing  issue  now  is  whether  the  new  manage- 
ment team  can  pull  off  Goldman's  long-delayed  IPO.  Paulson 
says  it's  definite:  "We 
are  going  to  go  pub- 
lic," and  "we  will  be 
disappointed  if  we 
don't  get  a  deal  done  in  1999."  On  the  face  of  it,  the  man- 
agement shakeup  sends  a  mixed  message  about  whether 
Goldman  will  go  public.  Corzine  is  the  one  most  closely  as- 
sociated vrith  the  fii-m's  wi-enching  1998  decision  to  do  so.  As 
fai'  back  as  1986,  he  began  championing  the  idea  and  ran  into 
stiff  opposition  fi'om  the  tlu'ee  men  who  are  now  nmning  the 
fli-m.  Paulson,  Thornton,  and  Thain  believed  that  by  going 
public,  Goldman  would  lose  its  unique  partnei-ship  culture. 

Goldman  has  gone  too  far  down  the  road  towai'd  becoming 
a  public  company  to  turn  back.  Now,  the  triumvirate  must 
wrestle  with  the  same  problem  as  Bankers  Ti'ust  and  J.  P. 
Morgan  face:  Too  much  of  then-  profits  comes  from  risky  pro- 
prietary trading,  or  trading  for  the  house  account.  Says 
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lajor  deals,  including  the 
public  offering  ever,  last 
ion  IPO  of  NTT  DoCoMo, 
mobile-phone  company, 
ascent  to  co-coo  is  re- 
in executive  whose  career 
irely  outside  of  the  U.  S. 
•omotion,  he  plans  to  stay 
lere  his  wife  and  three 
ined  even  when  he  was 
of  Asia. 

IS  more  than  his  share  of 
long  them  is  Charles 
CEO  of  Imperial  Chemical, 
a  series  of  deals  with 
'  the  past  decade.  "He 
he  heart  of  the  issue  and 
;o  see  if  there  is  a  deal  or 
th. 

irm,  though,  Thornton  is 
His  high  profile  and  readi- 
colleagues'  tmf  imn  con- 
lan's  vaunted  team  ap- 
eritics  say  he  is  a  poor 
lirer,  and  that  there  is  a 
•r  non- Americans  in  Eu- 
ther  hand,  some  of 
ropean  proteges  have 
lig  winners,  such  as 
'elius,  a  Gennan  who  rep- 


resented Daimler  in  its  .$o5  billion 
takeover  of  Chrysler-  last  year. 

Not  all  of  his  ventures  have  worked 
out  either.  His  longstanding  involve- 
ment with  troubled  British  retailer  Lau- 
ra Ashley,  where  he  serves  as  chairman, 
has  been  an  embarrassment,  with  res- 


cue  plan  after  rescue  plan  falling  flat. 
And  the  remaking  of  ici  is  still  far  from 
a  success.  Goldman  is  said  to  have 
earned  more  than  $100  million  in  fees 
advising  ici  on  the  $8  biUion  pui"chase 
of  Unilever's  specialty  chemical  business 
in  1997.  But  planned  asset  sales  have 
gone  awiy,  leaving  ici  with  $7.3  billion 
in  debt  and  its  stock  depressed.  Thorn- 
ton insists  that  the  Unilever  deal  was 
the  right  move  for  ICI. 
HIGHER  ASPIRATIONS.  Much  of  Thorn- 
ton's time  of  late  has  been  spent  on 
Goldman's  IPO,  which  was  pulled  last 
September.  Thornton  opposed  the  move, 
and  it  is  not  hard  to  see  why.  He  likes 
the  freedom  to  maneuver  that  a  part- 
nership affords.  Still,  now  that  Goldman 
is  reviving  the  IPO,  Thornton  is  commit- 
ted to  helping  push  it  through. 

Thornton  is  tantahzingiy  close  to  the 
top  job  at  Goldman.  But  associates  note 
that  Thornton,  a  Democrat,  has  made 
no  secret  of  his  political  aspirations.  At 
45,  he  is  a  inch  man  with  a  solid  re- 
sume. Treasury  Secretary  Robert  E. 
Rubin,  a  successful  Goldman  tradei;  has 
already  shown  the  way. 

By  Stanley  Reed  in  London,  with 
Joyce  Barnatkan  in  Hong  Kong 
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"If  Jon  had  to  get  whacked,  now's  the  right  time.  You  w 
to  do  that  before  you  go  public,"  says  one  analyst 
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one  analyst:  "As  a  public  firm,  you  suffer  the  J.  P.  Morgan 
phenomenon":  the  perception  that  Morgan  is  a  trading 
machine.  "The  guy  that  had  a  lot  to  do  with  that  was 
Corzine." 

Investors  penalize  finns  that  depend  on  proprietaiy  trading 
because  it  is  so  unpredictable,  producing  huge  profits  one 
quarter  and  huge  losses  the  next.  By  marketing  itself  as  an 
investment  bank  and  deemphasizing  its  proprietary  trading 
prowess,  Goldman  can  sell  its  stock  at  a  higher  price  (box). 
Investors  are  willing  to  pay  more  for  the  stock  of  companies 
whose  earnings  come  from  stable  fees  from  commissions, 
mutual  funds,  and  undei^writing. 

As  Goldman  gets  set  for  the  ipo,  it  may  be  better  to  have  an 

investment-banker  ceo 
pitching  the  fuTn  to  in- 
vestors than  one  who 
is  a  trader.  "If  Jon  had 
to  get  whacked,  now's  the  right  time.  You  want  to  do  that  be- 
fore you  go  public.  It  helps  youi'  positioning  in  the  road  show," 
says  the  analyst.  Paulson,  a  resei-ved,  highly  organized  Mid- 
westeiTier,  is  one  of  the  best  bankers  in  the  business.  He 
spent  liis  entii-e  career  as  a  banker  until  being  promoted  to 
chief  operating  officer  in  1994.  "Jon  is  a  brilliant,  intuitive 
leader.  Hank  embodies  a  quality  that  distinguishes  a  Gold- 
man banker.  His  ability  to  execute  is  legendaiy,"  says  one 
Goldman  partner. 

Paulson  says  that  he,  along  with  Thornton  and  Thain, 
have  been  involved  with  trading  as  well  as  investment 
banking.  Further,  the  fu'm  has  no  intention  of  downgrading 
its  trading  businesses.  "This  is  not  about  emphasizing 
one  business  to  the  detriment  of  the  other,"  says  Paulson. 
"Both  businesses  are  very,  very  important  to  us." 

For  Corzine,  a  natui-al  leader  with  a   

low-key,  rumpled  style,  it  wasn't  sup- 
posed to  turn  out  like  this.  After  all,  it 
was  Coi-zine  who  stepped  into  the  breach 
in  1994,  when  Goldman  was  stinggling 
with  trading  losses  and  the  sudden  res- 
ignation of  senior  paitner  Stephen  Fried- 
man. Thii-ty-six  other  Goldman  partner-s 
fled,  taking  their  capital  with  them. 
Corzine  was  named  chairman,  and  Paul- 
son was  his  No.  2,  though  the  two  main- 
tained that  they  enjoyed  a  partnei-sliip  in 
the  style  of  fonner 


never  embraced  the  idea.  On  May  27,  the  executive 
decided  to  promote  Paulson  to  co-chau-man  and  co- 
ecutive,  just  two  weeks  before  the  entii'e  paitnerehij  > 
go  public.  Some  insiders  and  competitors  say  Paulsd 
was  bought — that  he  was  promoted  to  be  Corzine's 
exchange  for  supporting  the  ipo. 

Wliile  Goldman  is  a  partnership,  power  is  concern 
the  men  on  the  executive  committee.  At  the  tin 
were  six,  with  three  for  an  ipo  and  tliree  against,  i 
1998,  Paulson's  new  support  for  the  IPO  broke  the  ti^ 
executive  committee,  som'ces  say.  Corzine  already 
backing  of  Vice-Chainnan  Roy  J.  Zuckerberg  and  Vie 
man  Robert  J.  Hui'st  Jr. 

CIRCLING  THE  GLOBE.  Paulson  and  others  deny  tht-i 
quid  pro  quo.  "Hank's  elevation  to  co-chief  execu 
the  unanimous  decision  of  the  executive  committet 
solutely,  categorically,  had  nothing  to  do  with  whetl. 
was  going  to  support  an  ipo,"  says  Robert  J.  Katz, 
counsel.  Fuither,  Paulson  told  the  meeting  of  all  the 
last  June  that  he  did  not  support  the  fu-m's  going  pi 
was  bound  to  cany  out  their  collective  decision. 

In  the  following  months,  though,  several  factor 
ened  Corzine's  hand.  First,  Zuckerberg  retu-ed  fi-oni 
ecutive  committee  on  Nov.  27.  And  in  August  and  Se 
Goldman  was  hit  with  huge  trading  losses.  Part  of  tl 
stemmed  n-om  Goldman's  proprietaiy  trading  position 
Long-Term  Capital's  crisis  shook  uj)  the  market, 
got  socked,  since  it  had  many  of  the  same  trading  p 

Corzine  was  at  the  heait  of  the  Long-TeiTn  Capita 
marshaling  the  key  Wall  Street  finns  that  chipped  in 
lion  to  save  it.  While  world  financial  markets  we: 
lized,  the  $300  million  that  Goldman  ponied  up  for 


HOW  MUCH  IS  GOLDMAN  WORTH?! 
MAYBE  LESS  THAN  YOU  THINK  ^ 


H 


Goldman  chiefs 
Robert  E.  Rubin 
and  Stephen 
Friedman.  It  was 
Corzine  who  stabi- 
lized the  firm  and 
helped  it  raise 
morale  and  prof- 
itability. He  also 
instituted  better 
risk-management 
procedures. 

The  experience 
left  Corzine  even  more  deeply  convinced 
that  Goldman  needed  to  protect  itself 
from  market  instabOity  by  going  pubhc 
and  seeming  permanent  capital — rather 
than  remaining  hostage  to  fickle  capital 
that  partners  could  withdraw.  Paulson 


ow  much  would  Goldman  Sachs 
go  for  in  an  IPO?  Not  an  easy 
question.  Goldman  is  unique. 
You  can't  beat  the  name — which 
rivals  Tiffany  or 
Rolls-Royce  for 
prestige.  But  the 
consistency  of  Gold- 
man's earnings  is 
suspect.  Though  the 
firm  stresses  its 
investment  banking, 
much  of  its  profits 
come  from  trading. 

The  result  is  that 
Goldman  likely 
would  be  valued  in 
the  middle  of  the 
Wall  Street  pack  should  it  sell  shai'es, 
says  Raphael  Soifer,  analyst  at  Brown 
Brothers  Hamman  &  Co.  A  Menill 
Lynch  &  Co.,  he  says,  would  com- 
mand a  higher  multiple  since  it  eai-ns 


more  from  steadier  businesses  ^ 
fund  management.  But  Goldmar| . 
would  be  valued  more  highly  thj'- 
smaller,  less  poweiful  company 
Lehman  Bi'others  Inc. 

And  that  leads  to  another  q: 
tion:  Which  multiple?  Using  pr^ 
earnings  is  fanciful  because  Go 
has  yet  to  reveal  its  profits  aft 
pays  its  partners.  On  the  othei 
a  price-to-book  calculation  is  pi 
Last  year,  when  investment  ba 
were  trading  at  more  than  fou 
book  value,  Goldman  would  ha 
been  worth  $25  billion  to  $30  I 
Now,  its  valuation  would  be  Iff 
Consider  that  Men-ill  is  only  tj 
at  2.7  times  book.  At  that  mul' 
Goldman  would  be  worth  only 
billion — or  to  put  it  another  w; 
billion  less  than  the  market  ca 
ization  of  Amazon.com. 

By  Gary  Silverman  in  Ne 
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;  has  her  mother's  eyesi 
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financial  security  from  GE. 


lucing  insurance  and  investments  from  a 
you  can  trust.  GE. 

TV  Step  you  take  in  life,  you  can  tiTist  GE  to  help.  Over  five 
people  already  turn  to  tlie  GE  Financial  Assurance  family 
panies  for  mutual  funds,  life  insurance,  annuities,  long  temi 
mrance,  supplemental  healtli  insurance  and  auto  instirance. 
n  you  think  of  insurance  and  invesUiienLs,  diink  of  GE. 

at  www.ge.com/financial. 


We  bring  good  things  to  life. 


JRANCE  •  MUTUAL  FUNDS  •  ANNUITIES  •  LONG  TERM  CARE  INSURANCE  •  AUTO  INSURANCE  •  SUPPLEMENTAL  HEALTH  INSURANCE 

nd  investment  products  available  from  the  GE  Financial  Assurance  family  of  companies.  Mutual  funds  and  variable  insurance  products  are  offered  by  Capital  Brol(erage 
iber  NASD/SIPC,  and  available  through  select  broker  dealers.  Capital  Brokerage  Corp.  does  business  as  GE  Capital  Brokerage  Corporation  in  IN,  MN,  NM  andTX. 


Why  the  investment  bankers  were  upset:  "Embedded 
the  center  of  Goldman  Sachs  is  a  hedge  fund" 
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cue — and  possibly  Goldman's  and  Warren  E.  Buffett's  well- 
publicized  bid  for  Long-TeiTTi  Capital  as  well — did  not  endear 
him  to  his  investment  banking  colleagues.  "I  assume  that 
all  the  [Goldman]  bankers  hated"  Goldman's  taking  a  big 
role  in  the  bailout,  says  someone  close  to  Long-Term  Capital. 
Another  long-simmering  issue  between  Corzine  and  the 

troika  was  how  the 
IPO  process  would  be 
handled.  Corzine  was 
committed  to  having 
about  200  voting  managing  directors  cast  ballots  on  the  IPO, 
since  they  own  the  firm.  However,  Paulson  and  Thornton  be- 
lieved that  this  was  too  unwieldy  and  time-consimiing  an  ap- 
proach and  that  the  executive  committee  should  make  a  de- 
cision for  the  full  paitnership,  say  sources 
close  to  the  fiiTn. 

In  June,  1998,  Corzine  did  put  the  is- 
sue of  the  IPO  to  the 
full  partnership,  and  it 
was  approved.  But  the 
process  of  Corzine  and 
others   circling  the 
globe   to   meet  vdth 
Goldman's  far-flung 
partners  to  win  their 
support  for  an  IPO  de- 
layed the  offering.  Af- 
ter   the  markets 
crashed,  Goldman  was 
forced  to  cancel  its  of- 
fering, a  major  embarrassment  to  a  firm 
that  advises  chents  on  iPOs.  It  was  a 
humiliating  experience  for  Goldman — an 
intensely  proud  institution. 


SHUFFLING  THE  DECK 

SEPT.  13, 1994  Stephen  Fried- 
man, senior  partner  since  1992, 
resigns  after  big  trading  losses.  Jon 
Corzine  becomes  senior  partner. 

JANUARY,  1996  Goldman  part- 
ners vote  against  going  public. 

MAY  27, 1998  Executive  commit- 
tee names  Henry  Paulson  co-chair- 
man and  co-chief  executive. 


JUNE  12-14, 1998  Goldman  part 
ners  decide  to  go  public. 

SEPT.  23, 1998  Goldman,  along 
with  Warren  Buffett's  Berkshire 
Hathaway  and  AIG,  bid  for  Long- 


Paulson  increased,  making  it  difficult  for  them  to  share 
job.  By  the  week  of  Jan.  4,  tensions  had  come  to  a  hes 
series  of  executive  committee  meetings,  it  became  cl( 
Paulson  was  viewed  as  a  better  executor  of  the  ii 
Corzine  and  that  he  could  work  more  smoothly  vrith  T 
and  Thain.  The  decision  was  made  that  Corzine  mu 
down.  On  Jan.  11,  the  firm  issued  a  press  release  sayi 
the  executive  committee  would  be  dissolved,  that  a 
management  committee  chaired  by  Paulson  and  in 
Thain  and  Thornton  would  take  its  place,  and  that  Th 
Thornton  would  chair  a  new  15-person  paitnership  eon 
Corzine 's  name  was  not  on  the  list  of  management  cm 
members.  "The  view  was  that  Jon  would  step  dow 
the  fuTn  went  public,"  says  one  insider  "And  the  viev 
executive  committee  was 
should  happen  now.  They  \va 
do  it  now,  and  he  didn't  want 
"DIRTY  LAUNDRY."  Until  now 
man  has  escaped  the  normal  > 
that  most  public  companie^  a 
jected  to  fVom  the  press,  sha 
ers,  and  securities  analysts.  T 
allowed  Goldman  to  maintain  i 
tique.  "I've  always  been  in 
Goldman's  ability  to  keep  thei 
laundry  private.  So  the  stoiy  i: 
laundry  is  getting  washed  in  i 
says  a  rival  investment  banker 
firm  has  taken  its  share  of  kn 
Several  Goldman  partners 
that  Corzine's  stepping  down  ha 
ing  to  do  vrith  the  delay  of  the 
the  trading 


LESS  THOROUGH?  Delaying  the  IPO  may  J?[T_9?Pi^_^L^^"^i®']^®r-*: 


have  damaged  Goldman's  reputation 
with  clients,  even  though  by  that  time, 
the  fimi  had  little  choice.  It  may  just  be 
market  sniping,  but  competitors  in  Lon- 
don think  they  detect  a  falloff  in  the 
firm's  performance.  They  say  that  Gold- 
man's senior  investment  bankers  did 
not  seem  to  be  covering  important 
clients  wdth  quite  their  usual  thorough- 
ness. Some  sources  say  that  not  being 
chosen  to  represent  BP,  a  fi-equent  Gold- 
man client,  on  the  $52  billion  Amoco 
deal  was  a  blow.  Despite  their  huge  success  in 
everywhere  in  the  world,  in  the  U.  S.,  Goldman  has  slipped 
in  the  IPG  rankings  from  No.  1  in  1997  to  No.  3  in  1998, 
with  market  share  falling  from  15.7%  to  9.4%,  says  Securi- 
ties Data  Co. 

The  hiatus  certainly  created  major  difficulties  for  Goldman 
internally.  After  going  full  steam  ahead  and  grappling  with 
the  highly  emotional  issues  of  how  to  cai-ve  up  the  very  fat 
Goldman  goose  among  some  200  ov^mers,  an  additional  345 
managing  directors,  and  16,500  employees,  delay  was  excru- 
ciating. Most  key  professionals  had  been  told  exactly  how 
much  they  would  make  from  the  IPG— from  $200,000  to  $200 
million.  This  accentuated  the  fault  lines  in  the  fu-m  between 
the  two  tiers  of  managing  dh'ectors,  within  the  tiers  of  man- 
aging directors,  and  between  the  managing  directors  and 
the  many  driven  professionals  who  staff  the  firm. 

On  top  of  that,  long-simmering  friction  between  Corzine  and 


SEPT.  28, 1998  Goldman  post- 
pones IPO  plans. 

DEC.  14, 1998  Firm  announces 
$107  million  fourth-quarter  earnings 

JAN.  11, 1999  Corzine  steps  down 
as  co-CEO.  Henry  Paulson 
becomes  chief  executive.  John 
Thornton  and  John  Thain  named 


BUFFETT:  A  bid 

with  Corzine 


Further,  thesi,ai 
ners  strongly  r 
play  the  notic 
investment  b 
are  rising  at  i 
pense  of  trade 
vrithin  the  fim 
ers  are  nervoi 
Goldman  is 
back  from  its  i 
commitment  t 


DATA:  BUSINESS  WEEK 
M&A 


,    ing,  especiall 

_°P^/?^J  "g.^t^i^.^J!.   prietajy  trading.  One  source  sa; 

prietary  traders  have  been  ([ 
allowed  to  shift  to  other  jobs  at  the  firm  so  they  don't  la 
side  it  and  alert  the  market  to  the  fact  that  Goldman  i^ 
proprietary  traders.  Paulson  says:  "Proprietaiy  trading 
important  to  us;  our  strategy  is  to  be  a  leading  player  ii 
al  financial  fiows  for  the  benefit  of  our  chents  and  our  i\ 
At  least  one  fonner  proprietaiy  trader  isn't  goinj 
where  anytime  soon.  In  a  pubhc  company,  Corzine 
have  jumped  ship  or  been  forced  out.  But  this  is  a  pa 
ship  whose  members  are  bound  together  by  their  p 
books.  As  one  of  Goldman's  biggest  owners,  Corzii 
hundreds  of  mUhons  of  dollars  tied  up  in  the  firm.  Desp 
embarrassing  public  removal  from  the  hebn,  he  will  staji 
co-chairman  with  the  task  of  helping  vrith  the  IPG.  Ho 
that  IPO  is  received  in  the  market  may  portend  wl 
Goldman  can  maintain  its  vaunted  position  in  global  & 
By  Leah  Nathmis  Spiro,  with  Gary  Silverman  ii 
York  and  Stanley  Reed  in  London 
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Vito  Pderm,  Senior  VP  &  CFO 
McUwavc  Communmliims,  Inc. 


How  J.D.Eclwaitk  SWREx  b  helping^ 
Metcnvdve  give  cellular  operators  more  airlime. 


The  cell  phone  business  keeps 
Metawave  hopping.  They've 
rom  startup  to  star  by  supplying  cellular 
with  vital  technology  that  packs  more 
ito  limited  airtime. 

Fo  run  a  supply  chain  that's  as  nimble  as 
ast-growing  business,  Metawave  looked  to 
vards  SCOREx  (Supply  Chain  Optimization 


and  Realtime  Extended  Execution),  supply  chain 
software.  A  J.D.Edwards  SCOREx  supply  chain 
is  more  efficient  and  more  responsive  because 
J.D.Edwards  fully  integrates  order,  delivery  and 
customer  service  management. 

J.D.Edwards  SCOREx  is  easy  to  install,  too. 
Integration  partner  Ernst  &  Young  took  Metawave 
from  zero  to  sixty  in  less  than  six  months. 


For  Metawave  CFO  Vito  Palermo,  the  biggest 
improvement  has  been  in  responding  to  customer 
requirements.  "J.D.Edwards  SCOREx  has  given  us 
the  abdity  to  be  responsive  to  the  dynamic  changes 
in  the  global  wireless  communications  market," 
says  Palermo.  That's  how  it  ought  to  be.  It  can  be 
for  you,  too.  To  find  out  more,  call  1-800-727-5333 
or  see  www.jdedwards.com/customer. 


IDEdwards 

Enterprise  Software 

How  it  ought  to  be-- 

Copyright  ^  J.D.  Edwards  World  Source  Company.  1998.  J.D.  Edwards  is  a  registered  trademark  of  J.D.  Edwards  Gr'  Company 
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ROBUST  GROWTH 
IS  IN  CERUS'  BLOOD 

No,  Cems  (CERS)  isn't  an  Internet 
stock.  But  it  has  neai'ly  doubled  in 
just  thi'ee  months — from  IVA  a  shai-e 
on  Oct.  9  to  21  on  Jan.  12.  On  Jan.  13, 
Morgan  Stanley  Dean  Witter  put  the 
stock  on  its  "strong  buy"  list,  pushing 
the  stock  to  24%;.  And  it  looks  poised  to 
head  even  higher,  argue  some  pros.  Cer- 
tain big  investors 
THE  PULSE         have  discovered 
IS  PICKING  UP       Cerus,  which  ad- 
dresses a  trem- 
endous global 
problem:  blood 
contamination. 
Cerus  is  a  pioneer 
in  developing  vi- 
ral "inactivation" 
systems  that  act 
to  decontaminate 
blood  components 
and  to  improve 
the     safety  of 
transfusions. 

Baxter  Inter- 
national, a  global 
leader  in  technologies  associated  with 
the  circulatory  system,  has  acquired  a 
17%  stake  in  Cerus  and  has  signed  a 
strategic  pact  to  develop  and  market 
its  plasma-inactivation  processes.  And 
the  Consortium  of  Plasma  Science, 
made  up  of  key  players  in  the  indus- 
try— including  Bayer,  Alpha  Therapeu- 
tic, and  Baxter — has  also  agi'eed  to 
fund  Ceiiis'  development  of  methods 
to  inactivate  pathogens  in  plasma. 

The  consortium  will  provide  ,$2  million 
in  the  first  yeai"  and  then  fiind  develop- 
ment through  regulatoi-y  approval.  "The 
clinical  data  have  been  compelling,"  says 
Katherine  MaitinelU,  an  analyst  at  SG 
Cowen  Securities  in  Boston.  The  Food 
&  Di-ug  Administration  has  given  ap- 
proval for  Phase  III  clinical  trials  on 
the  inactivation  system  for  platelets, 
which  MartineUi  expects  wiU  get  under 
way  in  the  first  quarter.  Similar  tests 
ai"e  being  done  in  Europe. 

With  some  60  milhon  transfusions 
worldwide  every  year,  the  potential 
for  Cerus'  technology  is  enormous,  says 
Martinelli.  "We  look  for  Cerus  to  re- 
ceive approval  overseas  for  its  platelet 
system  in  late  2000,  and  in  the  U.  S.  by 
2001,"  she  adds.  So  revenues  should 
ramp  up  in  2001,  and  Cerus  should  be 


in  the  black  by  2002,  she  says. 

Analyst  Kevin  Tang  of  bt  Alex. 
Brown  notes  that  the  technology  has 
been  shown  in  a  number  of  clinical 
studies  to  be  effective  at  inactivating 
pathogens  without  adversely  affecting 
plasma  or  platelets.  He  estimates  the 
market  foi'  Cerus'  systems  at  about  $2 
billion.  Tang  figiu'es  Cerus  will  earn 
$2.41  a  share  in  2002  and  $6.56  in  2003, 
based  on  revenues  of  $112  million  and 
$238  nulUon,  respectively. 

FIRST  UNION  AIMS 
FOR  THE  TOP  TIER 

Ed  CiTitchfield  is  deteiTnined  to  ac- 
complish one  goal:  Making  First 
Union  (FTu)  into  a  nationwide  company 
that  blends  commercial  banking,  invest- 
ment banking,  and  capital  management. 
"We  wouldn't  get  out  of  commercial 
banking,  but  we'd  like  to  be  a  Merrill 
Lynch  as  well,"  says  Chairman  and  ceo 
Crutchfield,  and  "that's  where  we'i-e 
headed."  He  says  he  wants  to  have  the 
national  franchise  in  banking  that  Wal- 
Mart  Stores  has 
in  retailing.  How 
to  do  it? 

First  Union  is 
likely  to  get  back 
on  the  accjuisition 
trail.  But  vdth 
one  condition: 
"No  expensive  or 
high-premium  su- 
per acquisitions 
for  us,"  says 
Crutchfield,  a 
stance  that  has 
attracted  analysts 
to  rate  First 
Union — almost 

unanimously — as  a  buy.  "First  Union  is 
gaining  respect  for  the  quality  and 
depth  of  the  financial  services  it  is 
building,"  says  Sally  Pope  Davis  of 
Goldman  Sachs. 

"We  will  only  go  for  a  merger  of 
equals,"  says  Crutchfield.  Some  of  the 
"equals"  that  are  believed  to  have 
shown  up  on  radar  screens  at  First 
Union:  Wells  Fargo  and  Bank  One. 
Crutchfield  declined  to  comment  on 
whether  he  has  approached  either  of 
these  two  banks.  "Management  contin- 
ues to  describe  a  merger  of  equals  as 
the  way  to  reach  its  national  goals,  as 
opposed  to  its  historic  strategy  of  build- 
ing thi'ough  small  to  midsize  acquisi- 
tions," notes  Diane  Glossman  of  Lehman 
Brothers.  Sandra  Flannigan  of  Menill 


CRUTCHFIELD:  "A 

merger  of  eq  uals  " 


Lynch  figures  First  Union  wi] 
$4.33  a  share  this  year,  up  frona 
timated  $3.76  in  1998.  Her  pried 
for  the  stock,  now  at  62  a  sharej 

WILL  WEB  BIGGll 
SPY  SPIEGEL? 

Although  it  has  been  an  Ii 
player  for  more  than  thi-eel 
Spiegel  (SPGLA),  a  retailer  of 
and  home  furnishings,  was  disd 
by  certain  cyber-investors  only) 
cember.  Its  class-A  stock  jumpq 
in  early  December  to  7%,  on  . 
And  Spiegel  still  has  a  ways  t(j 
says  a  strategist  for  one  New 
vestment  bank.  The  stock  could] 
again.  Such  a  ixinup  is  based  iJ 
on  improving  fundamentals,  hj 
Spiegel  is  also  whispered  td 
takeover  target:  It  could  be  w<| 
according  to  this  pro. 

"If  a  large  Internet  marketel 
to  increase  distribution  rapidly,  [ 
could  make  an  excellent  acqul 
says  one  California  investmeii 
ager.  Spiegel  also  owns  a  bank  [ 
sues  credit  cards — another  p| 
adds.  With  the  sky-high  price  q 
Net  stocks,  he  points  out,  Spieg| 
be  a  cheap  buy 
for  an  outfit  such  WHISra 
as  Amazon.com.        HAVE  ST^ 

While  Net 
sales  account  for 
a  modest  percent- 
age of  the  total, 
such  sales  tripled 
during  the  recent 
holiday  season. 
Investment  man- 
ager Mark  Boyar 
beheves  Internet  ^!  STOCK^^ 
sales    could    hit      !  weekly 

$300  million,  or   

10%  of  the  total,      "Jlyi7,'98  jai 
m  a  year.  Spiegel 
posted  total  sales        Bloomberg  fina, 
of  $2.6  billion  for  the  year  ende* 
1999.  The  company,  however,  :i. 
in  the  red. 

Spiegel  markets  its  products 
mail-order  catalogs,  four  Web  si 
more  than  550  retail  stores. 
Catalog  and  its  Eddie  Bauer  u 
offer  merchandise  on  America 
shopping  channel. 


For  more  coverage  of  the  mat^t 
visit  our  Web  site  at  businesswtK. 
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1  note 

tra 
s  there  one 
that  soars? 


Uiilike  other  so-called  "highly  mobile 'notebooks,  the 
Compaq  Armada  3500  doesn't  swap  performance 
for  portability.  Designed  for  the  savvy  traveler, 
its  topflight  specs  include  a  Mobile  Pentiiim^  11 
processor  soaring  to  300  MHz — in  a  sleek  package 
ht  as  4.4  pounds.  With  built-in  6.4  GB  hard  drive,  full-size  keyboard, 
ided-life  battery  option  and  extra-durable  magnesium 
display  casing,  the  Armada  3500  has  everything  you  need 
laximum  flexibility — and  unlimited  mileage.  To  learn  pentium'H 
%  call  1 -  8  0  0  -  AT-  C  0  M  P  AQ .  Or  visit  v^ww.compaq. com/soar. 


UMPAQ,  Better  answers: 


Information  Technology 


TELECOMMUNICATIONS 


MIKE  ARMSTRONG'S 
STRONG  SHOWING 

AT&T's  boss  has-surprise-kept  his  promises  to  investors 


When     AT&T    CEO  C. 
Michael  Armstrong  laid 
out  his  strategic  vision  for 
Wall  Street  a  year  ago, 
several  analysts  sniped 
that  most  of  his  plans  had  been  tried 
before — and  had  failed.  One  glaring  ex- 
ample: In  1995,  Robert  E.  Allen,  Ann- 
strong's  predecessor,  had  made  the  same 
pledge  that  Annstrong  was  making  to 
cut  costs  by  eliminating  jobs  at  the  long- 
distance giant.  Allen,  as  it  turned  out, 
woimd  up  increasing  the  size  of  the  pay- 
roll. Would  it  really  be  any  different  un- 
der Armstrong?  "I'm  not  sure  we  have  a 
histoiy,  but  we're  going  to  have  a  futm-e 


of  having  a  commitment  cultui'e,"  Ann- 
strong  vowed  at  the  time. 

Surprise,  surprise — Armstrong  is 
emerging  as  at&t's  long-awaited  promise 
keeper.  Of  the  major  commitments  he 
made  to  investors  last  Januaiy,  he  has 
delivered  on  nearly  all  of  them — and 
gone  a  step  beyond  in  a  few  key  areas. 
Numero  uno:  He  said  he  would  cut 
15,000  to  18,000  jobs  in  two  years;  in- 
stead, he  wiped  18,000  off  the  books  in  a 
year  flat.  He  also  has  made  gale-force 
headway  in  moving  AT&T  into  the  $100 
billion  local  phone  market,  improving 
global  operations,  boosting  profitability  in 
the  wii'eless  business,  and  making  at&t  a 


major  Internet  player.  "The  p 
management  suffered  from  mak  v 
of  false  promises,"  says  Stuart 
rad,  managing  director  at  I 
Bank  Securities  Inc.  "Armsti 
done  what  he  said  he  would  do 
And  investors  are  loving 
much-needed  boost  in  AT&T's  ci 
has  helped  push  its  stock  to  an 
high  of  855<  on  Jan.  11.  The  C( 
return  to  shareholders  since 
lyst  meeting  a  year  ago  has  bt 
compai'ed  with  a  34%  return 
Standard  &  Poor's  500-stocl 
"Armstrong's  one  of  the  more 
sive  management  leaders  out 
says  Jeffrey  Heil,  director  of  e 
vestments  for  the  University 
fomia,  which  holds  about  $600  i 

AT&T  stock. 

Armstrong's    success  ha 
prompted  him  to  put  aside  a 
would  have  softened  losses.  Oj.j 
he  shocked  Wall  Street  by  deci 
to  issue  a  "tracking  stock"  for 
ling  opert 

HEADWAY 
Armstrong  has 
made  deals  and 
cut  jobs,  but  the 
telecom  giant 


isn't  out  of  the 
woods  yet 


provide  loc 
service  o^ 
network  c 
provider  T 
municatioiTj 
which  AT&j 
quiring.  Ti 
ness  is  sui-f 
huge  moij: 
for  severa 
So  AT&T  had  originally  wanted  I 
out  its  financial  results  to  avoic 
the  overall  company's  perfoirn^i 
over  the  Chi'istmas  holiday,  Aii 
and  top  execs  decided  against  tJ: 
Why?  Investors  now  have  end. 
fidence  in  AT&T  that  they'll  accd; 
term  losses  for  long-term  ga 
strong  declined  to  comment,! 
article  because  of  the  TCI  filing 
MONEY  AND  TIME.  No  questi^ 
strong  still  faces  staggerini;  '1 
AT&T's  core  long-distance  opei-aii 
accounts  for  neai-ly  90%  of  its 
continues  to  look  like  a  Titar- 
making.  Particularly  vulneial 
consumer  long-distance  busii  r  s^ 
are  predicting  that  prices  could 
an  average  15(2  a  minute  im 
within  two  years.  Worse,  as  i 
Bells  and  aggressive  newcoi! 
Qwest  Communications  Interna 'i 
enter  the  business,  AT&T  couJ 
shai-e  of  the  mai'ket  slump  fror ' 
day  to  30%  in  thi'ee  yeai's,  am^ 
"They're  going  to  see  enornioufii 
on  profits  in  their  cash  cow  '"s 
says  Joseph  P.  Naccliio,  Qwest;  i 
a  fonner  top  AT&T  executive. 
Knowing  that  time  is  she;, 
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YOU'VE  GOT  TO  SEE  IT  IN 


EPSON 


COLOR. 


'ow!  That's  what  your  audience  will  feel  when  they  see  this  incredible  new  pro)ector  in 
ction.  Because  instead  of  having  just  one  imaging  processor  like  other  ultraportables,  the 
'owerLite"  5500C  has  three.  650  ANSI  lumens  of  light  in  9  1/2  easy-to-carry  pounds. 
Vith  all  that  portable  power,  you  won't  just  dazzle  your  audience,  you'll  knock  them  out. 

HE  NEW  POWERLITE  5500C  ULTRAPORTABLE  PROJECTOR.  3  LCDs  BRIGHT-  91/2  LBS  LIGHT. 

pson;  the  world  leader  in  high-performance  portable  proiectors,  brings  you  a  full-featured  ultraportable  with: 
xdusive  SizeWise~  technology  that  allows  compatibility  with  computer  resolutions  up  to  1024  x  768  •  Zoom  lens, 
emote  control  and  amazing  SRS  3D  sound  •  Dedicated  phone  support  and  RoadService  exchanges,  usually  within  24  hours. 

For  more  information  or  a  free  video  on  Epson's  award-winning  line  of  projectors, 
call  1-800-442-1977  (ask  for  Oper.  3111)  or  visit  www.epson.com. 

)son  is  a  registered  trademark  of  Seiko  Epson  Coip  Power  Lite  and  SizeWiSe  are  trademarks  of  Epson  America,  Inc  i&il998  Epson  America,  Inc  Proiected  image  simulated  for  publication 
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The  company  is  so  serious  about  cyberspace  that  it  ha 
2,000  AT&T  Labs  researchers  working  on  Net  technol 


strong  is  barreling  into  more  promising 
markets,  no  matter  the  risk.  For  exam- 
ple, he's  betting  he  can  deliver  local 
phone  service  and  high-speed  Internet 
access  over  cable-TV  networks.  That's 
why  he  agi'eed  to  buy  TCi  in  a  stock 
swap  valued  at  $48  billion  last  June. 
(The  value  has  risen  to  $57  billion  with 
the  rise  in  at&t's  stock.)  There's  just 
one  scary  detail:  Cable  telephony  is 
lar'gely  untested.  "It's  going  to  take  a  lot 
of  money  and  a  lot  of  time,"  predicts 
Timothy  F.  Price, 
the  president  and 
CEO  of  mci  World- 
Com Inc.'s  Commu- 
nications Div.  "I'm 
sure  glad  it's  them 
and  not  us." 

Pshaw,  says  Arm- 
strong, who  is  busy 
doubUng  his  efforts. 
On  Jan.  8,  AT&T  an- 


Rate,  which  carries  no  long-distance  or 
roaming  charges  for  cellular  customers, 
the  average  subscriber  bill  rose  to  $58 
a  month  in  the  third  quarter  from  $50 
six  months  earlier.  What's  more,  the 
company's  wireless  revenues  for  the 
third  quarter  jumped  19%,  to  $1.4 
bilhon — matching  the  industry's  growth 
rate.  "They're  setting  the  pace  for 
everybody  else,"  says  Jane  Zweig, 
executive  vice-president  at  researcher 
Herschel     Shosteck  Associates. 


ing  the  Web  chat  on  the  phone 
exchanging  phone  numbers,  at 
gotiating  with  America  Online 
provide  similar  sei^ices. 
URGENCY.  Armstrong  isn't 
there.  When  the  company  begi 
ering  telephone  service  over 
works  later  this  year,  it  will  use 
protocol  (IP)  technology  rather 
traditional  circuit  switched 
That  will  make  it  possible  for  a: 
fer  a  host  of  innovative  Net 
Customers 


How  Armstrong  Has 
Made  Good  on  His  Word 


PROMISE 


COST-CUTTING 


RESULT 


He  would  cut  15,000  to  18,000      :  By  offering  rich  severance 
jobs  in  two  years  to  reduce  AT&T's     packages,  Armstrong  eliminat- 
overhead  to  the  industry  average      ed  18,000  jobs  in  one  year  and 
of  22%.  i  is  close  to  his  overhead  target. 

nounced  agreements  i   focusing  al 


ample,  coul( 
their  voi( 
from  an  A' 
site.  "The 
over  insid 
said  Danie 
man,  pres 
AT&T  World 
vice,  in  an 
interview. 


with  five  smaller  ca- 
ble companies  so  it 
can  deliver  sej^vices 
to  5  million  homes 
in  addition  to  the  17 
million  TCI  cus- 
tomer's. And  AT&T  is 
continuing  to  nego- 
tiate a  similar  deal 
with  cable  giant 
Time  Wamer  Inc. 
BIGGER  BILLS.  The 
dealmaking  hasn't 


LOCAL  PHONE   ;  He  would  get  into  the  $100  billion 
SERVICE         ;  local  phone  market  for  business 
and  residential  customers. 


He  bought  Teleport  to  serve 
business  customers  and  plans 
to  acquire  TCI  to  attack  the 
residential  market.  He  has  also 
cut  deals  with  five  TCI  affiliates 
to  provide  telephone  service  over 
their  networks. 


WIRELESS       :  He  would  accept  below-industry 
;  average  revenue  growth  while 
i  attracting  high-profit  customers. 


With  the  help  of  Digital  One 
Rate,  which  carries  no  long- 
distance or  roaming  charges, 
AT&T  Wireless  is  matching  the 
industry  growth  rate — and 
attracting  profitable  customers. 


sources 
Indeed,  all 
the  AT&' 
researche 
noodling 
technologic 

That's 
Armstrong 
of  ui'gency 
ing  AT&T  i] 
nesses  vnth 
prospects 
distance.  H 


stopped  there.  After   \  ;   ing  not  onl 


confessing  to  ana-  INTERNATIONAL 

lysts  a  year  ago 
that  AT&T's  interna- 
tional operations 
weren't  delivering 
high-quality  sei^vices 

to  corporate  customers,  Armstrong 
quickly  set  about  fixing  things.  In  July, 
he  negotiated  a  joint  venture  with 
British  Telecommunications  PLC.  By  com- 
bining the  two  companies'  resoui-ces,  the 
duo  should  be  able  to  buy  or  build  a 
liigh-quality  international  network.  And 
Armstrong  bought  IBM's  Global  Network 
for  $5  billion  in  December,  giving  AT&T 
the  network  to  deliver  voice  and  data 
services  in  59  countries. 

Armstrong  also  is  boosting  the  com- 
pany's wireless  business.  A  year  ago, 
he  promised  to  improve  pj'ofitability  by 
attracting  high-revenue  customers — 
even  if  the  effort  cost  him  revenue 
gi-owth.  With  its  innovative  Digital  One 


He  would  increase  the  quality  of 
telephone  service  that  is  delivered 
to  corporate  customers  overseas — 
long  a  problem  for  AT&T  and  other 
U.S.  carriers. 


He  did  a  joint  venture  with 
British  Telecom  in  July  to  capi- 
talize on  the  British  company's 
global  reach,  resulting  in  better 
service. 


Little  noticed  among  the  flurry  of 
deals  is  how  Amnstrong  is  putting  to- 
gether the  pieces  to  make  AT&T  a  cyber- 
space colossus.  With  the  TCI  pui'chase, 
AT&T  will  get  majority  ownership  of 
@Home  Corp.,  which  provides  high- 
speed Net  access  over  the  cable  net- 
work. That's  in  addition  to  AT&T  World- 
Net,  its  dial-up  Net  service  with  1.4 
million  customers.  Still,  AT&T  wants  to 
provide  more  than  Intemet  access — it 
hopes  to  become  the  communications 
provider  of  choice  for  major  Web  sites. 
That's  why  it  has  cut  deals  with  Yahoo! 
Inc.,  Lycos  Inc.,  and  other  Internet  por- 
tals to  provide  services  such  as 
Chat'NTalk,  which  lets  cybernauts  suif- 


Net  but  al 
cal,  wireles 
temational 
to  kick-st 
enues.  "Sti 
ly,  he's  fillii 
the  holes,  but  the  major  holi 
Deutsche  Bank's  Conrad. 

Aimstrong's  work  is  fai*  froff 
After  striking  all  his  deals,  he  Y 
make  them  work.  Competitors 
company  remains  handicapped 
costs  and  old  technology.  "The 
aren't  teiribly  wonied  about  c 
with  AT&T  even  a  year  after  A 
has  been  there,"  says  Nacchio. 
strong  vows  that,  once  he's  d(j 
wiU  have  the  lowest  cost  netwc 
industry.  Given  his  track  rm 
promises,  maybe  competitor 
start  worrying. 

By  P<  tr, 
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IT'S  PAINFULLY  SLOW. 
LEAVES  A  SLIPPERY  TRAIL 
AND  HIDES  UNDER  A 
TOUGH  SHELL. 

MEET  THE  MOST 
COMMON  SPECIES  OF 
BUSINESS  SOFTWARE 
COMPANY. 


(DiLLius  Dallius  Implementus) 


glance,  all  software  companies  look 
nimble.  Then  the  implementation 
I.  Or  their  technology  trails.  And  you 
vhat  kind  of  species  you're  really 
with.  At  Lawson  Software, 
our  customers  on  the  leading  edge 
lology  is  one  of  our  biggest  strengths, 
ovative  business  management  systems  are 

to  utilize  web  technology,  enabling 
tomers  to  share  information  more 
nd  cost  effectively.  And  Lawson  is 

to  offer  Self-Evident  Applications,™ 
generation  of  enterprise  software  that 
illy  eliminates  training  costs.  At  the 


M2 


same  time,  we're  known  for  having  one 
of  the  shortest  client/server  implemen- 
tations in  the  software  industry.  How 
are  we  able  to  do  it?  By  designing 
our  financials,  human  resources, 
9  procurement  and  supply  chain  process 

suites  to  be  open  to  all  major  technologies,  we're 
able  to  make  complex  installations  faster 
and  easier.  And  we  can  offer  our  customers  the 
flexibility  to  move  to  the  next  database, 
user  interface,  network  or  hardware  platform 
that  comes  along.  For  a  whole  new  species 
of  software  company,  visit  Lawson  Software  at 
www.lawson.com/guide  or  call  1-800-477-1357. 
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THE  SHAPE  OF 
ROBOTS  TO  GOME? 

A  software  developer  envisions  self-directing  cubes 


Call  him  the  Pablo  Picasso  of  ro- 
botics. Joseph  Michael's  world,  af- 
ter all,  is  cubist.  By  patching  to- 
gether robotic  cubes  of  different 
sizes,  the  founder  of  Robodyne  Cyber- 
netics Ltd.  in  London  envisions  new 
families  of  smart  machines  for  a  host 
of  jobs — from  fighting  fires  and  inspect- 
ing the  inside  of  pipes  in  chemical  plants 
to  building  structures  in  space  or  prod- 
ucts in  factories.  That  includes  cloning 
themselves,  manufacturing  new  genera- 
tions that  would  become  ever  cheaper 
and  smaller — tiny  enough,  ultimately,  to 
battle  disease  inside  the  human  body. 

Mixing  sizes  of  cubes  can  yield  end- 
less variations.  Some  resemble  insects, 
others  look  like  forklifts.  And  the  clus- 
ters can  morph  when  the  cubes  slide 
over  and  around  one  another,  using 
grooves  on  their  surfaces.  Each  robot 
cube  would  get  its  own  microchip  brain, 
a  communications  system  for  talking  to 
the  other  cubes  in  a  cluster,  and  a  mo- 
tor. Most  would  have  ports  for  attaching 
mechanical  fingers,  tools,  or  wheels. 

Michael  calls  the  concept  "fractal 
shape-changing  robotics."  He  has  been 
honing  it  since  high  school,  after  his 
family  emigrated  to  Britain  from  India 
27  years  ago.  He  got  serious  about  the 
idea  after  graduating  from  the  Univer- 
sity of  Hull  in  1984  and  filed  for  his 
first  patent  in  1994.  Since  then,  he  has 
plowed  every  spare  penny  into  has  ro- 
bots—close to  $200,000  in  total. 

An  independent  software  engineer, 
Michael  says  he  makes  "a  very  good 
middle-class  living"  vmting  programs. 
But  you  would  hardly  know  it  from  the 
two  houses  in  North  London  where  he 
Hves  vdth  his  parents  and  a  brother. 
Machine  tools,  motors,  and  other  robot 
parts  litter  seven  rooms  and  a  base- 
ment workshop,  along  vdth  two  dozen 
prototype  cubes  ranging  in  size  from 
10  inches  per  edge  down  to  5  inches. 
TEXANS  INTERESTED.  Marketing,  though, 
has  gotten  short  shiift.  So  while  Michael 
has  won  prizes  at  six  industrial  compe- 
titions since  1995 — most  recently  at  last 
May's  Invention/New  Products  Exposi- 


tion show  in  Pittsburgh — his  work  is 
not  well  known.  Robot  experts  who 
have  toured  Robodyne's  Web  site 
(www.robodyne.com)  point  out  that  sim- 
ilar, so-called  reconfigurable  robots  ca- 
pable of  repairing  themselves,  have  be- 
come a  hot  topic,  and  some  say  Michael 
brings  little  new  to  the  party.  But  Jing 
Xiao,  director  of  the  National  Science 
Foundation's  robotics  program,  says  she 
is  "quite  impressed"  by  the  versatility  of 
Michael's  fractal  approach. 

The  market  may  soon  resolve  the  dis- 
agreement. NanoTechnology  Develop- 
ment Corp.  (ntdc),  a  Houston  startup. 


has  purchased  the  fii'st  fractal 
cense.  Its  initial  goal  is  a  bridge 
system  for  use  in  the  wake  of 
disasters.  A  bunch  of  big  cub( 
be  trucked  to  a  collapsed  bridge 
bots  would  "crawl"  across  the 
the  caved-in  section  of  the  bri( 
landslide  (table),  then  lock  tog 
form  a  rigid  structure. 

Bridge-building  is  just  for 
though,  says  ntdc  President  M 
Forbes.  The  ultimate  payoff  -w 
when  the  robots  are  outfitted  w 
and  installed  in  factories  to  mak( 
copies  of  themselves.  A  factory  m  | 
workers,  say,  would  crank  oq| 
clones  until  there  were  enough 
to  create  a  duplicate,  but  smaller 
for  making  0.1-mm  robots.  The 
suit  would  be  1-micron  cubes,  jus 
fraction  of  the  vridth  of  a  humaitl 

Clusters  of  such  robots  could 
grammed  to  navigate  blood  vesj 
excise  cancer  cells,  says  Michael 
Donald,  ntdc's  chief  technology 
and  head  of  advanced  researcfi 
cess  Multimedia  Technology.  CI 
bot  factories  the  size  of  a  gi-ain 
would  also  serve  up  a  cornuc 


A  BRIDGE  THAT  ENGINEERS  ITSELF 

Smart  cubes  could  rearrange  themselves  in  endless  configuratio 
to  perform  a  multitude  of  jobs,  including  construction 


1.  A  group  of  cube  robots  approaches  an 
obstacle,  such  as  a  landslide,  chasm,  or  river 
Cubes  in  top  layer  bolt  themselves  together  to 
form  a  rigid  platform. 


2.  After  the  top-layer  platform  slides 
the  obstacle,  the  cubes  on  the  end  lowl 
detach  themselves  to  form  a  bridge  foi| 
tion  on  the  left  side. 


3.  More  cubes  climb  up  and  hook  onto  the 
right  end  of  the  top  layer  This  top  layer  push- 
es ahead  across  the  obstacle,  to  shift  more 
cubes  to  the  left. 


4.  The  process  can  continue  until  all  c 
have  crossed  over  Or  the  cubes  can  cn 
temporary  or  permanent  bridge  in  the  v 
a  natural  disaster 
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Vrcstar   Advanced  global  communications  from  NTT. 

rcstar  offers  you  a  uniquely  reliable  global  connection.  In  fact,  no  one  offers  a  stronger  connection 
ith  Asia  and  the  Pacific.  In  Japan,  for  example,  NTT  has  been  providing  fully  dependable 
jmmunications  for  more  than  a  century.  As  one  of  the  world's  leading  telecom  providers,  NTT  can 
rovide  you  and  your  global  offices  with  an  unsurpassed  level  of  service.  From  round-the-clock 
ulti-language  assistance  and  business  support  to  emergency  backup.  Now,  connecting  with  Asia  is 
simple  matter  of  connecting  with  the  right  partner. 


® 
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Latin  America's  successful  efforts  at  foreign  debt  reduction,  liberalized  trade,  privatizati 
programs,  and  deregulation  of  financial  transactions  have  garnered  international  praise.  Y 
 )  woridAAide  economic  conditions  are  forcing  Latin  American  economies — considered  hot  ji 

one  year  ago — to  withstand  a  capital  freeze.  How  will  the  sodal,  political,  and  economic  fabric  of  t 
region  endure  this  climatic  shift? 

Don't  miss  the  broadest  coverage  and  most  insightful  analysis  of  the  challenges  confi-onting  t 
American  Hemisphere.  From  the  Asia  crisis  and  the  role  of  regional  trading  blocs,  to  multilatinas  a 
what  is  necessan,'  to  develop  a  truly,  sustainable  economy — we've  gathered  the  business,  political,  a 
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ALL  INDEX  FUNDS 
ARE  NOT  CREATED  EQUAL 


T.  Rowe  Price  Equity  Index  500  Fund.  For  over  eight  years,  our  Equity 
Index  500  Fund  has  helped  investors  hke  you  closely  track  the  S8kP  500®  Of 
course,  all  index  hinds  are  managed  to  mirror  the  index,  but  some  succeed 
better  than  others.  While  many  funds  impose  loads  and  some  have  expenses 
of  as  much  as  0.89%,*  our  combination  of  no  sales  charges,  competitive 
expense  ratio  with  no  12b-l  fees,  and  efficient  portfolio  management  offers 
performance  that  can  maximize  the  potential  of  your  investment. 

We  know  you  invest  in  a  mutual  fimd  for  performance.  But  you  also  invest 
for  convenience.  That's  why  our  funds  are  backed  by  a  commitment  to  the 
services  that  make  a  difference — knowledgeable  representatives,  24-hour 
access  to  your  account  by  phone  or  the  Internet,  portfolio  allocation  tools, 
consolidated  statements,  and  more.  Add  our  low  investment  minimum  of 
just  $2,500  ($1,000  for  IRAs),  and  you'll  know  why  our  Equity  Index  500 
Fund  stands  apart.  As  with  any  stock  fund,  there  will  be  price  fluctuation. 
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Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-541-6158 

www.  tiowepiice.com. 
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no  representation  regarding  the  advisability  of  investing  in  the  fund.  Fund  formerly  named  Equity  Index  Fund. 
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MICHAEL:  Design  prizes,  hut  litm 


goods.  "Anything  you  want,  y 
able  to  replicate"  at  home,  he 

McDonald  is  no  wet-behind 
idealist.  He  was  Control  Data 
man  in  charge  of  the  superco 
at  NASA's  Houston  facility  in 
1960s  when  NASA  was  racing 
President  John  F.  Kennedy's  p' 
put  a  man  on  the  moon.  He  w; 
out  of  retirement  by  the  pro; 
nanotechnology — building  almc 
thing  by  manipulating  individual 

A  key  champion  of  nanoted 
Eric  Drexler,  chainnan  of  the  F 
Institute  in  Palo  Alto,  Calif.  B 
sions  an  atomic-scale  "assemble 
smaller  than  Michael's  1-microi 
While  such  a  robot  is  still  in  tha 
Michael  says  his  scheme 
launched  today,  since  many  app 
don't  need  the  ultimate  l-micro| 
INVESTORS  SOUGHT.  For  exampM 
tiu'e,  appliances,  and  even  cai's  rj 
designed  faster  with  the  help  of  \ 
mm  cubes.  When  manager  need 
physical  model,  the  computer-; 
sign  system  could  send  the  conti 
car-size  duster  of  cubes,  whic 
shift  to  reproduce  the  design 

But  such  dreams  hinge  on 
NTDC  into  a  moneymaker.  So  f; 
not  gotten  past  square  one.  T| 
pany  needs  to  raise  $300,000  to 
first  cube  factory.  NTDC  made 
offering  on  the  Internet  last  sui 
up  to  200,000  shares  at  $5  each. 
$5,000  has  been  collected,  admits 
Paitly  that's  because  the  shares : 
istered  for  sale  only  in  New  Yoij 
Forbes,  who  has  sunk  almost  $1'  . 
his  own  money  into  the  project, 
approval  soon  to  expand  the  ci 
fering  to  other  states. 

If  NTDC  can't  raise  the  funds, 
says  he  will  take  liis  vision  to  .] 
that  fails,  he  vows  to  scrape 
$75,000  to  construct  a  bridge- 
prototype  himself.  Despite  the  ^. 
Michael  still  sees  a  cubist  futu 

By  Otis  Port  in  New  Yo 
Heidi  Dawley  in  London 
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RETURN! 

John  McEnroe's  hair  is  back! 

Look  at  the  pictures.  John  attacked  his  bald  spot  with  Rogaine  Extra 
Strength  for  Men.  And  he  beat  it.* 

Is  John  the  first  man  to  snatch  victory  from  the  follicles  of  defeat  using 
Rogaine  Extra  Strength?  Far  from  it. 

Fact  is,  for  4  out  of  5  men  with  moderate  hair  loss,  Rogaine  Extra  Strength 
for  Men  is  proven  to  regrow  hair  or  at  least  stop  hair  loss.** 

4  out  of  5:  those  are  nice  odds.  And  when  you  factor  in  our  Money  Back 
Guarantee,  you  really  can't  lose! 

It  works  for  you  or  your  money  back. 

Give  Rogaine  Extra  Strength  a  chance  to  work  for  you.  Use  as  directed  for  4  months.  Then 
!  you  be  the  judge.  If  you  haven't  begun  to  regrow  hair  by  then,  or  at  least  stopped  your  hair 
loss,  we'll  give  you  your  money  back.  Terms:  Register  with  us  and  save  original  receipts  and 
cartons.  If  not  satisfied,  submit  your  claim  within  30  days  after  4-month  trial.  One  refund  per 
household,  up  to  $135.  For  details  see  store  or  www.rogaine.com. 

*While  most  men  will  respond  to  Rogaine,  most  will  not  respond  as  well  as  John. 

** About  half  of  the  men  who  respond  to  Rogaine  have  moderate  to  dense  regroioth.  The  other 

half  at  least  stop  their  hair  loss. 

Use  only  as  directed.  Individual  results  vanj.  Not  everyone  responds  to  Rogaine. 

©  1999  Pharmacia  &  Upjohn  Consumer  Healthcare 
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It's  a  totally  different  way  to  stimulate  your  senses. 


The  Live!  experience  is  a  totally  different  way  to  interact  with  your  PC.  Our  multimedia  upg 
you  places  you've  never  been.  It's  seeing  and  hearing  for  the  first  time.  It's  being  there  without  e 
your  seat.  It's  the  adventure  of  a  lifetime.  Turn  your  PC  into  an  extraordinary  entertamment 
at^^rr  incredibly  affordable  price.  ^ 
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)  BY  NEIL  GROSS 


lORESTEP 
RD 

IS  VACCINE 

)ARD  APPROA('H  TO 

a  vaccine  is  to  select 
bstance  fi'om  the  out- 
i  virus  or  bacterium, 
;  it  to  prod  an  unin- 
jdy  into  making  anti- 
lat  can  neutralize  any 
r  strain  of  the  bug. 
11  scientists  tried  this 
1  on  HIV,  early  in  the 
denaic,  it  failed.  They 
zed  parts  of  Hiv's  en- 
^lycoproteins,  called 
hich  did  indeed  stim- 
itibodies.  But  these 
match  for  the  aids 
K  key  reason,  re- 
's learned,  is  that 
langes  shape  as  the 
5es  vWth  the  cells  it 
-and  the  antibodies 
lie  to  block  it. 
what  if  antibodies 
!  generated  against 
new  shape?  A  team 
its  at  the  University 
ana  and  New  York 
ty  conducted  an  ex- 
,  reported  in  the  Jan. 
of  Science,  in  which 
laged  to  captui'e  the 
;ein  in  the  act  of  fus- 
i  cell  receptors  and 
1  the  new  shape  be- 
jcting  it  into  mice, 
i  to  the  surprise  of 
ved,  this  ambitious 
ent  worked,"  write 
lerts  David  C.  Mon- 
id  John  P.  Moore  in 
upanying  commen- 
ifronted  vdth  a  new 
shape  that  offers  a 
Inerable  attack  site, 
i's  immune  systems 
itibodies  capable  of 
ing  a  wide  vaiiety  of 
ns. 

scientists  caution 
uly  effective  vaccine 
)  have  to  stimulate 
iuction  of  killer  T- 
'able  of  killing  Hiv- 
cells,  because  the 
is  alone  may  not  be 
Jofm  Carey 


HEAT  AND  LIGHT 
FROM  THE  FAR  SIDE 
OF  THE  MOON 

BILLIONS    OF  RESEARCH 

dollars  have  been  invested  in 
fusion  energy — the  nuclear 
reaction  that  keeps  stars 
burning.  For  these  bets 
to  pay  off  big,  how- 
ever, the  world 
could  use  more 
helium-3,  an 
isotope  that 
seems  to  be 
the  optimum 
fusion  fuel. 
Helium-3  is 
extremely  rare 
on    earth,  so 
researchers  are 
looking  at  the  moon. 

Helium-3  has  many  advan- 
tages over  the  radioisotope 
tritium,  which  is  now  the 
main  fuel  candidate.  Helium-3 
would  give  off  very  little  neu- 
tron radiation  when  fused 
with  hydrogen,  so  it  would 
take  longer  for  helium-3  fu- 
sion plants  to  become  haz- 
ardous. They  would  also  cost 
less.  Another  advantage  over 
tritium:  Helium-3  wouldn't 


lead  to  by-products  that  are 
both  toxic  nightmares  and  vul- 
nerable to  theft  by  teiTorists 
for  use  in  weapons. 

To  secui'e  a  supply  of  heli- 
um-3, the  U.  S.  Geological 
Survey  has  teamed  up  with 
space  scientists  at  the  uni- 
versities  of  Arizona  and 
Hawaii.  Their  computer 
,     simulations  point  to 
abundant  helium- 
3    deposits  on 
the  moon,  par- 
ticularly on 
the  far  side — 
enough  to  last 
for  centuiies. 
How  did  it 
get  there?  Re- 
seai'chers  say  the 
helium-3  blows  in  on 
the    solar    wind,  the 
stream  of  particles  emitted 
by  the  sun's  own  fusion  re- 
actions. Because  the  moon  is 
not  sheltered  fi'om  the  solar 
wind  by  an  atmosphere,  heli- 
um-3 has  been  accumulating 
there,  atom  by  atom,  for  mil- 
lennia. Of  course,  mining  the 
moon  cost-effectively  may 
prove  nearly  as  challenging 
as  perfecting  a  safe,  econom- 
ic fusion  reactor     Otis  Pari, 


MAKING  LIFE  EASIER  FOR  DIABETICS 

WITHOUT  CAREFUL  MANAGEMENT,  DIABETES  CAN  LEAD 

to  dire  complications,  including  stroke,  bhndness,  and 
heart  disease.  It  affects  an  estimated  120  million  people 
worldwide  whose  bodies  don't  produce  enough  insulin  to 
regulate  their  blood-glucose  levels  properly.  Many  dia- 
betics check  their  glucose  levels  frequently  by  pricking 
a  finger  to  draw  a  drop  of  blood  for  analysis  with  a 
home  testing  kit.  But  some  patients  find  this  procedure 
uncomfortable  and  fail  to  test  themselves  regularly. 

NEC  Corp.  wants  to  make  life  easier  for  diabetics.  It 
has  developed  a  new  mine  test  that  it  claims  can  give 
accurate  results  at  home  in  just  10  seconds.  The  tester 
is  a  pen-shaped  device  that  contains  a  tiny  glucose  sen- 
sor covered  by  a  semipermeable  film.  The  film  is  highly 
selective:  Glucose  in  the  urine  can  penetrate  it  and  bind 
to  the  sensor,  but  compounds  that  obscure  glucose  mea- 
surements, such  as  vitamin  C,  cannot.  Researchers  at 
NEC's  Central  Research  Laboratories  spent  five  years 
developing  the  device.  It  could  be  on  the  Japanese  mar- 
ket later  this  year,  pending  approval  by  Japanese 
health  authorities.  Irene  M.  Kunii 


INNOVATIONS 


■  On  the  Internet,  eveiyone 
now  knows  you  are  a 
sheep — and  quite  a  lot 
more — if  you  happen  to  be 
listed  in  Australia's  new 
Web-based  database  aimed  at 
breeders  of  high-quality 
merino  sheep.  For  years, 
breeders  down  under  have 
been  meticulously  evaluating 


their  sires.  That  information 
is  now  being  placed  online  at 
http://mss.anprod.csiro.au,  so 
breeders  can  select  rams 
with,  say,  high  wool  weight, 
for  heaviei"  fleeces.  Users  can 
also  study  the  genetic  rela- 
tionship among  different 
traits  to  precisely  tailor  their 
flocks. 

■  iAtlas  Corp.  of  Laurel, 
Md.,  has  a  scheme  for  shai-p- 
ening  Internet  search  tools. 
The  company  has  begun  ag- 
gregating corporate  data 
strewn  across  millions  of 
Web  sites — including  sites 
that  don't  provide  their  own 
search  functions.  iAtlas  has 
begun  demonstrating  a  site 
with  Inktomi  Corp.  that  lets 
users  slice  and  dice  their 
search  parameters  through 
a  dozen  pulldown  menus. 
The  pages  are  prescreened 
to  reduce  irrelevant  search 
results.  In  a  few  quick  steps, 
for  example,  you  can  quickly 
identify  and  search  all  large 
law  fu'ms  in  the  Boston  area 
for  a  particular  piece  of  in- 
formation on  intellectual 
property  rights.  iAtlas  has 
applied  for  nine  patents  on 
its  aggregation  and  search 
technology. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwjan@businessweek.com 
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DRAWING  A  BEAD  ON 
THE  HEADHUNTERS 

Federated  sues  a  search  firm  for  recruiting  one  of  its  execs 

When  Matthew  D.  Seira 
decided  to  leave  his 
job  as  chief  execu 
tive  of  Stem's,  a 
unit  of  Federated  De- 
paitment  Stores  Inc.,  to 
become  ceo  of  sports 
shoe     chain  Foot 
Locker  last  fall,  Fed- 
erated didn't  chalk 
up  the  loss  to  the 
combination  of  a  hot 
commodity  and  a  hot 
economy.  Nor  did  it 
look  inward  to  see 
how  it  could  have 
better  retained  a  key 
employee.    It  didn't 
even  sue  SeiTa  for  al- 
legedly  breaking  hi 
three-year  employment 
contract. 

Instead,  Federated  went 
after  the  executive  search  fu'm 
that  recmited  Serra  to  Foot  Locker.  In 
October,  the  comjjany  filed  an  unprece- 
dented suit  against  Herbert  Mines  As- 
sociates Inc.,  claiming  that  it  interfered 
with  Serra's  duty  to  fulfill  his  contract 
when  it  dangled  a  more  lucrative  offer 
from  Venator  Group  Inc.,  Foot  Lock- 
er's parent  company,  in  front  of  him. 
Says  a  Federated  spokeswoman:  "A 
third  party  is  not  part  of  that  contract 
and  is  interfeiing." 

"VEXATIOUS  AND  SILLY."  Beyond  that, 
Federatetl  refused  comment  on  the  suit. 
But  its  aggi'essive  move  is  sending 
ti'emors  up  and  dowai  the  swanky  coni- 
dor-s  of  the  countiy's  leading  seiU'ch  fimis, 
since  previous  suits  by  jilted  employers 
have  tai'geted  only  the  employee  or  the 
new  company.  Wliile  headhunters  have 
been  sued  for  raiding  their  own  clients' 
talent  pool  or  violating  noncompete  agi-ee- 
ments  by  sending  executives  to  rivals, 
none  has  ever  been  sued  for  doing  what 
headhunters  t>'])ically  do:  helping  precip- 
itate the  breakup  of  a  manager  and  his 
company.  Says  Scott  A.  Scanlon,  chair- 
man and  CEO  of  recniiting  industiy  con- 
sultant Hunt-Scanlon  Advisoi"s  of  Green- 


wich, Conn.:  "Tliis  lawsuit  is  a  tlu'eat  to 
the  entu-e  executive  search  profession." 

Neither  Venator  nor  SeiTa  will  com- 
ment on  the  suit,  but  Harold  D.  Reiter, 
president  of  New  York-based  Herbert 
Mines,  dismisses  it.  "[The  suit]  is  frivo- 
lous and  vexatious  and  silly,"  says  Reit- 
er. "We  abolished  slavery  130  years 
ago."  Still,  search  firms  are  watching 
the  case — still  months  from  trial — with 


WHAT  FEDERATED  SAYS 

Interfering  with  a  contract 
between  a  company  and  its 
employees  is  like  interfering  with 
any  other  contract — and  should 
not  be  allowed. 

WHAT  THE  HEADHUNTERS  SAY 

We're  simply  offering  executives 
what  they  deserve  m  a  free  soci- 
ety— job  choice.  The  decision  to 
leave  is  ultimately  theirs. 


trepidation.  They  fear  a  win  coi 
precedent  in  which  anyone  wli 
lure  a  contract-bound  execi 
greener  pastures  might  be  liabl 
leaving.  Since  many  top-level  e> 
have  employment  contracts,  tl 
have  a  chilling  effect  on  how 
fii'ms  do  business. 

But  not  everyone  thinks  re 
the  headhunters  would  be  a  b:« 
Some  hope  the  case  wUl  lead  t< 
accountability  for  the  profess- 
rently,  targeting  an  executi\ 
contract  is  not  an  absolute  nn 
cruiters  typically  ask  a  candid: 
has  a  noncompete  agreement 
current  employer,  and,  if  si 
the  com.pany  that  wanv 
him.  But  they're  not  ■ 
r'gally  to  do  mor. 
lawsuit  opens  the  > 
'Where  is  the  hm 
Garry  G.  Mathi; 
nior  partner 
Francisco  i 
ment  law  fui 
Mendelson. 
plaud  it." 

Federatei 
could  also  h: 
impact  on  ci 
grappling  v 
problem  of  i 
highly  skille' 
It's  a  key  is 
tmie  when  exjjl 
gi-owth  has  mai 
giing  to  stem  defection^ 
stricting  headhunters  would 
ways,  since  most  companies  an 
sides  of  the  issue:  Sm'e,  they 
hang  on  to  their  own  best  pe 
they  also  want  to  piu'sue  outsii 
Indeed,  one  of  the  ironies  of  thi 
cording  to  Herbert  T.  Mines,  ch; 
Herbert  Mines  Associates,  is  t 
erated  has  used  search  firnis  iii 
to  recruit  outsiders  using  the  s 
cediu'es  it  is  now  suing  over. 

Certainly    Federated's  c 
paints  a  picture  of  a  fairly 
search.  Serra,  a  well-regarde 
tive  who  had  been  at  Stern's  si* 
signed  a  three-year  contract  (iter 
in'Apiil,  1998.  It  stipulated  th 
divulge  trade  secrets  or  go  to 
But  after  being  contacted 
bert  Mines  in  the  spring  of  19 
decided  to  move  to  Foot  Lock, 
he  would  work  for  Venator  cij 
N.  Farah,  who  had  been  heacpt 
erated's  merchandising  unit  vo 
1993.  Farah  and  Seira  had  w  ■ 
gether  before:  In  the  late  1971 
repoited  dii'ectly  to  Sen'a  at  S  - 
Avenue.  Mines  says  that  Ve; 
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[f  you  could  see  into  the  future... 
iow  much  money  would  you  make?" 


'f  you  could  glimpse  through  a  crack  in 
time...  if  you  could  flip  through  tomor- 
row's newspaper  headlines... if  you 
•uld  see  what  the  .stock  market  had  in 
ore  for  investors. .  .would  you  look-' 
Of  course  you  would. 
And  would  you  get  rich?  Certainly  you 
uld  have.  Suppo,se,  for  instance,  you 
uld  have  known  that  buying  just  $1,000 
)rth  of  a  stock  called  Ballistic  Recovery 
stems  in  Februaiy  1996  would  have 
'Ided  an  820%  profit  just  4  months  later. 
Your  $1,000  investment  would  now  be 
irth  $8,200.  Had  you  inve.sted  $10,000, 
J  would  have  walked  away  with  $82,000. 
just  4  months. 

Likewise,  what  if  you  had  known  in 
ranee  about  a  company  whose  stock 
uld  skyrocket  days  after  large  earth- 
akes  slammed  cities  on  the  Pacific  Rim? 
re  enough,  you  would  have  made  90% 
)fits  on  Taylor  De\ices  within  months 
er  the  two  major  earthquakes  that  hit 
rthridge,  California,  and  Kobe,  Japan. 
Today,  their  incredible  "shock-absorbers" 
itect  hundreds  of  multimillion  dollar 
Idings  all  over  California  and  Japan. 
Of  course,  had  you  been  able  to  "see" 
0  the  future,  you  also  could  have  bought 
ck  in  Silicon  Graphics  long  before  they 
ped  Spielberg  engineer  the  mind-blow- 
computerized  effects  for  Jurassic 
7i.  And  if  you  had  done  so,  you  would 
>  profited  by  m%. 

he  secret  behind  triple-digit  profits 

Quite  simply,  if  you  really  want  to  make 
stantial  stock  market  profits,  you  have  to 
]  beyond  the  tip  of  your  nose.  You  have  to 
'W  how  to  read  the  future. 
\'ot  just  the  trends  or  the  forecasts.  Not 
giop  served  up  by  yow  average  news 
dilne  or  TV  talking-head  coverage, 
instead,  you  make  triple-digit  investment 
its  by  identifying  the  specific  details  of 
it.s  and  breakthroughs  before  thev  hap- 
impossible?  Not  at  all. 
u  fact,  it's  much  easier  than  you 
iht  think.  We've  just  finished  10 
ight  years  of  showing  thousands  of 
■stors  how.  And  now  I'd  like  you  to 
;e  these  kinds  of  profits,  too. 

How  to  turn  $2,000  into  $9,420 

ou  could  have  made  471%  profits  on  a 
irany  called  Mecklermedia.  Just  by 
sting  back  in  1995,  when  Taipan 
ved  readers  how  they  would  dominate 
then-new  fields  of  "multimedia"  and 

advertising."  Every  $2,000  invested 
Id  have  ballooned  to  $9,420. 
vnd  you  could  have  turned  that  $2,000 

$24.000  in  just  4  years  if  you  had 
sted  in  a  then  little-known  New  York 
ling  company  called  Aurora  in  1992. 
'Wise,  we  could  have  showed  you  how 


to  pocket  1 10%  profits  on  a  company  called 
Orbital  Sciences — just  by  knowing  that  a 
weird  publicity  stunt  surrounding  the 
funeral  of  LSD-guru  Timothy  Leary  would 
make  this  company's  stock  skyrocket. 

You  also  could  have  made  130%  profits  on 
the  Mexico  Fund — when  we  told  investors  it 
was  time  to  sell,y(/.v/  one  month  before  the 
peso  crashed  in  1994.  Likewise,  you  could 
have  made  900%  along  with  us — just  by 
knowing  to  sell  shares  of  Noise  Cancellation 
Technology  before  the  meltdown.  It's 
that  simple. 

In  fact,  you  also  could  have  made  142% 
investment  gains  in  China... and  another 
232%,  271%,  and  289%  profits  ju.st  before 
the  takeover  of  Hong  Kong.  Just  by  know- 
ing first  that  Asia's  boom  couldn't  last. 

And  in  fact,  this  is  exactly  what  Taipan 
readers  did.  They  also  made  257%  gains  by 
shorting  the  Nikkei  index  in  Japan... 205% 
profits  on  a  foreign  retail  chain  called 
Cifra...l50%  gains  on  Ti'akya  Cam... 323% 
on  Microvision... 

And  now  you  can  do  it  too 

Just  by  letting  Taipan'?,  uncanny  view  of 
the  future  show  you  when  and  how  to  invest. 
And  you  can  do  so  quietly... quickly... and 
with  near-certainty,  using  an  approach  that 
works  naturally  in  good  markets  and  bad. 
And  almost  always  in  places  you  might 
never  think  to  look  for  opportunity! 

This  isn't  smoke  and  mirrors.  We've 
assembled  an  unprecedented  personal  net- 
work of  scientists  on  the  cutting  edge. .  .gov- 
ernment insiders. .  .aggressive  traders  work- 
ing Wall  Street,  Chicago,  London,  and  Hong 
Kong... and  even  our  own  analysts,  whom 
we've  sent  (literally)  as  far  as  Siberia  in 
search  of  investment  opportunity! 

Of  course,  this  visionary  approach  isn't 
for  eveiybody.  It's  just  for  those  smart 
enough  to  understand  how  science... tech- 
nology...and  even  politics... can  shape  the 
future  of  their  investments. 

For  instance... 

•  Find  out  why  Taipan  experts  are 
convinced  that  the  next,  powerful 
earthquake  in  L.A. — not  more  than 
one  year  away — could  cause  another 
quake-protection  tech  company  to 
take  off. 

•  Find  out  which  breakthrough  biotech 
is  most  likely  to  create  the  cure  for  a 
terrifying  new  brain-melting  "prion" 
protein  strain  that  will  othemise 
leave  the  world  medical  community 
paralyzed.  Find  out  how  certain  com- 
modity investors  will  make  a  fortune 
on  the  coming  rise  and  fall  of  La  Nina- 
related  crop  disasters. 

•  Find  out  how  secret  military  threats 
from  China  will  cause  the  Asian 
.stock  markets'  final  collapse... dis- 
cover how  shocking  new  satellite 


data  prove  that  global-warming  was 
a  massive  mistake  (po.ssibly  even  a 
conspiracy).  And  how  the  end  result 
is  going  to  make  a  few  savvy  energy 
stock  investors  veiy  rich. 
These  are  the  new  visions  Taipan  is 
sharing  with  today's  smart  investor.  With 
exjierts  in  the  field. .  .scientific  projections 
and  proofs...  details  of  these  specific,  con- 
troversial future  events  that  will  shock  and 
enrich  the  portfolios  of  eveiy  investor  who 
listens.  I  sincerely  think  you'll  benefit  by 
joiuiny  them. 

Simply  senfl  me  the  reply  coupon  below. 
Or  call  our  toll-free  number.  I'll  send  you 
two  100-page  special  reports  that  will  show 
you  the  closely-guarded  secrets  behind  this 
kind  of  foi-ward-looking  investment 
approach... as  well  as  dozens  of  invest- 
ments you  should  be  getting  into  right  now. 
I'll  also  send  you  Taipan  eveiy  month  for  up 
to  24  months... and  special  password 
access  to  our  private  website  and  24-hour 
investment  hotline.  But  please,  don't  wait 
too  long  to  accept  my  invitation.  The  future 
is  practically  here  already... rfow'/  let  your 
chance  to  profit  from  these  opportunities 


pass  you  by! 


J.  Christoph  Amberger 
Publisher,  Taipan 


100%  Guaranteed  No-Risk 

YES!  I  want  to  glimpse  the  future. .  .and 
add  to  my  investment  profits.  Sign  me  up 
for  12  months  oi  Taipan,  plus  all  the  mem- 
bership benefits,  for  just  $89,  a  savings  of 
38%  on  the  usual  subscription  price. 

Best  offer:  Get  24  issues. .  .all  your 
membership  benefits. .  .and  a  special  42% 
savings... for  just  $139. 
REMEMBER— We'll  also  send  you  two 
100-page  special  reports  to  get  you  start- 
ed..  .plus  your  secret  password  for  access 
to  our  private  website  and  24-hour 
investors'  hotline! 

Lj  My  check  for  $  is  enclosed. 

(Please  make  payable  to  Taipan.) 

Man/land  rcsideiils  ptrnse  add  .5%  ailes  l(i.r. 

\   Please  charge  my:  □  VISA  : :  MC  u  AMEX 

Card  #  

Exj).  Date  

Signature  

Telephone  #  

In  (Vi.sc  we  hare  niiji  qiiestioiis  ahiiiil  your  order 

Name  

Address  


City/State/Zip  _ 


www.taipanonline.com/predictions/ 


Please  return  with  your  payment  to: 
Taipan,  1217  St.  Paul  Street 
Baltimore,  MD  21298-5984 


Order  Toll  Free:  1-888-278-9481 
Or  fax  your  order:  410-223-2548 
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o 

z  Celebrate  the  opening  of  the 

I  Cantor  arts  Center  at  Stanford  University 

< 

e  ffornicrlv  the  Stanford  Museum) 
S 

i  COMMUNITY  DAY 

\  Sunday,  f.inuary  24,  1999,  ioam  to  3PM  ( Admission  is  free) 

£  Dedication  Ceremony  at  12  noon 

;  Entertainment,  Refreshments,  Collections  in 

i  18  Caller les  and  the  Opening  Exhibition 

g  Picasso:  Graphic  Magician,  Prints  from  the  Norton  Simon  Museum 

< 

i  FO[<  MO  R[i  INFORMATION 

o-  Telcptmne:  650-723-4177      Website:  www.stanford.edu/dcpt/ccva/ 


2  lRIS£rB.GERALDCANTOR 

I   Center  jcr  Visual  Arts 
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aboratories  •  .'VEGIS  Insm  ancf  Sei  xiccs,  Inc.  •  Air  Products  and  (Chemicals,  Inc.  •  Ak/o  Nobel  •  Ak/o  Nobel  N.V. 
Muminum  •  Alcan  /Muminium  Ltd.  •  ALCOA  •  Allied  Signal  •  American  Express  •  American  Greetings  • 
a  Home  Products  •  American  hiternational  (iroup  •  American  Standard  •  Ameritec  h  •  Amoco  •  Amsted 
•s  •  Anadarko  Petroleum  •  Anlieuser-Bus{  h  •  AvSARCX)  •  ABB  Asea  P>ro\vn  Bovei  i  i  ,id.  •  Allanti(  Ri(  lilield  • 
OCAReiirsurance  l  'K»  Ballast  Nedam  N.V.  •  Bank ot  Americ  .1  •  Bankers  Ii  ust  •  BASF*  B.A.  1.  Industries  •  Baxtt>r 
anal  •  Beazlev  •  Beclitel  •  Bee  ton  Dic  kinson  •  BellSoutii  •  Beslloods  •  Bet/Dearborn  •  Boeing  •  Boi  clen  •  BP 


•  Bristol-Myers 
British  Petroleum 
.  King  •  Cargill 
Carolina  Power  & 
leridian  •  Cihase 
un  •  Chevron  • 

•  Chubb  8c  Son 

•  Citibank  "CNA 

«  Coca  Cola 
I  Palmolixe  • 
Coors  Brewing  • 
idastries  •  Credit 
it  Boston  •  Ci  um 

•  Dana  •  Darden 
nts  •  Deere  & 
.'  •  Deloitte  & 
Diageo  •  Digital 
It  Cor  poration  • 
er  •  E.I.  du  Pont 


Is  Your  Company 
On  This  List? 

The  general  counsel  of  these  corporations  are  managing 
rather  than  reacting  to  their  legal  costs.  They're  using 
mediation  and  other  cost-effective  alternatives  to  litigation. 

To  learn  more  about  this  highly  respected  non-profit 
coalition  of  major  corporations  and  firms,  contact 
James  F.  Henry,  President. 

CPR  institute  for  Dispute  Resolution 

366  Madison  Avenue,  New  York,  NY  1001  7 

Tel  212-949-6490   Fax  212-949-8859  Emailinfo@cpiadr.org 


trsCbmpany  •  Eastman  Kodak  Compass  •  Eaton  •  Eil  .\tochem  N.A.  •  Eli  Lilh'  •  Ernsi  Young  LEP  •  Exxon  • 
asurance  Group  •  Federal  Express  •  Fina  •  Fireman's  Fund  •  Ford  •  Cates  •  (ieneral  Electric  •  Cieneral  Mills 
\K)tors  •  Cieorgia  Cult  •  Ceorgia-Paciflc  •  (  iillette  •  (iiaxo  Wellcome  •  Coodwar  •  (.  I  E  •  Halliburton  • 
Cards  •  M.A.  Hauna  •  Harsco  •  The  l  Eii  tford  •  Hat  tford  Steam  Boiler  lns]>e(  tion  c^-  lnsuiau(c  •  1 1  lein/ 
•Hewlett-Packard  •  Hoechst  Corporation  •  EIo!ida\'  Inn  •  Honevwell  •  HSB( :  Holdings  •  IDEX  •  Imperial  Oil 
Uernational  Paper  •  ITT  •  John  Hancock  •Johnson  8.-  Johnson  •  Iviiser /Vlumiiuim  Chemical  •  Ivimberly- 
'MC  •  Kialt  Foods,  Inc.  •  Eiberty  Mutual  •  Eiie  Insurance  (iompam'  ol  Virginia  •  Eincoln  National  Corpora- 
glsland  Fighting  Co.  •  Eouisiana  L,and  and  Exploration  •  lAondell  Petrochemical  •  VIAPC'O  •  Marathon  Oil 
McDonalds  •  MCI  •  Medtronic  •  Merck  •  Metallgesellschalt  AC;  •  \\C  North  Americ  a  •  Mobil  •  Mons.uuo  • 
lotoiola.  Inc.  •  Motorola.  l  td.  (  E.lv. )  •  NationsBank  •  Nationwide  Insuranc  e  •  Ne  stle  S.,A.  •  Nestle  USA  •  New 
'Northern  Telecom  •  NoxaCare  •  Orange  and  Roc  kland  I  'lilities  •  Pacifu  Cas  c'v:  Eiet  trie  •  Parker  Hannitiu  • 
;rgy  'J.C.  Penney  •  PeiJsiCio  •  PetroFina  •  Pli/ei  •  Philip  .Morris  •  Philip  Morris  EurojX'  •  Phillij)s  PeUoIenm 
Home  Lile  •  PilLsburv  •  Pioneer  Hi-Bred  •  PlXi  Indusiries  •  Price  Walerhouse  •  Procter  lN  Gamble  •  Prudential 
^rvice  Electric  &  Cias  •  R:iytheon  •  Reliance  Naiion.d  Insurance  •  RJR  Nabisco  •  Rockwell  •  Rohm  c^-  Haas  • 

111  •  Safeguard  Scientitics  •  SBC;  (Communications,  Inc.  •  Schering  Plough  •  Shell  International  •  Shell  Oii  • 
mporation  •  SmitliKlinc^  Beecham  •  Son\  Electronics  •  Southc-rn  (ialifornia  Edison  •  The-  St.  Paul  ('ompa- 

I'arm  Insuranc  c-  ( Companies  •  Swiss  Re  .Amei  ic  a  •  leac  lu  i  s  Insuraiu  c-     ,\unuit\  •  Temple-Inland  •  I'enneco 

Texas  Instruments  •  4e\n  c)n  •  CiM  •  Toro  •  Tcnota  .Motor  Sales.  I  .S.A.  •  Travelers  •TRW  •  I  nilever  United  States, 

'n  Carbide  •  L  nion  Pacilic  •  Unisys  •  United  Paicel  .Service  •  U  SWTST  •  USE&:(7  Insuraiice  •  L'SX  •  \'iad  •  Waste 

?nt  •  Wells  Fargo  •  West\  aco  •  Williams  Companies  •  Xerox  •  Zurich  American  Insurance  •  Zurn  Industries 
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Spotted  It  yet?  It's  there,  in  the  seat.  You  see, 
with  Malaysia  Airlines  you  can  now  send  a 
Faxgram*  from  the  comfort  of  your  seat.  Just 
access  your  10.4  inch  *  personal  in-seat  touch 
screen  TVs  -  the  largest  in  the  sky  -  and  anyone, 
anywhere  is  a  fax  a    ay.  Add  70  hours  of 


movies,  music  and  games,  an  Interflora  service, 
travel  information,  and  news  that's  updated 
hourly,  and  you'll  understand  why  our  inflight 
experience  has  been  consistently  recognised  as 
one  of  the  finest  in  the  world.  Any  wonder 
then,  that  more  people  are  choosing  to  fly  us? 


*  In  ossocration  wit/i  &mish  Telecom-  Avoiloble  ^' 
board  B 74 7-AOOi  and  Bills  "  Progressively  beiiU 
our  fleet  of  6747-400S  and  6777s  in  First  and  Cf 
Economy  Class  passengers  enjoy  stondard-sizA 

http  l/maloysia-oirlines* 


ich  fatler  pay  package.  He 
lerra  provided  a  copy  ot  his 

•  Venator's  lawyers  to  exam- 
Tiaking  him  an  offer. 

ay  also  be  a  more  personal 
e  seemingly  straightforwarti 
Farah  left  Federated  to  be- 
.f  Macy's  in  1993,  Federated 
Dr  violating  his  noncompete 
and  prevented  him  from  go- 
k  there  for  nearly  a  year, 
veeks  after  he  started,  Fed- 
ht  Macy's.  Farah  quit,  iind  it 
t  Mines  Associates  that  ulti- 
ed  Farah  at  Venator. 
?  Federated  has  filed  for 
damages  and  an  injunction 
rbert  Mines  from  ever  con- 
one  at  Federated.  That  has 
conclude  that  their  real  goal 
ithers  avv^ay.  "The  point  of 
t  even  necessarily  to  collect 
ut  rather  to  ward  off  re- 
m  going  after  their  people," 
A.  Lord,  president  of  Exec- 
:h  Information  Services,  a 
advisory  service. 
J.  Cody,  Federated's  execu- 
;sident  for  legal  and  human 
ost  no  time  in  making  sure 
ters  understood  its  position, 
he  sent  out  a  letter  to  such 
search  firms  as  Heidrick  & 
nc.  and  Kenzer  Corp.  "A 
ey  executives  are  among  its 
.ant  assets  . . . ,"  it  says.  "By 
ederated  must  take  all  ap- 
;tion  to  protect  its  valuable 
its  employment  agree- 
:luding  legal  action  against 
s  who  interfere  with  those 

)rt  term,  the  strategy  could 
i  enthusiasm  of  some  re- 
go  fishing  at  Federated.  J. 
an,  vice-president  at  San 
arch  firm  Seitchik  Cor-win  & 
,  is  doing  a  search  in  which 
ame  Federated  candidates, 
irred?  Well,  it  makes  me 
nd  time,"  says  Convin. 
n,  though,  search  industry 
lave  been  quick  to  assume 
:ed  can't  won  the  suit,  since 
0  favor  the  individual's  right 
John  C.  Coffee  Jr.,  a  corpo- 
lecialist  at  Columbia  Law 
a  it  won't  be  dismissed  im- 
t  sounds  like  a  triable  suit," 

•  t  winning  could  create  as 
ms  for  Federated  as  it  does 

hij  hunters.  The  retailer's  own 
!'si  uld  face  a  backlash  from  po- 
C!  iidates  unwilling  to  join 
01'  ar  they  may  never  be  able 


NET  OPTIMIST: 

Z iff  CEO  Eric 
_  Hippeau 


ZIFF-DAVIS  IS  PRINTING 
IN  RED  INK 

Despite  Web-site  hoopla,  the  cyber-biz  publisher  is  hurting 


As  the  nation's  leading  media  com- 
pany dedicated  to  matters  cyber- 
netic, Ziff-Davis  Inc.  understand- 
ably caught  the  attention  of  investors 
when  it  launched  an  initial  stock  offering 
last  April.  After  all,  Ziffs  26  computer 
magazines,  including  heavyweights  PC 
Magazine  and  Computer  Shopper,  lead 
the  tech-magazine  industry  in  ad  rev- 
enues. The  company  has  a  tech-oriented 
television  channel  and  dominates  com- 
puter trade  shows  with  50  events  a 
year,  notably  the  fall  Comdex  extrava- 
ganza in  Las  Vegas.  Still,  by  October, 
Ziffs  stock  price  had  seriously  slumped, 
fi-om  the  IPO  price  of  151^  to  less  than  4. 

The  problem  was  that  for  all  its  con- 
nections to  the  fast-gi'owing  industry, 
Ziff"  itself  was  in  a  slump.  But  it  turns 
out  the  New  York  company  has  a  safety 
net:  the  Internet,  Wall  Street's  darling. 
In  December,  word  that  Ziff  planned  to 


offer  stock  in  its  popular  zoNet  Web 
site  ht  a  fire  under  Ziffs  shai'es.  They 
soared  80%  over  three  days,  to  20X. 

But  the  Internet  halo  effect  is  only 
obscuring  Ziff^s  weak  financial  picture. 
Publishing  still  contributes  two-thirds 
of  Ziffs  revenues — and  there,  it's  gush- 
ing red  ink.  Moreover,  the  company  took 
on  a  crashing  debt  load  under  its  Japan- 
based  parent,  Softbank  Corp.,  yet  it's 
paying  cash  to  buy  subsidiary  zuw  from 
Softbank.  And  despite  its  wobbly  per- 
formance, Ziff  has  shown  a  penchant 
for  showering  goodies  on  insiders. 
SWEET  DEAL  Case  in  point:  In  Septem- 
ber, with  its  stock  swooning,  Ziff  slashed 
the  exercise  price  for  its  executives  to 
pui-chase  stock  options,  from  16  to  6. 
Moreover,  the  favor  was  extended  to 
five  of  nine  chi-ectors — four  company  ex- 
ecs and  one  official  at  Softbank.  Ques- 
tions about  Ziff  and  Softbank's  financial 
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dealings  exacerbated  the 
share  slide  that  followed 
the  IPO.  Says  Charles 
Mehlhouse,  a  portfolio 
manager  with  Fortis 
Advisers  Inc.,  which 
dumped  160,000  shares 
last  summer:  "We  didn't 
like  how  they  were  do- 
ing things  at  all." 

Why  does  Ziff  appeal- 
to  be  in  such  sorry  fi- 
nancial shape?  For  one 
thing,  advertising  in  its 
computer  magazines  is 
off  since  1997.  Falling  retail  prices  for 
['('s  have  hurt  small  manufactm'ers  and 
cuitailed  theii-  ad  outlays.  In  1998,  Ziff s 
ad  revenue  was  dovra  7.6%,  to  $653  nul- 
Hon,  says  Adscope  Inc. 
BIG  DEBT.  That  doesn't  explain  why  Ziff 
has  run  foui'  year's  of  red  ink  while  chief 
competitor  cmp  Media  Inc.  remains  prof- 
itable— even  though  cmp's  titles  have 
endured  then-  own  ad  falloff.  The  dif- 
ference? Ziff  has  to  sei-vice  an  onerous 
$1.5  billion  debt  load.  The  borrowing 
spr-ee  started  with  the  company's  1994 
purchase  by  For'stmann  Little  &  Co. 
from  the  Ziff  family.  It  intensified  with 
the  1996  sale  to  Softbank,  which  now 
owns  72%  of  Ziff. 

The  result:  Ziff  is  barely  covering  its 
debt  ser-vice.  Add  in  hefty  char"ges  for* 
Ziff s  r-ich  acquisition  pr-emiimis,  and  the 
result  is  a  1998  loss  of  $78  milhon,  ac- 
cording to  estimates  by  Menill  Lynch  & 
Co.  analyst  Laur-en  Rich  Fine.  That's 
10%  worse  than  1997's  showing,  on 
slightly  lower  revenues  of  $1.1  billion. 

Given  Ziffs  problems,  some  analysts 
are  troubled  that  it  is  paying  cash  to 
buy  assets  from  Softbank's  ceo  and  con- 
trolling shar'eholder;  Masayoshi  Son.  Ziff 
ponied  up  $370  million  about  a  year'  ago 
to  buy  znNet  and  other  operations  fi'om 
Son's  finance  vehicle,  MAC  Corp.  And 
now,  Ziff  is  in  the  process  of  paying  $85 
milhon  to  mac  for  ZDTV.  Ziff s  rationale 
is  that  this  will  allow  closer  integr'ation 
of  its  var-ious  tech-media  properties. 

It's  easy  to  understand  why  Son 
needs  the  money.  Dogged  by  Asia's  eco- 
nomic distr'ess,  softwar'e  distr'ibutor  Soft- 
bank suffer'ed  a  $22  million  loss  in  the 
six  months  ended  last  September. 
Though  Softbank  is  sitting  on  unr'eal- 
ized  gains  from  some  hot  investments — 
including  an  early  stake  in  Yahoo! — that 
doesn't  help  its  cash  position.  Son  was 
not  available  to  comment,  but  Ziff  cEO 
Er-ic  Hippeau  defends  Softbank's  deal- 
ings. He  notes  that  ear'ly  last  year.  Son 
lightened  ZilTs  bimlen  by  for'giving  $900 
million  of  ZifTs  debt.  "That  was  a  big 
help,"  says  Hippeau. 


LOAN  MAVEN:  Softbank's  Son 


25  --- 


No  doubt.  But  at  the 
same  time,  Ziff  bor'- 
rowed  $1.5  biUion  from 
other  lenders  to  repay 
the  r'emainder  of  its  debt 
to  Softbarrk,  effectively 
shifting  Ziffs  debt  to 
bondholders  and  banks. 
Those  outside  creditors 
wer'e  much  less  forgiv- 
ing, as  Ziff  found  out 
last  fall  when  its  lagging 
finances  violated  cash- 
flow covenants.  To  satis- 
fy  banks,  Ziff  now  pays 
a  higher'  interest  rate.  ZifTs  chief  financial 
officer,  Timothy  O'Er^ien,  acknowledges 
that  Softbank's  loan  had  no  such 
covenants.  Says  one  portfolio  manager 
who  sold  his  Ziff  stock  last  fall:  "Sofl^bank 
took  care  of  itself  at  Ziff-Davis'  expense." 
Moreover,  Softbank's  stake  in  Ziff  is  now 
worth  more  than  $1  biUion. 

Investors,  tr-oubled  by  the  financial 
machinations  and  mounting  losses, 
dumped  Ziff  shares  through  the  spr-ing 
and  summer'.  Fom'  sepa- 
r'ate  class  actions  wer'e 
filed,  alleging  that  Ziff 
execs  must  have  known 
befor'e  the  IPO  how  poor 
the  ad  outlook  was  for 
the  remainder  of  1998. 
The  company  won't  com- 
ment on  the  litigation, 
but  the  risks  of  possible 
ad  softness  were  men- 
tioned in  its  offering 
pr'ospectus.  The  stock 
slide  halted  only  after 
Ziff  announced  in  Octo- 
ber it  would  cut  costs  by 
tr-imming  10%  of  its  3,800 
employees  and  closing 
three  magazines. 
OFF-TRACK.  What  r'eally 
got  the  stock  moving  in 
December  was  news  of 
the  ZDNet  stock  sale.  The 
deal  is  expected  to  raise 
$114  million  in  Mar'ch 
tlu'ough  the  sale  of  a  tr'acking  stock  that 
is  supposed  to  muTor  only  Ziff s  Internet 
oper-ations.  zoNet  ftu-nishes  just  2%  of 
Ziffs  revenues  and  is  losing  money.  But 
investors  think  the  popular-  site — which 
contains  softwar'e,  computer'-buying  help, 
and  other'  tech  infor-mation — has  big  po- 
tential to  dr'aw  Web  advertising.  And 
znNet's  losses  ar'e  narrowing,  to  $7.6  mil- 
lion in  the  fir-st  nine  months  of  1998.  The 
site  also  has  a  gr'owing  audience.  Its 
page  views  in  October  wer'e  up  76%  from 
a  year  ear'lier 

But  the  real  pr'oblem  with  the  ZD- 
Net  offering  is  where  the  $114  million  is 


INTERNET  FEVER  LIFTS 
ZIFF  S  STOCK... 
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MILLIONS  Of  DOLLARS  *EST. 
DATA  ZIFF-DAVIS  INC..  MERRILL  LYNCH  &  CO, 


headed — into  Ziffs  general  cot 
pay  down  debt,  not  directly 
sexy  Internet  business.  Robeil 
Lehman   Brothers   Inc.'s  co;. 
finance  expert,  says  tracking-st  k 
ceeds  almost  always  are  rest 
the  activity  for  which  they'i 
"This  is  damn  odd  for  Ziff  to  < 
Daniel  E.  King,  an  analyst  at 
St.  Secur'ities  Inc.,  a  Chicago 
age  with  a  strong  tech  focus, 
defends  the  move,  vowing  that !; 
agement  will  ensur'e  zoNet 
capital  it  needs. 
PROFIT  OPTION.  Meanwhile,  : 
ment  has  protected  itself.  'W- 
stock  dipped  into  the  low  sinj 
last  fall,  boar'd  member's  voted  t 
options  for  800  Ziff  managers  ai 
employees.  The  repr-iced  optioi 
they  can  begin  to  exer'cise  ii 
affect  CEO  Hippeau,  three  othe 
ecs  who  are  directors,  and  R 
Fisher,  head  of  Softbank's  U. 
tions.  At  the  ciurent  pr-ice  of 
peau's  gain  on  his  1.1  million  ( 
ah'eady  worth  ; 
lion,  .$11  milli 
than  it  would  li 
without  the  rep 
addition.  Son  a 
nance  chief,  ^ 
Kitao,  have  bt 
the  r-ight  to  re 
ditional  optioi 
says  Ziff  CFO  0 
though  they  hs- 
elected  not  to  tt 
Exempted  are 
pendent  direct(5 
Hippeau  andl 
dent  director  n 
Lazarus,  a  foi 
crosoft  executiv 
the  repricing  a' 
keep  talent  fri 
ing  ship.  But  b 
ing  the  benefit 
dir'ectors,  Ziff  1 
tur'bing  new  gi' 
compensation 
Graef  Cr'ystal:  "For  a  board,  tli' 
potential  for  conflict  of  interesT 
Hippeau  insists  Ziffs  ciurei 
ties  will  pass.  Once  computer  ] ' 
bilize  and  advertisers  return^ 
sidelines,  he  says,  publishing  wi?^ 
Plus,  he's  counting  on  fora.\  s  ii 
ter-net  and  TV  to  push  Ziff  J 
Ti'ouble  is,  that  won't  happen 
And  Hippeau  concedes  magazirji 
pect^  for  199i)  I'emain  lousy.  Allf 
citement  over  a  Web  site  cany 
fact  that  ZifTs  shiny  model  of  o 
per-ity  is  wavering  on  the  screj<- 
By  Larry  Light  in 
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Ai  piice  lot  model  2»6-20U  Actual  piiccs  may  vary.  MHi  denotes  microprocessoi  iincinal  clock  speed  only;  other  factors  may  also  altecl  application  perfotiriance  GB=1  billion  tjytes  when  releiting  lo  haid  dri«e  capacity,  arjajssible  capacity 
il  to  in  this  ad  include  an  operating  system  IBM  product  names  are  trademaito  ol  International  Business  Machines  Corpoiation  Intel  Inside  and  Pentium  ate  reoisteied  liademarks  ot  Inlel  Corporation  <&I9!19  IBM  Corp  AH  lights  reserved 


in 


iTel 


side] 


in: 


pentium*!! 


lALL.  DESIRABLE. 

T  ENOUGH  ABOUT  THE  PRICE. 
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INTRODUCING  THE  IBM  THINKPAD'  390  SERIES 


The  new  ThinkPaij  390's  price  Isn't  necessarily  its  most  attractive  feature.  Its  slim  design  also  hides  a  powerful  Intel*  processor 
(up  to  266  MHz),  a  huge  active  matrix  screen,  built-in  CD-ROM  and  floppy  drives,  stereo  speakers  and  a  high-speed  internal 
modem.  For  less  than  $1,800'  this  neat  little  package  puts  e-business  within  reach  of  small  business  professionals 
everywhere.  And  that's  a  big  deal.  See  the  full  line  of  ThinkPads  at  www.ibm.com/thinkpad  or  call  1 800  426  7255.  ext.  5028. 


^  tools 


Intel  processors  (up  to  266  MHz)  /  Up  to  4.3GB  hard  drive  / 12.1"  or  14.1"  TFT  screen  /  CD-ROM  /  From  $1,799* 
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Mixing  Business  with  Pleasure  by  Lincoir 


Puzzle  =6 


ACROSS 

L  Internet  "garage  sale"  site 

5.  Get  an  effon 

Flip-chan  stand 

14.  Iced-tea  altemanve 

15.  .AZT,  for  one 

16.  Give  a  speech 

1~.  #  1  airline  in  the  intra- 
Califomia  market 

19.  Gore  and  Perot  once  debated  it 

20.  Federal  budget  bureau:  Abbr. 
21  Nonstandard  contraction 

22.  Frequent  baseball-game 
sponsor 

23.  Harmonious  relationship, 
for  short 

24.  Special-interest  groups:  .\bbr. 


27.  Bntish  Airways  former  name 
30.  Medal  of  Freedom,  for  one 
32.  Pubhc  prosecutors:  Abbr. 
35.  Cosmair  fragrance 

38.  Oscar  Renta 

39.  Computer  use  in  business:  Abbr. 

40.  Short-term  corporate  debt 

43.  ^X'ith  34  Down,  spending 
la\ishly,  perhaps 

44.  Piccadilly  Circus  statue 

45.  Avoid  a  court  action 

46.  "Smoking"  alternative 

47.  Dental-insurance  plan  name 

49.  Fifth  word  of  ".^menca" 

50.  Nickname  for  Dallas 
5L  Big  name  in  shoes 
54.  Lvpensive 


57.  Inflanon  ad\isor  for 
President  Carter 

58.  Nashville  Network  owner 
6L  Like  some  congestion 

63.  Reed  and  Weill's  employer 

65.  Out  of  the  way 

66.  Ke>Ties'  field:  Abbr. 

67  Onetime  Connecticut 
governor  Grasso 

68.  Collar  stiffeners 

69.  MoNTiihan  s  birthplace:  Abbr. 

70.  Electronic-organizer  name 

DOWN 

L  Standard  Oil  of  New  Jersey, 
formerly 

2.  Period  of  rapid  economic 
growth 


3. 


'Rub-_ 
a  tub" 


.-dub,  three  mer 


4.  Chinese  statesman  Sun 

5.  First  name  of  Polaroid  > 
founder 

6.  Like  L  Oreal 

7.  Remove  from  office 

8.  Troop  group:  Abbr. 

9.  Very  long  time 

10.  Some  OPEC  ministets 
1 L  Place  for  valuables 

12.  Diminutive  suffix 

13.  Corporate-jet  develope 
18.  Minimal  money,  so  to 

23.  Con  game 

24.  Tofvrated 

25.  Unveils  a  new  product 
with  "out" 

26.  Vineyard  unit 
.27  Kormcl  product 

28.  Maine  college  town 

29.  Mideast  capital 
3  L  Type  of  poet 

32.  High  degree  of 
knowledge 

33.  Designer  Simpson 

34.  See  43  Across  i 

36.  "  say  more?" 

37.  Second-quality,  as 
merchandise:  Abbr. 

4L  fusion  (physicist's  a\ 

42.  Business-envelope  i 
abbreviation 

48.  Explosive  mixture  I 

50.  Bush's  treasury  secret.) 

52.  Tsingtao  Brewer)'  s  hi  •) 

53.  Projecting  comer:  .Ablj 

54.  Genetic  engineer's  mM 

55.  Toward  the  dawn 

56.  Pacific  Rim  locale 

57.  "  derriere"  (see  page 

right) 

58.  Inflation-based  salary- 
increase:  Abbr. 

59.  Merrill  Lrach  symbol 

60.  Unasked-for  e-mail 

62.  Inspirational  speaker 
Brown 

63.  Board  member,  usuall 
-Abbr. 

64.  One's  good  name,  foij' 


For  .ulswers  to  this  puzzle: 

Turn  to  page  124  in  this  week  s  issue  of  Business  \X'eek  or  \isit  XILxing  Business  with  Pleasure  by  Lincoln  on 
\\-\\Av.husiness\veek.com  ( URL:  \\-\\-sv.business\veek.com/ adsection/ puzzlesbylincoln/index.htm) 
Puzzle  created  hv:  Stanle%  Newman. 


i  LINCOLN 


1-800-446-8888 


Kick  derriere. 

i 


Powerful  luxury  SUV  on  the  continent.  It  pampers  seven  passengers  in  three  rows  of  leather-trimmed  seats  While  it  tows  up  to 
Over  a  mountain.  With  an  attitude.  Call  1 800  446-8888,  visit  wwwlincolnvehicles.com  or  see  an  authonzed  Lincoln  Navigator  dealer 


oin  Navigator.  What  a  luxury  [ 


should  be. 
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Every  mofning,  coffee 
cup  in  hand,  Todd 
Brown  pai'ks  liimself  in 
fi'ont  of  iiis  computer  15  min- 
utes before  the  futures  mar- 
kets open  at  8:30  central  stan- 
dard time.  He  logs  into  his 
account  at  zap  Futures  and 
prepares  for  action.  His  game 
is  the  Standai-d  &  Poor's  500- 
stock  index  futiu'es  contract, 
and  his  goal  is  to  make  $500 
before  10  a.m.  That's  when  he 
staits  his  real  job  selling  soft- 
ware fi'om  liis  Houston  home. 

Lil<e  Brown,  gi'owing  num- 
bers of  investors  are  using 
their  PCs  to  get  into  the  listed 
derivative  markets.  They're 
ch-awn  by  better  trading  sites, 
reams  of  free  financial  data, 
and  i^lummeting  commissions. 
Until  recently,  most  of  the  on- 
line action  focused  on  stock 
and  stock-index  options.  In 
December,  for  example, 
Charles 
Schwab  exe- 
cuted 10,000 
online  option 
transactions,  neai'ly  50%  more 
than  a  year  earlier.  But  on- 
line futures  trading  is  now 
taking  off,  thanks  in  part  to 
the  advent  of  smaller  con- 
tracts aimed  at  retail 
investors. 

PINT-SIZED.  The  most  popular 
is  the  "E-mini,"  introduced  by 
the  Chicago  Mercantile  Ex- 
change in  1997  as  a  pint-sized 
version  of  the  s&p  500  con- 
tract. Tlie  E-mini  is  valued  at 
one-fifth  of  the  lai'ger  s&p  con- 
tract (currently  worth 
$318,500)  and  requii'es  a  mar- 
gin payment  of  as  little  as 
$i,m  (vs.  over  $1(5,000  for  its 
big  brother).  The  E-mini 
trades  on  Globex2,  the  Mei'c's 
24-hour  electronic  network. 
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INVESTING 


That  means  an  ordei"  placed 
from  a  Web  site  can  get  ex- 
ecuted in  seconds.  "We  can 
connect  orders  directly  with 
the  Merc's  trade-matching 
engine,"  exijlains  Thomas  Pe- 
terffy,  CEO  of  Timber  Hill 
Group,  which  offers  online 
trades  in  the  E-mini  for  $9.90 
per  contract. 

The  Chicago  Board  of 
Trade  is  making  a  similar 
pitch  to  small  investors  with 
the  Dow  Jones  contract.  In- 
troduced in  October,  1997,  just 
months  after  the  E-mini,  the 
Dow  Jones  contract  is  worth 
10  times  the  value  of  the  av- 
erage ($96,199  as  of  Jan.  11) 
and  i-equires  a  downpayment 
of  $4,8Ci0.  But 
unlike  the 
Merc,  the 
CBOT  has  yet 
to  allow  online  customers  di- 
rect access  to  its  electronic 
network — it  doesn't  want  to 
steal  business  from  the  trad- 
ing floor.  You  can  place  ordere 
for  the  Dow  Jones  and  other 
('BOT  products  onhne,  but 
there's  no  real  advantage  over 
phoning  them  in  to  a  broker. 

The  E-mini  and  Dow  Jones 
contracts  ai"e  simple  dii-ection- 
al  plays,  meaning  they  follow 
the  mai'ket  when  it  goes  up  or 
down.  That  differe  fi-om  index 
options,  which  reflect  mai'ket 
volatility  and  don't  always 
miiTor  the  undei'lying  indexes. 
Ti'ansaction  fees  on  futures 
ai"e  also  tyi>ically  less  than  al- 
ternatives such  as  Standard 
&  Poor's  Depositary  Receipts, 


index  funds  that  are  traded 
on  the  American  Stock  Ex- 
change. You'd  have  to  buy  514 
SPDRs  to  get  the  same  invest- 
ment exposure  as  one  E-mini 
contract  worth  $64,000.  But 
you'd  have  to  put  up  half  of 
the  price  of  the  SPDRs  in  cash 
and  $117.50  in  annual  man- 
agement fees. 

Not  suiprisingly,  online  bro- 
kers are  sci-ambling  for  E-mini 
action.  William  Kaiser,  presi- 
dent of  ZAP  Futures,  says 
about  25%  of  his  s&p  500  cus- 
tomer have  switched  to  trad- 
ing the  E-mini  on  Globex2, 
and  "volumes  are  doubling 


about  every  three 
More  than  30  fiiTn 
line  ftitiu'es  tradin 
growth  has  them 
improve  their  Web 
Before  you  set 
count,  bear  in  mil 
tures  trading,  p; 
without  a  broker,  is 
way  to  play  the 
you  can  find.  Fufts; 
tracts  are  leven 
margin  requireme  trf 
as  5%.  So  they  ar  ie; 
volatile  than  inde: 
stocks.  They  also 
downside  risk  th 
funds,  or  options, 
you  can  lose  buyin 
put  and  call  optic 


HOW  TO  GET  SOME  PR 


m 


Within  six  months,  the 
Dow  Jones  industri- 
als will  plunge  15%. 
Long-teiTn  interest  rates  will 
again  slide  below  5%.  And,  by 
the  way,  feare  of  winter  dam- 
age to  the  Florida  orange  crop 


are  overblown 
can't  get  low© 
things  to  be  ti 
was  willing  to 
them — pretem 
So  on  Jan.  5, 1 
the  Auditrack 
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Online  Trading  Options 


BROKER 


JACK  CARL  FUTURES 

800  621-3424 
www.jackcarl.com 

LIND-WALDOCK 

800  445-2000 
www.lindonline.com 

TIMBER  HILL 

312  986-2360 
www.interactivebrokers.com 

ZAP  FUTURES 

800  441-1616 
www.zapfutures.com 


$9.90 


$20-$29 


your  investment, 
s,  you're  obKgated 
contract.  If  the 
ves  against  you, 
:o  ante  up  more 
.intain  your  posi- 
g  your  downside 

of  the  high  risks 
futures,  the  Com- 
ires  Trading  Com- 
(uires  brokers  to 
her  futures  trad- 
able activity  for  a 
stors  must  sign  a 
;knowledging  they 
eir  entire  invest- 
Tiore.  Since  bro- 
.imately  responsi- 
des,  most  won't 


accept 
investors 
with  a  net 
worth  of 
less  than 
$50,000. 
With  each 
tick  on  the  E- 
mini  contract  rep- 
resenting $12.50, 
split-second  execu- 
tion time  is  a  ma- 
jor selling  point  for  online 
brokers  (table),  zap  Futui-es 
executes  E-mini  trades  in 
two  to  three  seconds,  says 
Kaiser.  It  has  tbree  commis- 
sion rates:  $20  per  contract 
for  accounts  over  $100,000, 
$23  for  accounts  over  $10,000, 
and  $29  for  accounts  under 
$10,000.  ZAP  has  some  inter- 
esting features.  For  $250 — 
less  if  you  trade  often — a 
month,  the  zap  Total  Ti-ading 
Platform  offers  real-time 
quotes,  commodity  price 
charts,  and  news.  You  can 
also  hsten  to  a  commentator 
in  the  S&P  500  pit  at  the 
Chicago  Merc.  Kaiser  says 
hearing  the   bid   and  ask 


prices  live  is  invaluable  for 
determining  the  market's  di- 
rection. But  you'll  need  to  be 
familiar"  with  the  language  in 
the  pits:  "Offered  at  a 
half . . .  half  bid  . . .  one  and  a 
half  paper. . .  two  even 
straight  now." 

Timber  HUl  boasts  two-sec- 
ond execution  times,  but  of- 
fers just  three  contracts:  the 
E-mini;  the  Swiss-franc  de- 
nominated Swiss  Market  In- 
dex; and  the  Dow  stoxx  50,  a 
large-cap  European  index. 
The  ftnn  recently  began  mar- 
keting its  online  service  to 
retail  customers  and  is  beef- 
ing up  its  Web  site.  But  don't 
go  to  Timber  Hill  expecting 
hand-holding.  "We  don't  want 
people  looking  to  us  for  ad- 
vice online,"  says  Vice-Presi- 
dent David  Downey. 

Jack  Cai"l  Futiu'es  is  an  on- 
line u{>and-comer.  After  some 
problems  last  year,  its  web 
site  is  vastly  improved.  The 
firm  charges  $25  for  a  day 
trade  and  $30  for  an 
overnight  E-mini  order  If  you 
want  to  talk  to  a  broker 


COST  PER  CONTRACT  COMMENT 

$25  ;  Lots  of  free  content, 

\  including  historical 

\  charts 

$15  :  Good  program  for 

and  up         ;  analyzing  trading 

i  strategies 

i  Two-second  execution, 

i  fastest  in  the  industry 

Full  of  bells  and  whistles, 
:  such  as  live  audio  from 
the  Merc  floor 

about  the  trade,  you  pay  $43. 

The  site  offers  a  lot  of  fi'ee 
content,  including  news  head- 
lines, historical  price  charts, 
mai'ket  commentaiy,  and  eco- 
nomic reports.  As  with  most 
sites,  the  really  useful  stuff 
costs  extra.  You'll  have  to 
fork  over  $130  per  month  to 
get  Signal  Online,  which  pro- 
vides the  content  for  many 
broker  Web  sites,  including 
sopliisticated  chaits  and  port- 
folio management  programs. 

While  Lind-Waldock,  the 
largest  discount  futures  bro- 
ker, offers  online  trading,  it 
would  rather  have  clients 
maintain  a  relationship  with 
a  broker.  That  helps  weed 
out  inexperienced  traders. 
Still,  Lind  knows  the  future 
is  online  and  intends  to 
launch  an  improved  Web  site 
in  February. 

Futm-es  markets  aren't  for 
everyone.  Fortunes  can  been 
made  and  lost,  sometimes  in 
seconds.  But  if  you  under- 
stand the  risks,  opportunity  is 
now  as  close  as  your  key- 
boar-d.      Andrew  Osterland 


?ram  offered  through 
d  of  Trade  (www.cbot. 
simulation  lets  you  learn 
/ou  put  up  real  money. 
>T  because  it  gave  me 
n  the  Dow  Jones  and 
nd  contracts.  Non-CBOT 
n  hogs  and  frozen  or- 
)(2  per  trade.  All  my 
et  orders,  which  go 
rrent  price  and  remain 


open  until  I  buy  or  sell  the  same  con- 
tr-act.  I  sold  two  Dow  Jones  March  con- 
tracts, worth  10  times  the  index,  at  95.44, 
which  means  the  mar'ket  exjoects  the 
Dow  win  trade  at  9544  in  March.  When 
the  contract  matur-es  on  the  thuxl  Friday 
of  Mar-ch,  I  will  profit  if  the  Dow  has  fall- 
en below  9544.  I  also  bought  a  June  bond 
contract  worth  $126,040,  the  price  of  a 
$100,000  30-year-  Treasury  bond  at  8%. 
I  expect  hog  prices  to  rebound  quickly, 


so  I  bought  two  Febrniaiy  contracts 
(80,000  pounds  of  hogs)  at  36.57^  per 
pound.  I  sold  a  Mai'ch  or-ange  juice  con- 
tract (15,000  poimds)  at  98.75^  per  pound. 

As  of  Jan  11,  my  short  on  the  Dow 
was  dovm  $2,920;  my  long  position  in 
bonds  was  down  $1,875.  My  short  on  or- 
ange juice  was  off  $540;  the  hogs  contract 
was  up  $2,100.  So  far  I'm  out  $3,235.  But 
I  still  have  time  for  my  trades  to  prove 
theu"  merit.  Andrew  Osterland 
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COMIVIENTARY 

By  Mike  McNamee 

WHY  THE  ROTH  NEEDS  A  REVAMP 


If  Congi'ess  were  a  business,  it 
would  be  thinking  hard  about  a 
relaunch  of  its  latest  financial 
product,  the  Roth  ira.  This  brand  of 
individual  retirement  account,  inau- 
gurated a  year  ago,  got  glowing  re- 
views and  drew  heavy  showroom 
traffic.  But  sales  have  been  mixed, 
hampered  by  stiff  up-front  taxes  and 
confusing  rales.  The  result:  The 
hefty  revenues  Congress  hoped  to 
reap  from  the  Roth's  first  year  prob- 
ably won't  materialize. 


Roth  because  Congress  set  higher  in- 
come limits  and  didn't  bar  workers 
with  employer-backed  pensions  from 
opening  accounts.  In  fact,  lawmakers 
thought  Roth  IRAS  would  be  so  ap- 
pealing they  gave  owTiers  of  old-style 
IRAS  the  right  to 
switch.  If  your  income 
is  below  $100,000,  you 
can  cash  out  your  traditional  ira  and 
put  the  money  in  a  Roth  account 
without  penalty.  But  you  will  have  to 
pay  income  tax  on  the  eaiTiings 
and  any  deductible  contribu- 
tions in  your  old  ira.  To  soften 
that  blow  and  encourage  people 
to  pay  taxes  that  otherwise 
wouldn't  be  due  for 
decades,  Congi'ess  allowed 
anyone  who  converted  in 
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The  stampede  into  Roth  hasn't  materiaUzed. 
Financial  planners  blame  confusing  rules 
and  a  tight  one-year  window  for  educating 
clients  on  the  new  IRA's  benefits 


Part  of  the  1997  Taxpayer  Rehef 
Act,  the  Roth  put  a  new  twist  on  the 
old  IRA  formula.  Traditional  iRAs  let 
eligible  savers  deduct  up  to  $2,000  a 
year  in  contributions  from  their  tax- 
able income  and  defer  taxes  on  the 
account  until  the  funds  are  with- 
drawn after  age  59%.  Roth  ira  de- 
posits are  not  deductible,  but  earn- 
ings ai'e  exempt  from  taxes. 

Many  more  taxpayers  qualify  for  a 


1998  to  spread  the  tax  bill  over  four 
years.  That  option  has  now  expired. 

While  a  majority  of  IRA  holders 
could  profit  by  switching  to  a  Roth, 
mutual  fimds  and  brokerage  firms 
say  fewer  than  10%  of  their  ira 
clients  converted  last  year.  Trae,  a 
rush  to  convert  before  the  yearend 
boosted  the  numbers  some:  Vanguard 
reported  3,000  calls  about  conversion 
a  day,  or  150%  over  the  predicted 


volume,  in  mid-December.  Evei 
that  surge,  "we're  didn't  see  th| 
versions  we  expected,"  says  C 
tine  S.  Fahlund,  a  financial  pla 
at  the  T.  Rowe  Price  fund  fanii 
RAISE  INCOME  LIMITS.  Congies^ 
blame.  Financial  pi 
say  a  one-yeai"  win»; 
for  converting  and 
spreading  out  the  taxes  didn't  g  n  a 
enough  time  to  educate  clients  ( ■> 
benefits  of  switching.  The  notioi  'p. 
paying  rather  than  postponing  t  B:  j 
"runs  counter  to  everything  wett/j 
mally  tell  clients,"  says  Dee  Le(  6 
Harvard  Financial  Educators  in  a  i, 
vard,  Mass.  Many  ira  clients  fe  ^r.'j 
Congress  will  renege  on  its  vo\^tt  i 
exempt  Roth  iRAs  fi'om  taxes  ft  m: 
That's  not  likely,  because  the  H  ; 
boom  constituency  for  Roth  i  i 
401(k)s,  and  other  retii'emer »- 
counts  will  form  a  powerful  r;- 
savings  political  bloc.  But  ( a  l 
gi-ess  should  extend  1998's 
special  tax  treatment  for  1 1: 
converters  who  act  betweif-  ; 
now  and  the  end  of  2  'h  ; 
should  eliminate  conls; 
by  creating  one  set  ( i 
come  limits  for  convt 
and  new  accounts.  An 
should  raise  new-account 
come  ceilings — now  $150 
for  couples,  $95,000  for  ; 
gles — and  let  savers  put 
$5,000  a  year  into  a  Rotl 
These  changes  are  essei: 
Congi-ess  wants  interest  in  Ro 
IRAS  to  build.  The  demand  is  c't 
ly  there:  Merrill  Lynch's  iRA  v/l 
has  already  doubled  from  1997p 
1998,  with  Roth  iras  making  i| 
of  the  total.  "It  stimulated  int( 
all  IRAS,  without  cannibalizing 
traditional  accounts,"  says  J: 
Carthy,  Merrill's  manager  of  tij 
product  development.  Firms  e: 
another  surge  of  interest  befoij 
15,  the  deadline  for  making  a 
bution  to  a  1998  account.  Conj 
needs  to  improve  the  Roth  IR- 
that  these  surges  can  turn  in' 
steady  flow  of  fimds  and  help 
Americans'  woeful  savings. 

McNamee  covers  tax  issTiesi 
Wasfmigton. 
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3wStation" 

ou  use  it  for  is  your  business. 


Polycom®  ViewStotion™  videoconferencing... 
Pov/erful  Communication. 

Need  to  close  that  deal  before  your  competition  does?  Like  to  make 
a  remote  branch  office  feel  less  remote?  Or  perhaps  you'd  simply 
ke  to  up  those  status  meetings  with  your  favorite  customers  to 
every  week.  Of  course,  nothing  is  as  effective  as  face  time. 
Providing  you  have  the  time  to  travel.  But  when  you  can't  leave  the 
office,  there's  ViewStation  by  Polycom.  Videoconferencing  with 
ViewStotion  takes  you  across  the  world  and  back,  all  before  lunch. 

V/ith  ViewStation,  the  world's  #1  selling'  group  videoconferencing 
system,  your  point  is  always  easily  delivered,  loud  and  clear. 
Priced  at  less  than  $6000  and  packed  with  more  performance  and 
features  than  other  systems  selling  at  prices  significantly  higher, 
ViewStation  is  your  hands-down  choice  to  make  what  you  soy  mean 
more.  Discover  for  yourself  just  how  far  ViewStation  can  take  yoi 
without  you  ever  having  to  leave  the  office. 

Coll  today  to  arrange  for  your  personal, 
free  ViewStation  demonstration. 

1-800-262-1212  or  www.polycom.com 

Easy,  tiassle-free  four-way  videoconferencing  is  now  a  reality! 
Ask  about  ViewStation''""  MP,  ftie  newest  addition  to 
our  ViewStation  family  of  products 


POLYCOM 

,\dviwced  Telecpiiierencing  Sohitiom 


C  {  a  r  i  t  y 


POLYCOM 


•Based  on  units  shipped  for  3  montfi  penod  ending  6/30/98  Source  7/27/98  TdeSpan  Polycom®  ond 
the  Polycom  logo  design  are  registered  trodemarks  and  ViewStation™  is  o  trodemarV  of  Polycom,  Inc. 
©1998  Polycom,  Inc.  All  rights  reserved 
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FUND  WATCH 


■  With  a  total  return  of 
over  84%  last  year,  Robert 
Dowlett's  Millennium 
Growth  Fund  finished 
1998  just  0.0083  of  a  per- 
centage point 
behind  the  top 
diversified  U.  S. 
stock  fund, 
Transamerica 
-J*  J  ;  Premier 

s  Aggressive 
""^Mgl^^  Growth  (BW— 
July  27).  Sen'or 
Writer  Robert 
Barker  chats  with  the  31- 
year-old  money  manager. 
Q:  How  did  you  do  it? 
A:  It's  a  large-cap, 
growth-oiiented,  technolo- 
gy-flavored strategy. 
We've  been  sticking  with 
Dell  Computer,  Lucent, 
Cisco. 

Q:  Those  aren't  exactly 
unknown  stocks.  Wfmfs 
different  far  you? 
A:  Because  of  the  $10 
milhon  size  of  the  fund,  it 
allows  us  to  be  more  flex- 
ible. We  executed  a  trade 
in  Amazon.com  that 
[alone]  added  a  few  per- 
centage points  in  return. 
We  were  able  to  get  in 
and  get  out  a  couple  of 
days  later  to  ride  the 
trend.  These  trades  are 
just  not  possible  in  a  $10 
bilUon  fund  if  you  want  a 
meaningful  effect  on  the 
fund's  return. 
Q:  Your  worst  mistake? 
A:  Not  having  a  fai*  big- 
ger position  in  some  of 
the  leading  Intemet  com- 
panies— Yahoo!  and  Ama- 
zon and  Broadcast.com. 
Q:  Why  3i%  in  cash? 
A:  There's  room  for  fear 
[in  the  market].  That 
would  allow  us  some 
opportunities. 
Q:  If  prices  fall,  what 
ii'onld  you  buy? 
A:  I'm  looking  at  Pixar 
or  At  Home.  Or  compa- 
nies like  Network  Solu- 
tions or  InfoSpace.com. 

For  an  expanded  version,  go  to 
www.businessweek.com/today. 
iitm  or  AOL,  keyword:  BW  Daily. 


A  PAUSE'  BUTTON 
FOR  TUBE  JUNKIES 


You  arrive  home  too 
late  for  the  start  of  a 
whodunit  on  TV,  so 
you  spend  the  rest 

of  the  hour  trying  to  catch 
up  with  the  plot.  Or  maybe 
you  were  watching  at  the  be- 
ginning, but  just  as  a  key 
scene  was  about  to  confirm 
your  suspicions  about  the 
culprit,  the  phone  rang  and 
pulled  you  away. 

Tube  junkies  no  longer 
have  to  contend  with  these 
in-itants,  thanks  to  new  tech- 
nology that  caused  a  splash 
at  January's  Consumer  Elec- 
tronics Show  in  Las  Vegas. 
In  March,  Replay  Networks 
and  TiVo  each  plan  to  intro- 
duce set-top  boxes  that  will 
let  you  i-ewind  or  pause  a  tv 
progi'am  even  as  it  is  being 
broadcast.  Satellite  sub- 
scribers who  buy  EchoStar's 
new  $500  Model  7100  re- 
ceiver will  also  be 
able  to  pause  a 
telecast  for  up  to 
30  minutes.  So 
when  that  ill-timed 
phone  call  internipts 
the  action,  you'll  hit  a  button 
and  later  resume  watching 
from  where  you  left  off. 
PERSONAL  CHANNELS.  These 
devices  have  disk  drives  like 
the  ones  inside  yoiu"  P('.  In- 
coming TV  signals  are  com- 
pressed, recorded  onto  the 
hard  drive,  then  decom- 
pressed in  a  split  second.  In 
fact,  you  can  replay  the  stait 
of  a  show  at  the  same  time 
the  device  is  recording  its 
conclusion. 

Replay  and  TiVo  also  aim 
to  personalize  TV  viewing  so 
you  can  find  the  programs 
you  want  to  see  and  watch 
them  at  yom-  leism-e.  For  ex- 
ample. Replay  lets  you  set 
up  customized  channels.  You 
could  create  an  X-Files  chan- 
nel by  having  Replay's  search 
software  scan  a  database  to 


find  and  automatically  record 
each  episode  of  the  series. 
Similarly,  if  you  can't  get 
enough  of  Tom  Cruise,  the 
system  can  find  all  the 
movies  or  talk 
shows  featur- 
ing the  actor, 
and  then  record  them.  The 
device  updates  channel  guide 
information  by  phoning  a 
server  in  the  middle  of  the 
night.  To  avoid  running  out 
of  storage  space,  you  can  tell 
the  device  to  replace  older 
shows  as  new  ones  are  aii'ed. 

TiVo  func- 
tions in  mucli 
the  same  fasli 
ion,  with  some 
differences. 
Just  as  Ama- 
zon.com makes 
recommenda- 
tions to  its 
Web  site  cus- 
toniei's  based 


YOUR  Lif-E 


ELECTRONICS 


programs  on  their 
avoid  overloading 
diive.  Fortunately,  e 
and  Replay  boxes la- 
port  that  lets  you"a' 
contents  of  the  hare 
tape.  As  PC  owne 
hard  chives  can  eras 
happens  with  eithei 
devices  wliile  they'ri 
by  then-  one-year  w 
the  companies  wil 
the  broken  hard  dri 
The 
aren't 
Repla; 
with  10  hours  of  sti 
set  you  back  $699 
with  14  and  28  houi 
age  will  cost  $999  ai 
respectively.  But 
doesn't  charge  a  mr 
for  access  to  its  > 
TiVo  gives  you  10 


on  theii'  previous 
orders,  TiVo 
guesses  at  what 
you  might  like  to 
watch,  based  on 
your  viewing 
habits.  So  if  you 
like  ER,  TiVo 
might  recom- 
mend Marcus  Welby,  M.D. 
reruns.  On  the  TiVo  remote 
contr-ol  are  thumbs-up  and 
thumbs-down  buttons  so  you 
can  tell  the  service  of  your 
preferences.  TiVo  says  it  will 
not  reveal  youi'  name  in  shar- 
ing such  data  vrith  mai'keters. 

The  technology  has  limits. 
Without  a  splitter,  you  can't 
record  one  channel  while 
watching  another,  like  you 
can  using  a  vcR.  Viewers 
who  like  to  record  for  pos- 
terity vrill  still  want  to  tape 


REMOTE  CONTROL 

With  these  new  set-top  devic 
can  stop  a  telecast,  take  tha 
ill-timed  phone  call, 
and  resume 
watching  where 
you  left  off 


storage  and  is 
expected  to  go  for 
around  $500— mod 
els  with  greater  stf- 
age  capacity  will  r- 
more.  But  you'll  hilt 
pay  about  $10  a  m 
data.  You'll  eventua  ! 
to  buy  Philips  Elecpi 
sets  with  a  TiVo  sp 
vice  and  Du-ecTV  s;- 
ceiver  built  in.  Novle 
Should  you  stii 
Friends,  Frasier,  oth 
ball  game?  Edwai  ( 
 h- 
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or  a  faster 
ax  refund 

lick  send 


IRS  e-Jilc  is  today's  way  to 
file  your  income  tax — and 
get  your  refund  back  in 
half  the  usual  time.  Even 
faster  with  Direct  Deposit! 

If  you  prepare  your  tax 
return  on  your  PC  or  Mac, 
take  the  next  step  and  file 
it  electronically  too. 

Click!  IRS  e-Jile  is 
fast,  simple,  accurate  and 
secure.  And  you  can  e-file 
24  hours  a  day,  7  days 
a  week. 

Do  you  owe  more  tax? 
You  can  still  e-file  your 
return  now,  get  fast  proof 
of  acceptance  from  the 
IRS,  but  then  wait  until 
April  15th  to  make  the 
payment.  One  option 
allows  you  to  authorize 
a  withdrawal  from  your 
bank  account  on  the 
date  you  choose,  up  to 
April  15th.  Another  option 
allows  you  to  pay  with 
your  credit  card. 

Any  questions?  Check 
the  IRS  Web  site  at 
www.irs.  us  treas.gov 
or  your  ta.x  preparation 
software. 

IRS  e-file.  It's  the  fastest 
way  to  get  a  tax  refund. 


Click.  Zip. 
Fast  RauND  Trip. 


Personal  Busines 


YOUR  LIFE 


HEALTH 


THERE'S  HOPE  FOR 
THOSE  ACHING  JOINTS 

Since  Carol  Wil- 
liamson was  diag- 
nosed with  rheuma- 
toid arthritis  in  1987, 

she  has  tried  almost  every 
drug  available.  But  "nothing 
really  helped 
that  much," 
says   the  70- 
year-old  retired  secretary 
from  Sugarland,  Tex.  The 
pain   in   her   fingers  and 
wrists  got  so  bad  that  she 
had  to  give  up  driving  and 
even  had  trouble  opening  a 
soda  can.  "I  had  just  about 
given  up  hope,"  Williamson 
says.  Then,  two  months  ago, 
she  started  taking  a  new 
anti-inflammatory  drug,  En- 
brel.   Today,   she  "iiiiii""" 
has  little  pain,  can 
use     her  hands 
freely,  and  plans  to 
resume  driving. 

Enbrel  repre- 
sents one  of  a  num- 
ber of  important 
advances  in  the 
treatment  of  arthri- 
tis, a  condition  that 
affects  43  million 
Americans — one  in 
six.  "We  haven't 
had  a  new  drug  for 
arthritis  in  over  a 
decade,  and  this 
year  we  have  sev- 
eral," says  Dr. 
David  Fox,  chief  of 
the  rheumatology 
unit  at  the  Univer- 


sity of  Michigan  Medical 
School  in  Ann  Arbor. 

The  new  medicines  are  the 
result  of  long-running  stud- 
ies into  the  two  most  com- 
mon fonns  of  the  disease:  os- 
teoarthritis and  rheumatoid 
arthritis.  Osteoarthritis  oc- 
curs when  the 
cartilage  in  a 
joint  deterio- 
rates, causing  the  bones  that 
meet  there  to  rub  against 
each  other.  Rheumatoid 
arthiitis  results  from  an  im- 
proper immime  response  that 
chi'onically  inflames  and  even- 
tually destroys  joints.  Symp- 
toms for  both  include  joint 
pain  and  stiffness,  sometimes 
with  unsightly,  painful  nod- 
ules and  swelling. 


The  latest 
drug  to  hit  the 
market  is 
Celebrex,  ap- 
proved Dec.  31 
by  the  Food  & 
Drug  Administra- 
tion for  both  fomns 
of  arthritis.  Cele- 
brex is  the  first  of 
a  class  of 
nonsteroidal  anti- 
inflammatory 
drugs  known  as 
cox-2  inhibitors.  They 
act  by  blocking  enzymes  in- 
volved in  joint  inflammation 
while  sparing  cox-i  enzymes 
that  protect  the  gastroin- 
testinal lining,  cox-2  in- 
hibitors are  less  likely  to 
cause  stomach  ulcers  and 
bleeding  than  commonly 
used  drugs  such  as  aspirin 
and  ibuprofen  (like  Advil  or 
Motrin),  wliich  suppress  both 
enzymes.  Another  cox-2  in- 
hibitor, Vioxx  from  Merck,  is 
expected  to  get  fda  approval 
soon.  But  some  insui-ers  may 
not  cover  these  drugs  be- 
cause of  theii'  expense.  Cele- 
brex costs  $2.40  wholesale, 
vs.  2c  for  generic  ibuprofen. 
SPONGE  ACTION.  Enbrel, 
from  Immunex  and  Wyeth- 
Ayerst,  got  the  go-ahead  in 
November  for  rheumatoid 
aitluitis.  It  works  by  mimick- 
ing a  receptor  for  tumor 
necrosis  factor,  or  TNF,  a  ])ro- 
tein  involved  in  inflammation. 
"Enbrel  essentially  sops  up 
TNF  like  a  sponge,"  says  Dr 


Trade-offs  in  the  Pain  Game 


Arthriti 
Resourc( 


ARTHRITIS 
FOUNDATIOI 

800  283-780 
www.  arthritis.! 


DRUG/MANUFACTURER 

ACTION 

SIDE  EFFECTS 

CELEBREX 
(Searle,  Pfizer) 

Suppresses  enzymes               :  Diarrhea, 
that  promote  joint  inflammation ;  abdominal  pain 

ENBREL 

(Immunex,  Wyeth-Ayerst) 

Mimics  receptor  for 
protein  in  inflamed  joints 

;  Injection-site 
:  reactions 

ARAVA 

(Hoechst  Marion  Roussel) 

Targets  fast-growing  white  blood 
cells  that  trigger  inflammation 

:  Diarrhea,  rash, 
;  hair  loss 

CORTICOSTEROIDS 
(Various) 

Hormones  that  suppress  inflam-  :  Weight  gain, 
mation — and  the  immune  system;  diabetes,  hypertension 

NONSTEROIDAL  ANTI- 
INFLAMMATORIES (Various) 

Inhibit  enzymes 
involved  in  joint  inflammation 

:  Stomach  ulcers, 
:  intestinal  bleeding 

METHATREXATE 
(Various) 

Cancer  drug  that  suppresses 
all  fast-growing  cells 

:  Infections, 
liver  failure 

NATIONAL  INSTI 
OF  ARTHRITIS 
MUSCULOSKEL 
&  SKIN  DISEA! 

301  495-448 
www.nih.gov/ni 

Frank  Arnett,  direc 
rheumatology  uni| 
University  of  Texa 
School  in  Houston. 

More  TNF  antagj 
coming,  such  as 
Remicade,  which 
prescribed  to  treat  | 
disorder  Crohn's 
for  rheumatoid  aa 
Hoechst  Maiion  Roi 
ava,  an  immunosu 
that  got  a  green  lig 
tember  Arava  ta 
fast-gi'owing  white  | 
involved  in  infla 
ilar  drugs  destroy  I 
developing  cells  an| 
to  oi'gan  failure. 

Augmenting  phd 
cals  are  new  app| 
physical  therapy, 
tors  now  recommefl 
tients  do  special  e| 
retain  function  in 
prevent  farther  dg 
help  avoid  drugsJ 
weight  and  aerobil 
■  traction,  i( 
sage,  joiij_ 
realigned 
don't  weili 
ly  on 
Arthritis! 
also  beri 
hydrothej 
as  water! 
which  pp 
gi-avity-dil' 
to  strengi 
cles  aroil 
Along 
drugs,  iC 
proachesia 
arthritis  u 
get  hacV^o 
everythi' 
popping 't' 
of  soda  tfii 
car.    Ka  J 
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When  running  a  department,  there  are  no  dress 
rehearsals.Which  is  why  you  need  a  server 
that  dehvers  an  unforgettable  performance 
daily.  Designed  with  our  Highly  Parallel 
Systems  Architecture  and  dual  Pentium  II 
.ors,  the  new  Compaq  ProLiant  3000  has  all  the  power  you 
\nd  the  unmatched  availability  to  handle  today's  demanding 
mental  applications.  To  see  how  it  outperforms 
npetition  and  performs  under  budget,  contact 

^  penti_um'»|[ 

ompaq.com/servers/performance  or  1-800-AT-COMPAQ. 


i^MPAQ  Better 


answers. 


FOR  AD  RATES  AND  INFDRMATIGN 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


businessweek 


Marketplace 


BUSINESS  WEEK  MARKETPLA  0 
500  NORTH  MICHIGAN  AVENUE,  SU 
CHICAGO,  IL  60611 


Corporate  Gifts 


Men's  Footwear 


MEN:  BE  TALLER!! 


Tired  ol  being 
shorf  Tiy  our 
quality  footwear 
HIDDEN  hGight- 
increasing  fealure 
INSIDE  shoe  No 
OVERSIZED 
HEELS!  Will  make 
you  r-r  TALLER  dependiixi 
Extremely  comloflable  Si 


;tvte  OVER  100  STYLES  AVAILABLE 

>12Wtd1h5  B-EEE  In  business 
over  55  years  MONEY-BACK  GUARANTEE,  Call  or  write  lor 
FREE  color  catalog 

ELEVATORS*  y 

RICHLEE  SHOE  COMPANY,  DEPT  eW91 
PC  BOX  3S66  FREDERICK,  MD  21705 


1-800-290-TALL 


MAKE  A  BIG  HIT 

Logo  &  Personalized  Golf  Balls 


U)i£Mm. 
PRECEPT 
Pinnacle 

MAXFLI. 


*«  *  ®  *  •  # 


CD-ROM  Equipment 


Easy  to  CD  COPIER 
use!  No.^^^ 
computer  «M^^|^ 
needed.  ■HP'^^ 


by  Princeton  Disc 


800-426-0247 


Home  Furnisliings 


r     Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HoMEWAv  Furniture  Company 
P.O.  Box  1  548,  Mt.  Airy,  NC  27030 
^  (800)  334-9094  (336)  786-6151  ^ 


Education  /  Instruction 


@ 


COLUMBIA 
BUSINESS 
SCHOOL 


Columbia  Executive  Education 
Learning  that  powers  performance.' ■ 


UPCOMING  COURSES 


Finance  and  Accounting  for  the  Nonflnancial  Executive 

(Mar  21  -  26)    (Jun  13  -  18) 
The  Transition  to  General  Management 

(Apr  18  -  30)    (Oct  31  -  Nov  12) 
Emerging  Leader  Development  Program 

(Mar  14    19)    (Dec  12  -  17) 


Men's  Footwear 


MEN'S  WIDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  •High  quality  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55A  Hmgham,  MA  02043 
1  -800-992-wiDE  www.wideshoes.com 


Asian  Consulting  Services 


Asia's  Crisis  Is  America's 
Business  Opportuniit 


Expert  consultation  on  Asian  strategies, 
including  RE/Equity  Investment, 
Partnerships/Joint  Ventures,  OEM, 
Outsourcing,  &  Market  Distrioution  & 
Development  U.S.  408-779-9085 
Fax  408-779-2374;  Seoul,  Korea 
82-20647-0705  •  Fax  82-2-646-3771 
e-mail:  johnlee@jek.co.kr  


Conference  Calls 


COMPLETE,  HIGH  QUALITY 
FULLY  AUTOMATED 
CONFERENCE  CALL  SYSTEM 


NO  equipment  to  buy,  phone  lines  to  tie 
installed,  or  set  up  charges.  Save  big  $ 
over  other  companies  "Loviiest  Rates" 
Call  RemoteLinl^  toll-free  for  24  hr  info. 


Education  /  Instruction 


MONTICELLO 
UNIVERSITY 


The  Practitioner's  MBA  &  elD 
Programs.  Accredited 
Doctor,  Master,  Bachelor. 
www.monticello.edu 
Fax  913-661-9414 
800-405-7935 


MBA  BY  Distance  Learning 

Major  British  university  oHers  accredilei]  MBA.  no 
Bachelor's  or  GMAT  needed  Chosen  by  Economist 
Intelligence  Unit  as  one  ol  world's  best  MBA  programs 

HERIOT-WAH  UNIVERSITY  I  (800)  MBA-0707 

North  American  Distributor  !       Ask  tot  exi  20 

6921  SlMi  Hiii'       'anil-      r  I  '"..•inlfi  OA  'W.'«] 

For  Immediate  FaxBack  literature:  from  your 
fa«  mactiine's  phone,  call  (510)  486-8900. 


The  Leader  In  Distance 
Learning  for  20  Years 


•Assoclate*Bachelor*Master*Doctor 

Business  (Mgmt,  HRM,  Health  Care) 
Management  of  Technology, 
Pschology,  Law 

Southern  California  University 
for  Professional  Studies 

1840  E  17lh  St  BW,  Santa  Ana,  CA  92705 
800-477-2254     wviw. scups.edu 


Security  Doi 
Shreddingl 

•  Growth  industryl 

proven  track  I 

•  Buy  direct  from  rl 
-  no  franchise  or| 

•  Minimum  cash 

requirement! 

Call  SHREB 
1  800  380] 


Ai  range  Business  Loans 

■ases  from  $1,000  to 
brokering.    Work  directl 
I,enders.  Unlimited  eami 
rt'Sidual  income 
FREE  45  minute 
video  seminar  and 
information  packet 

CALL  1  -800-3 

Thf  Lciati  Ciinsa 


ill 
Hi 


0 


Education  /  In 


A  Winning  Si 
to  Take  You  to  th 


StrurUire  your  study  to  fit 
yoni  schedule,  location 
and  budget  while  earning 
your  MBA. 

You  profit  from  the 
experience  and  knowledge 
offered  by  the  world-class  fact 
Unlverslly's  Management  Cent 
In  providing  distance  learning 

no  QMAT  required 

•  Local  support  cente 

■  Work  experience  fir  quallfic 

■  Member  of  the  Association 

■  Accredited  with  the  flsscxiit 

■  Offered  under  Royal  Charte 


For  more  Information  and  a 
call  us  at  800-874-5S44  < 

tdlusa<J?erols.cain  Visit  the 


Franchi 


CALL  1-800 

Talk  to  us  first  Because  n 


more  businesses  tl 


The  leader  in  franchi 
and  consulting, 

Franoi 


i 


Financial  I 

$30,000 .0 

Start  or  expand ) 
with  a  business 

Guaranteed  bj  ^tcf, 
www. business- 

I -888-745-6751 


 -.J;!,,,-' 

For  mbre  information  on  these  and  other  programs: 

Call  212-854-3395  ext.  64 

Visit  our  web  site  at:  vyww.coluUibia.edu/cu/bu^iness/exeCed 


AD  RATES  AND  INFORMATION 
PHONE:  (312)  464-0500 
(312)  464-0512  OR  WRITE: 


ss  Services 


L  NOW 

10%  to  50% 


ring  IS  easy! 

le  phone  and  CALL 

NER  Checks 

9-4087ext.29 
90«774- 1118 

jnerchfecks.com 


3*it  uckeis  in  from  of  you.  as  wefl 
;jn  fax  us  a  copf  of  the  ctiecli  & 
all  lo  confirm  your  order 


tion  Guaranteed 


PORflTE 


nation 

tes  and  Offshore 
ned  and  operated 


creations.com 


672-9110 


r  s  Financing 


FOR  Invoices 

r  ice  Your 
ul  :  Receivable 

111  assies •  No  Financials 
r'  tomize  financing 
£  our  company 

III  Financial,  Inc. 
747-4234 


II  )i  Services 


3  to  $95.000  j 
I  to  12.00°/ 


i  \  lief  Products 

-I  

I  


X'  Personal 


u  etails  Today! 

sage  Chairs  Direct 
'I  <  intemporary  Styles 

io  )0-353-9917 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAEO,  IL  60611 


Business  Software 


MAIL  ORDERS   WEB  ORDERS 
PHONE  ORDERS  


Otda  entry,  crulu  ijnl  pUKdssine.  shipping.  :VR,  M\'. 
Lonm  nunagimcni  wiili  init^tof  inicmct  e-mail  opnoa\. 

inventory  management,  nrporting.  list  manactment  anj 
mailing-— everything  you  neii]  for  tinier  taking  ny  phone,  mail 
even  the  World  Wide  Wi-h  in  one  simple  easy-io-iise  .ind 

.itiotdablf  Windows  prognni  fmni  l^datnmp. 
Call  1-80(^S8-3666  or  visit  www^hdacompjsm/bwk 

MailOrderMan^kger' 


/r.  ToPo 


Mr  ToDo  provides  fast,  flexible  (ask 
management  for  one  user     or  many 

♦  Simple  to  learn  and  use 

♦  Prints  useful  task  reports 

♦  Only  $21  OS  to  purchase 

♦  Download  a  FREE  45-Day  Evaluation 
from  our  web  site  —  www.easyfecl.com 

To  Order:  800-242-4775  exi:  1 5622 


Venture  Capital 


Corporate  Investor 
Seeking  To  Invest 

In  emerging  companies  in  new 
media,  consumer  products 
and  branded  services. 
Please  fax  summary  description 
to  203-328-2394  or  e-mail 
bussplan  @  ix.netcom.com 


investment  Services 


Trade  Online  w/Signal 

the  real-time  moneij- making  machine! 


'  Stocks 
•  Futures 
'  Options 
■  Streaming- 
Internet 
Deli\erv 


>  Forex 
•  News 

■  Charting 

■  Historical 
Data 

'  Pager/cell 


'  Free  Nasdaq  phone  alerts 
Level  II 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet       Cotorpro       Draft /Master 
DeskJet        Draftpro  DesignJet 
Electrostatic  Plotters  Ruggedwriter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PC  Box  131269  Birmingham.  AL  35213-6269 
Phone  205/263-4747  Fax  205/263- 1 1 08 
800/638-4833  •  E-mail  sales  ©dasher  com 


Sign-up  online  today  at: 

www,}jt]c.coin/t]w 
or  call  888. ZOO. 1016  xi40t 


Publishing  Services 


Publish  Your  Book 

y.S-year  tradition  of  quality-  Sub.sidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  v^xAe  Doirance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  l-800-()9.5-9.')99 


Aviation  /  Fractional  Ownership 


FLEXJST 

Lose  some  wait. 


Our  Flexjet  Fractional  Ownership 
program  puts  a  Learjet  or  Challenger 
business  jet  at  your  disposal  for  as  little 
as  $175,000!  Which  puts  control  of 
your  scheijule  back  where  it  belongs: 
with  you. 

To  learn  more,  call  us  at  1-800-FLEXJET 

(353-9538).  We're  ready  when  you  are. 

BOMBARDIER 

AEROSPACE 

*  EstimatetJ  annual  after-tax  cost  of  ownership  (500  occupied 
hours  over  five  years)  in  a  Learjet  31A.  Conditions  apply 


businessfler 


^^^^ 


Our . New.  Plan  Adapts  To. .Your  .Needs,. .So. .Charge. .At 

Introducing  Sprint  Business  Flex,  a  new  business  communications  plan  that  adapts  to  you 


Now  create  your  own  small  business  communications  plan 
with  Sprint  Business  Flex.  It  s  flexible.  So.  choose  from 
domestic  and  international  long  distance  and  toll-free 
service,  switched  data,  dedicated  access,  paging  and  local 
toll  calling.  It  s  all  on  one  comprehensive  bill  with  low,  flat, 
competitive  rates.  What  s  more,  you're  free  to  adjust  your 


plan  as  you  see  fit.  Just  consult  with  us  on  ar 
basis  and  we  ll  help  you  find  the  right  mix.  P 
get  a  monthly  bonus  that  can  grow  as  you  gro\^ 
and  is  automatically  credited  to  your  account 
every  month. Which  means  Sprint  Business  Flo 
can  help  your  success  really  pay  off. 
Coll  toll-free 

1-888'SPRINT-BIZ  www.sprint.com/biA 


Sprint 


©1998  Sprint  Communications  Company  LP. 

Minimum  spending  of  $50  required  to  receive  monthly  bonus. 

Monthly  bonus  based  on  volume  of  Sprint  spending.  Some  restrictions  apply  Call  lor  details. 


We  help  your  business  do  more  business, 


inessWeek  Index 


TION  INDEX 


om  last  week;  0. 1% 
om  last  year:  4.7% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

—  Jan  2=142.6  — 
1992=100 


May 
1998 

i-week  moving  average 


Sept 
1998 


Jan. 
1999 


n  index  rose  in  the  week  ended  Jan.  2.  Ttie  unaveraged  index  was  also 
from  141.8  in  the  previous  week.  The  monthly  index  for  December 
%,  to  142.4,  from  142.3  in  November.  After  seasonal  ad|ustment, 
oil,  coal,  lumber,  and  rail-freight  traffic  posted  healthy  gams 
lat  this  was  a  holiday  week.  Only  electric  power  output  was  down. 
)liday  plant  closings,  there  was  no  output  of  autos  and  trucks  this  week. 


nghf  1999  bv  The  ^ 


INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

iES  (1/8)  S&P  500 

1275,09 

1229.23 

37.4 

BOND  YIELD.  Aaa  (1/8) 

6,34% 

6.23% 

-3,2 

PLY.  M2  (12/28)  billions 

$4,433.9  $4,424.1r 

9,1 

IMS.  UNEMPLOYMENT  (1/1)  thous 

350 

372r 

6.4 

tPPLICATIONS.  PURCHASE  (1/8) 

254.8 

249,0 

-4.2 

iPPLICATIONS.  REFINANCE  (1/8) 

1.494.2 

1.468-5 

-18.9 

ndard  &  Poor's.  (Moody's,  Federal  Reserve,  Labor  Dept  ,  Mortgage 
(Index   March  16,  1990=100) 

T RATES  • 

NDS  (1/12) 

LATEST 
WEEK 

4.78% 

WEEK 
AGO 

4,54% 

YEAR 
AGO 

5.42% 

L  PAPER  (1/12)  3-month 

4.79 

4,80 

5.37 

ES  OF  DEPOSIT  (1/13)  3-month 

4.91 

4,93 

5.53 

GAGE  (1/8)  30-year 

6.89 

6  99 

7.08 

i  MORTGAGE  (1/8)  one-year 

5.73 

5.75 

5.68 

7.75 

7,75 

8  50 

;ral  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (1/9)  thous.  of  net  tons 

LATEST 
WEEK 

1.843 

WEEK 
AGO 

1,787# 

YEARLY 
%  CHG 

-17.2 

AUTOS  (1/9)  units 

110.410 

0# 

6.9 

TRUCKS  (1/9)  units 

138,121 

0# 

22,3 

ELECTRIC  POWER  (1/9)  millions  of  kilowatt-hrs. 

70,366 

64,171# 

13,8 

CRUDE-OIL  REFINING  (1/9)  thous.  of  bbl./day 

15,171 

15,350# 

2,0 

COAL  (1/2)  thous.  of  net  tons 

18,852# 

15.104 

-6,0 

LUMBER  (1/2)  millions  of  ft. 

263, 5# 

245.8 

-6,8 

RAIL  FREIGHT  (1/2)  bilhons  of  ton-miles 

21, 5# 

19.2 

-6,5 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (1/13)  $/troy  oz. 

LATEST 
WEEK 

285,450 

WEEK 
AGO 

287,650 

YEARLY 
%  CHG 

1,0 

STEEL  SCRAP  (1/12)  #1  heavy.  $/ton 

84,00 

84,00 

-41,5 

COPPER  (1/8)  e/ib. 

68,2 

69,6 

-12,8 

ALUMINUM  (1/8)  e/ib 

59,0 

60,0 

-18,4 

COTTON  (1/8)  strict  low  middling  1-1/16  m,.  e/lb 

57,57 

58,47 

-9-9 

OIL  (1/12)  $/bbi 

12,72 

11,85 

-21,7 

CRB  FOODSTUFFS  (1/12)  1967=100 

207,98 

201,63 

-8-1 

CRB  RAW  INDUSTRIALS  (1/12)  1967=100 

263,91 

263.47 

-10,7 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market.  NYMEX.  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (1/13) 

LATEST 
WEEK 

1,3100 

WEEK 
AGO 

1.2089 

YEAR 
AGO 

1,1184 

BRITISH  POUND  (1/13) 

1,65 

1.65 

1,63 

CANADIAN  DOLLAR  (1/13) 

1.53 

1.51 

1,43 

EUROPEAN  EURO  113) 

I  1672 

1.1602 

NA 

JAPANESE  YEN  1/13) 

113.57 

113.15 

131,19 

KOREAN  WON  (1/13) 

1174.0 

1158.5 

1671,0 

MEXICAN  PESO  1/13) 

10.510 

9.770 

8,178 

TRADE-WEIGHTED  DOLLAR  INDEX  1/13) 

105.4 

104.6 

110,9 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J,P  Morgan, 


the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
A/estern  Wood  Products  Assn        2=Southern  Forest  Products  Assn,         3=Free  market  value       NA=IMot  available       r=revised       NM=Not  meaningful 


WEEK  AHEAD 


flRKET  INDEX 

7.  19,  1  p. m. EST  ^  The  Nation- 
n  of  Home  Builders  surveys  its 

information  on  buyer  traffic 
el  homes,  current  sales,  and 
es.  The  results  are  compiled 
sing  Market  Index.  For  January, 
)bably  slipped  to  75%  from 
»mber.  The  record-high  reading 

was  helped  by  unseasonably 
!r. 

B  rARTS 

Jan.  20,  8:30  a.m. EST  >■  Hous- 
Si  ely  remained  at  an  annual  rate 
r  on  in  December,  says  the 
'   ast  of  economists  surveyed  by 


Standard  &  Poor's  r>^MS,  a  division  of  The 
McGraw-Hill  Companies,  That's  suggested 
Dy  both  the  high  level  of  the  Housing  Mar- 
ket Index  and  a  rise  in  construction 
employment  for  December, 

GREENSPAN  TESTIMONY 

Wednesday.  Jan.  20  ►  Federal  Reserve 
Chairman  Alan  Greenspan  vyill  testify  on  the 
state  of  the  economy  before  the  House  of 
Representatives'  Ways  &  Means  Committee. 
The  appearance  is  tentatively  scheduled  for 
10  a.m. 


BEIGE  BOOK 

Wednesday,  Jan.  20. 
Fed's  Beige  Book  will 


2  p.m. EST  ►  The 
describe  regional  eco- 


nomic activity  as  reported  by  the  district 
banks.  Fed  watchers  will  be  interested  in 
any  anecdotal  evidence  of  price  increases 
and  whether  last  year's  credit  squeeze  con- 
tinued into  1999.  The  book  is  being  pre- 
pared in  advance  of  the  policy  meeting 
scheduled  for  Feb.  2  and  3. 

INTERNATIONAL  TRADE 

Thursday,  Jan.  21.  8:30  a.m.EST>-  The  s&p 
iviMS  forecast  calls  for  the  trade  deficit  in 
goods  and  services  to  have  widened  to  $15 
billion  in  November,  from  $14.2  billion  in 
October.  Exports,  which  had  increased 
strongly  for  two  months  in  a  row,  likely  fell 
in  November.  Imports,  up  2.2%  in  October, 
were  probably  little  changed. 


BUSINESS  WEEK  /  JANUARY  25,  1999  123 


Special  Adverrising  Feature 

Mixing 
Business  with 
Pleasure 
by  Lincoln 


i^'^wers  frorp  puzzle  #6 
in  Business 'Week. 


LINCOIII 

wvyw.lincolnvehicles.cc^ 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABB  Asea  Brown  Boveri  86 
Access  Multimedia 
Technology  98 
Aeromega  8 
AES  38 

Aetna  (AET)  12,28,46 
Airbus  Industrie  6 
AirTouch  Communications 
(ATI)  56 
Allegro  8 

Alptia  Ttierapeutic  92 
Amazon.com  (AMZN)  12,92, 
116 

American  Express  (AXP)  12,41 
American  Insurance  Group  42 
America  Online  (AOL)  49, 78,  92, 
94 

Amoco  (BPA)  28, 84 
Apple  Computer  (AAPL)  6, 49, 78 
Arctier  Daniels  Midland 
(ADM)  81 

Arnstein  &  Lehr  42 
Ascend  Communications 
(ASND)  48 
Ascent  Logic  42 
AT&T  (T)  48,  56,  94 
@Home(ATHM)  94, 118 
Atlanta  Hawks  74 

B 


Bakrie  &  Brothers  65 
BankAmerica  (BAC)  49 
Bankers  Trust  (BT)  28, 45,  84 
Bank  Julius  Baer  39 
Bank  One  (ONE)  92 
Banner  Service  42 
Baxter  International  (BAX)  92 
Bayer  92 
BayNetworks  48 
BBC  64 

BCP  Securities  38 
Beanstalk  Group  74 
Bear  Stearns  (BSC)  36 
Bell  Atlantic  (BEL)  49,  56 
BellSouth  (BLS)  49 
Bertelsmann  76 
Best  Foods (BFO)  48 
Blackstone  Group  45 
BMW  68 
Boeing  (BA)  28 
Boston  Celtics  (BOS)  49 
British  Petroleum  (BPA)  28,  84 
British  Sky  Broadcasting 
(NWS)  36 

British  Telecommunication 
(BTY)  56,  94 

Broadcast  com  (BCST)  116 
Brown  Brothers  Hamman  88 
BT  Alex  Brown  (BT)  92 
Burger  King  8 

C 


Campbell  Soup  (CPB)  48 
Caterpillar  (CAD  39 
Centocor  (ONTO)  118 
Cerus  (CERS)  92 
Chicago  Bulls  74 
Cincinnati  Insurance  (CINE)  42 
Cisco  Systems  (CSCO)  48, 116 
Citigroup  (C)  28 
CMP  Media  ID7 
CNA  Insurance  Group  42 
Coca-Cola  (KO)  74 
Compaq  Computer  (CPQ)  78 
Control  Data  98 
Coors(ACCOB)  8 
Crown  Publishers  76 
Cushman  &  Wakefield  12 


Daewoo  54 
Daihatsu  68 

DaimlerChrysler(DCX)  6,28,68 
DecisionOuest  42 
Dell  Computer  (DELL)  64,116 
Detroit  Pistons  74 
Deutsche  Bank  28,94 
Dixons  64 

Dresdner  Kleinwort  Benson  56 


EarlhLink  8 
eBay  (EBAY)  49 
EchoStar  (DISH)  116 
Ell  Lilly  (LEY)  46, 49 
Executive  Search  Information 
Services  106 
Exxon  (XON)  28 

F 


Federated  Department  Stores 
(ED)  106 
Fiat(FIA)  68 
First  Union  (ETU)  36, 92 
Foot  Locker  (Z)  106 
Ford  (F)  68, 86 
Eorstmann  Little  107 
Fortis  Advisers  107 
Eurman  Selz  68 


Gartner  Group  6 
Gateway  (GTW)  64, 78 
GE  Capital  (GE)  54 
General  Electric  (GE)  12 
General  Motors  (CM)  68 
Gillette  (G)  36,  38 
Glaxo  Wellcome  (GLX)  8 
Goldman  Sachs  48,  84,  86, 88, 
92 

Gucci  Group  49 
H 


Harvard  Financial  Educators  114 
Heidrick  &  Struggles  106 
Henley  Center  64 
Herbert  Mines  Associates  106 
Herschel  Sbosteck  Associates  94 
Hewlett-Packard  (HWP)  24, 78 
Hino  68 
Hoechst  118 

Home  Shopping  Network  49 
Honda  (HMC)  68 
Hunt-Scanlon  Advisors  108 
Hyundai  54,68 

I 


lAtlas  105 
IBM  (IBM)  78,94 
Immunex  (IMNX)  118 
Imperial  Chemical  Industries 
(ICI)  86 

InfoSpace  com  (INSP)  116 
ING  Barings  36,  38 
Inktomi  105 

Intel  (INTO  39, 49, 64, 78 
International  Paper  (IP)  39 
Intuit  (INTU)  78 


Jack  Carl  Futures  112 
Josephthal  Lyon  &  Ross  41 

K 


Kaiser  Permanente  46 
Kellogg  (K)  48 
Kemper  Funds  36 
Kenzer  106 
Kia  Motors  54,  68 
Kodak (EK)  54 


Korea  First  Bank  54 

K-Tel  International  (KTEL)  12 

L 


Lamborghini  68 
Lanston  (Aubrey  G.)  36 
Lantus  Systems  8 
LaSalle  Street  Securities  107 
Laura  Ashley  86 
Lazard  Ereres  41,45 
Lehman  Brothers  (LEH)  88,  92, 
107 
EG  54 

Lind-Waldock  112 
Littler  Mendelson  106 
Livent  (LVNTE)  49 
Lloyd's  of  London  42 
Lloyds  Bank  86 
Lockheed  Martin  (LMT)  28 
Long-Term  Capital 

Management  51,  84, 126 
Lotte  Department  Store  54 
Lucent  Technologies  (LU)  48, 

116 

LVMH-Moet  Hennessy  Louis 
Vuitton  49 
Lycos  (ECOS)  94 

nn 


MAC  107 

Macroeconomic  Advisors  39 
Macys(FD)  106 
Manchester  United  86 
McGraw-Hill  (MHP)  123 
MCI  WorldCom  (WCOM)  28,  94 
Melion  Bank  (MEL)  39 
Merrill  Lynch  (MER)  38, 46, 84, 

88,  92,107,114 
Microsoft  (MSET)  6,8,12,24, 

39,78 

Millennium  Growth  Fund  116 
Mitsubishi  Motors  68 
Mobil  (MOB)  28 
Monsanto  (MTC)  46 
Morgan  (J  R)  OPM)  36, 45,  68, 
84, 126 

Morgan  Stanley  Dean  Witter 
(MWD)  32,41,84 
Motorola  (MOT)  56 

N 


NanoTechnology  Development  98 
NationsBank  (NB)  49 
NBA  74 

NBC  (GE)  49, 74 
NEC  105 

Netscape  Communications 
(NSCP)  78 

Network  Solutions  (NSOL)  116 
New  Balance  74 
Newbridge  Capital  54 
New  York  Knicks  74 
Nextrend  68 
Nike  (NKE)  74, 77 
Nissan  68 
Nortel  Networks  48 
NTT  DoCoMo  86 

O 


Oakwood  Corporate  Housing  42 

P  

Pacific  Bell  49 
Pacific  Investment 
Management  36 
Paramount  Pictures  49 
PepsiCo  (PEP)  8,48 
Pfizer  (REE)  6 

Philips  Electronics  (PHG)  116 
Pixar(PIXR)  116 
Prada  49 

Procter  &  Gamble  (PG)  39 
Prudential  Health  28 
Prudential  Securities  48 
Pyramid  Research  56 

Q 


Quaker  Oats  (OAT)  74 
Qwest  Communications 
(QWST)  94 
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stment  Figures  of  the  Week 


%  change 


/    Jan.  Jan.  7-13 


1280 
1260 


■  1240 
;  1234.40 


1220 
1200 


inge       1 -week  change 
-3.0% 


FARY 

jctacular  first  week — 
iones  industrials  hit 
3rd  of  9643.3  on  Jan. 
ears  rushed  in.  The 
of  selling  came  over 
bout  upcoming  profit 
len,  Brazil's  financial 
in  started  to  unravel, 
n-ency  sank.  Reacting 
d  news  from  Latin 
he  Dow  plunged  260 
2.8%,  in  the  first 
of  trading  on  Jan. 
irgain  hunters  came 
the  market  made  up 
the  loss  to  close  at 
e  Dow  is  still  up  168 
1.8%,  in  1999. 


T  RATES 


?Y  BOND  INDEX 

Ian.  Jan.  7-13 


i 


pi  707.25 
1690 


Ige       1 -week  change 
-0.4% 

)erg  Financial  Markets 


FUNDS 


■  us 

rn 

-  12 

-  10 

-  8 

-  6 

-  4 

-  2 


Oiversilied  All  Equity 
52-week  tota'  return 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

9349.6 

-2.0 

20.1 

NASDAQ  Combined  Composite 

2316.8 

-0.2 

49.6 

S&P  MidCap400 

382.9 

-3.1 

19.7 

S&P  SmallCap  600 

176.4 

-1.2 

1.4 

C9D  Ci inor P nmnncita  1  Rflf) 

oocr  oupcruurnpOdiic  luuu 

-2.9 

26.9 

%  change 

Latest 

Week 

Year 

Bloomberg  Information  Age 

498.5 

0.0 

68.5 

S&P  Financials 

131.4 

-3.1 

15.2 

COD  llfilitino 

b&r  utilities 

253.9 

-2.5 

10.6 

PSE  Technology 

482.2 

1.5 

68.1 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE100) 

5850.1 

-4.9 

14.6 

Frankfurt  (DAX) 

4931.8 

-9.4 

17.7 

Tokyo  (NIKKEI  225) 

13,403.6 

-0.5 

-11.4 

Hong  Kong  (Hang  Seng) 

10,273.8 

0.4 

11.4 

Toronto (TSE  300) 

6632.1 

-2.5 

4.4 

Mexico  City  (IPC) 

3300.4 

-11.9 

-29.0 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1 .27  % 

1 .27  % 

1.60% 

S&P  500  P/E  Ratio  (Last  12  mos.) 

32.3 

32.6 

23.8 

S&P  500  P/E  Ratio  (Next  12  mos.)*  24.1 

24.2 

18.7 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Broadcasting 
Personal  Loans 
Savings  &  Loans 
Cosmetics 

Health-Care  Services 


23.6  Communications  Equip.  120.4 

23.0  Specialty  Appar.  Retailers  94.0 

21.1  Computer  Systems  88.4 
21.0  Genl.  Merchandise  Chains  80.8 
19.0  Computer  Software  75.6 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Toys 

Hospital  Management 
Engineering  &  Constr. 
International  Oil 
Specialty  Printing 


-14.6 
-12.0 
-8.1 
-5.1 
-3.4 


Oil  &  Gas  Drilling 
Dll-Well  Equip.  &  Svcs. 
Oil  Exploration  &  Prod. 
Hospital  Management 
Toys 


^7.2 
-30.7 
-26.9 
-26.7 
-25.7 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


First  Call  Earnings  Surprise* 


TECHNICAL  INDICATORS 


15.13%     9.99%  3.12% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  1111.3    1106.5  Positive 

Stocks  above  200-day  average  40.0%    41.0%  Positive 

Options:  Put/call  ratio  0.39       0.45  Negative 

Insiders:  VIckers  Sell/buy  ratio  1.33       1.25  Positive 

Data:  Bloomberg  Financial  Markeis;  *First  Call  Corp. 


Rebound  ahead?  Slocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Exxon 

70^/4 

-3  "/1 6 

GTE 

63Vi6 

-Va 

Telebras-ADR 

625/8 

-1  1  3/4 

Mobil 

85^/4 

-3% 

Telefonos  de  Mexico-ADR 

437/8 

-3 

Chevron 

82Vi6 

-3% 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Cisco  Systems 

98  Vs 

173/4 

Microsoft 

142^'i6 

14V4 

MCI  WorldCom 

72  V2 

10^/16 

Dell  Computer 

80'/i6 

15"/16 

Intel 

135^16 

24 

CMGI 

130^/4 

97^/4 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.71 

4.75 

5.23 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.44 

4.47 

5.17 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

B-MONTH  BANK  CDS 

4.38 

4.39 

5.18 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.46 

4.53 

5.17 

GENERAL  OBLIGATIONS 

4.17% 

4.16% 

4.89% 

4.88% 

10-YEAR  TREASURY  NOTES 

4.71 

4.73 

5.41 

PERCENT  OF  TREASURIES 

88.59 

88.37 

95.28 

94.54 

30-YEAR  TREASURY  BONDS 

5.13 

5.17 

5.71 

TAXABLE  EQUIVALENT 

6.04 

6.03 

7.09 

7.07 

LONG-TERM  AA  INDUSTRIALS 

6.10 

6.13 

6.35 

INSURED  REVENUE  BONDS 

4.32 

4.29 

5.16 

5.12 

LONG-TERM  BBB  INDUSTRIALS  6.89 

6.97 

6.70 

PERCENT  OF  TREASURIES 

91.78 

91.14 

100.54 

99.19 

LONG-TERM  AA  TELEPHONES 

6.33 

6.43 

6.68 

TAXABLE  EQUIVALENT 

6.26 

6.22 

7.48 

7.42 

gstar,  Inc. 


EQUITY  FUNDS 

EQUITY  FUND  CATEGORIES 

Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Amerlndo  Technology  D 

66.3 

ProFunds  Ultrashort  QTC  Inv. 

-26.4 

Technology 

18.7 

Latin  America 

-8.8 

Internet 

60.0 

Potomac  OTC/Short 

-14.4 

Communications 

16.1 

Real  Estate 

1.6 

Apex  Mid  Cap  Grovrth 

56.4 

Montgomery  Latin  Amer.  R 

-13.1 

Small-cap  Growth 

13.0 

Japan 

2.3 

Munder  NetNet  A 

41.6 

Prudent  Bear 

-11.9 

Mid-cap  Growth 

12.9 

International  Hybrid 

2.9 

TCW/DW  Mid-Cap  Equity  D 

35.4 

ProFunds  UltraBear  Serv. 

-11.9 

Large-cap  Growth 

9.3 

Domestic  Hybrid 

3.9 

Leaders 

Laggards 

Leaders 

Laggards 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

Internet 

317.7 

Lexington  Troika  Russia 

-80.3 

Technology 

69.5 

Latin  America 

-38.6 

ProFunds  UltraOTC  Inv 

226.3 

American  Heritage 

-63.3 

Communications 

57.6 

Diversified  Emerging  Mkts. 

-16.1 

Amerlndo  Technology  0 

182.9 

Potomac  OTC/Short 

-57.0 

Large-cap  Growth 

42.2 

Real  Estate 

-13.9 

Dreyfus  Technology  Grovrth 

133.6 

Montgomery  Latin  Amer  R 

-54.0 

Mid-cap  Growth 

27.5 

Natural  Resources 

-13.2 

Potomac  QIC  Plus 

125.9 

Offitbank  Latin  Amer.  Sel. 

^8.1 

Large-cap  Blend 

27.3 

Small-cap  Value 

-2.1 

<  market  close  Wednesday,  Jan.  13,  1999.  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Jan.  12.  For  a  more  detailed  explanation,  write 
&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  **Vanguard  Index  500  Fund 
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Editorials 


IS  THE  STOCK  MARKET  TOO  HIGH? 


Where  ai'e  the  profits?  That  is  the  No.  1  question  on 
Wall  Street  these  days.  After  thi'ee  yeai's  of  stupen- 
dous double-digit  increases,  profit  gi-owth  has  slowed.  The 
wony  is  that  the  only  thing  keeping  the  mai-ket  le\itating  is 
the  Fedei-al  Resen^e.  Doubters  feai-  that  all  the  money  the 
Fed  is  pouiTng  into  the  financial  system  to  calm  a  financial  cii- 
sis  that  has  now  spread  to  Brazil  is  pumping  up  stocks. 

But  there  is  another  explanation  for  the  mai'ket's  robust 
performance.  U.  S.  coi-porations  ai"e  getting  a  bigger  shai-e  of 
all  the  profits  made  in  the  industrialized  world.  Indeed,  a  mas- 
sive shift  in  global  profits  is  under  way.  The  numbers  ai-e  as- 
toimding.  In  1992.  American  companies  accounted  for  neai-ly 
2o^c  of  the  coi-porate  profits  made  in  the  six  major  global 
economies,  according  to  J.  P.  Morgan  &  Co.  By  the  thii'd 
quaiter  of  1998.  that  shai-e  was  up  to  neai'ly  38%.  Look  at  the 
trend  this  way:  Seven  yeai-s  ago,  the  shai-e  of  coi-porate 
profits  going  to  U.  S.  companies  just  about  equaled  the  shai*e 
of  the  U.  S.  gi"oss  domestic  product  in  the  world  economy.  To- 
day, the  U.  S.  shai'e  of  coi-porate  profits  is  neai'ly  twice  its 
shai-e  of  world  gdp.  And  it's  rising  as  the  cotmtiy  entei-s 
the  93rd  month  of  the  longest  peacetime  business  expansion 
in  modem  histoiy. 

Conclusion?  U.  S.  coi-porations  ai'e  doing  better  than  most 
of  their  global  rivals,  especially  the  Japanese.  In  1992.  Japa- 
nese companies  had  a  17.5%  shai'e  of  world  profits.  By  thii'd- 
qtiaiter  1998.  that  was  down  to  19c.  There  ai"e  many  reasons 
for  the  U.  S.  improvement,  including  exceptionally  good  fiscal 


and  monetary"  policy,  but  the  most  Lmpoitant  is  the 
to  an  infoiTnation  economy  in  the  U.  S.  InfoiTnation 
generated  an  amazing  37%  of  new  jobs  in  1998  (page 
spending  on  high  tech  has  boosted  pi-oducti\ity.  Does 
tif\"  each  and  eveiy  wild  Internet  stock  price?  Of  cc 
Does  it  suggest  that  the  ovei-all  mai-ket  level  may 
ci"azj'?  Yes.  it  does. 

The  global  profit  shift  is  significant.  The  market's  i 
U.  S.  and  world  economy  has  expanded  shai-ply 
years.  Ti*aditionally,  the  mai'ket  functioned  mostly  i 
cle  for  i-aising  capital  for  investment.  Today,  the  U 
mai'ket  is  doing  triple  duty:  It  is  financing  capits 
ment.  domestic  consumption,  and  the  trade  deficit.  A 
increasingly  rely  on  capital  gains  to  maintain  their 
Taxable  capital  gains  totaled  S370  billion  in  1997  and 
more  in  1998.  compai'ed  with  S127  billion  in  1992, 
mai'ket  is  also  attracting  foreign  capital,  which  is  net 
nance  Americas  huge  trade  deficit.  Last  yeai-.  ft 
vestore  bought  a  record  amount  of  U.S.  equities, 
many  with  401(k)  plans,  the  mai'ket  also  is  finandi 
ment.  The  proposed  Social  Secmitj-  refonms  could  exj 
role. 

The  stock  mai'ket  may  be  racing  ahead  of  itself,  h 
as  much  as  beai-s  fear.  The  global  profit  shift  make 
lofty  stock  valuations,  iiigh  by  liistoric  standards,  m 
reasonable.  Millions  of  individual  investors  may 
right  than  the  nen^ous  pros. 


LET  THE  DOLLAR  GO  ITS  OWN  WAY 


Here's  a  scenai-io  for  you.  If  the  new  eui'o  di'ops  15%  in 
value  against  the  dollai'  and  the  yen  rises  10%,  aU  thi'ee 
ciuTencies  could  easily  reach  pai-ity.  CiUTencies  often  move 
more  than  that  in  a  single  yeai'.  Ti-ue.  the  yen  wiW  have  to 
drop  two  zeros,  but  the  success  of  the  eui'o  is  putting  pres- 
sui'e  on  Japan  to  do  that  anjTS'ay.  So  if  €=S=¥.  what  then? 

"Link  themi"  a  choi-us  of  financial  gm-us  \\ill  say.  End  the 
ciUTency  volatihty  that  decimated  Asia,  gutted  the  Long- 
Teitn  Capital  Management  hedge  fund,  and  neai'ly  brought 
the  world's  financial  house  down  last  autumn.  Stop  the  for- 
eign-exchange turmoil  that  washed  thi'ough  the  mai'kets  re- 
cently with  the  yen  cai'eening  ai'ound  and  the  Brazilian  real 
suddenly  tanking.  Sounds  gi'eat.  yet  despite  the  wondei-ful 
synimetiy.  tying  the  eui'o.  the  dollai'.  and  the  yen  (and  theii' 
respective  ciurency  blocs)  together  would  be  a  major  mistake. 
Somethiiig  has  got  to  give  in  mai'ket  economies,  and  if  cui'- 
rencies  ai'e  fi'ozen  in  place,  then  interest-rate  movements 
would  have  to  take  up  the  slack.  That  wouldn't  be  a  problem 
if  the  U.  S.,  Europe,  and  Japan  were  on  the  same  economic 
and  financial  wavelength,  but  they're  not. 

Just  for  stai'tei's,  the  U.  S.  is  i-unning  a  budget  siu-plus  of 


1%  gross  domestic  product,  while  Europe  and 
itmning  deficits  of  3%  to  4%.  Eui'ope  and  Japan, 
have  trade  sui'pluses  that  amount  to  1%  of  their 
GDPs.  while  the  U.  S.  has  a  mounting  trade  defici 
sui-pass  3%  of  GDP  this  yeai-.  Then  there  is  the 
gi'owth.  The  U.  S.  is  inmning  a  hot  infomation 
gi'owing  at  neai'ly  4%  annually,  with  unemploy 
to  4.3%.  But  Japan  is  stuck  in  recession,  and  unemp 
rising.  Europe,  putting  in  an  0.  K.  perfoi-mance  i| 
slowing  down,  and  unempIo\-ment  remains  in  the 
its.  Tine,  eveiyone  lives  in  a  deflationarj'  world 
But  that's  neither  a  necessaiy  nor  a  sufficient 
linkage. 

There  will  be  talk  of  linking  the  thi'ee  cuii'encies  | 
coming  World  Economic  Foi-um  meeting  in  Davo 
land,  as  pait  of  the  effon  to  improve  the  intematiH 
cial  ai'chitectiu'e.  A  single  cmrency  has  cleai'ly  helpj 
to  begin  enforcing  fiscal  discipline,  restracti 
tions.  and  creating  deep,  liquid  capital  markets.  BulJ 
has  achieved  all  that  ah'eady.  and  its  biggest  pr 
trade  deficit — can  best  be  solved  by  letting  the  do 
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>  here  it  is.  Right  under  the  cargo  area.  The 
1  lat  used  to  be  out  in  the  open  is  now  care- 
t   I  itiside  a  well  unclemealh  the  cargo  floor. 

more  room  lor  your  gear  and  provides 
'     lo  a  clean  tire,  should  vou  ever  need  it. 


Thats  just  one  of  the  man\'  interior  refinements 
we've  made  to  the  all-new  199'-)  Jeep  Grand  Cherokee. 
There's  also  an  ax  ailahle  all-new  o\'erhead  console  with 
13  programmable  features  to  help  make  this  one  of 
the  most  user-lriendly  sport  utility  vehicles  around. 

To  find  out  what  else  is  hidden  inside  our  newest 
4x4,  visit  us  at  ww^.jeep.com  or  call  1- 800-9 2 5 -J I: ER 
The  thoughtfully  designed  Jeep  Grand  Cherokee. 
You  11  lind  all  the  impro\'ements  eas)'  to  swallow. 


Jeep 


THERE'S    ONLY  ONE 


THE     ALL-NEW     JEEP    GRAND  CHEROKEE 

h:  most  capable  sport  utility  ever* 


lI  on  ,-\N'lCI  oxctall  on-  ami  oil-road  pi  i  lor niancc  tc^W  uMiii;  CiiaiKl  C  heiokci.  wuh  a\ 

Jeep  IS  a  registercti  trademark  ol  DamilerChrvsier. 


:  QLiadra-nri\ e    and  \  S  engine 


WHEN  YOU  FIND  YOURSELF  IN  A  PREDICAMENT 
LIKE  THIS,  THERE  ARE  CERTAIN  THINGS  YOU  NEED. 


■ 


sometimes  ,he  right  answer  ,s,  deceptively  sin^ple.  No  matter  ^^J^^^^'^JZ^!;^ 
technolosv  problems,  we  can  resolve  them.  Just  as  >ve  do  for  four  out  of  f.ve  of  the  woria 
compames'we  never  ^op  asking  what  do  you  need  mostT  People  and  software  for  business 
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"The  best  way 

to  buy 

enterprise 

software 

is  not  to  buy  it  at  aM 


/  there's  a  better  way  to  get  your  favorite 
rise  software.  It's  the  USi  way.  For  a  fixed 
ily  fee,  you  can  have  the  leading  applica- 
n  business  today  without  investing  in 
ng,  hardware  or  implementation, 
let  USi  do  it.  Tell  us  which  application 
ant — Human  Resources,  Customer 
anship  Management,  Financial 
ement,  Electronic  Commerce,  Enterprise 
AdiTi,  or  Web  Site  Management — and 
11  implement  and  manage  it  for  you 


with  a  guaranteed  24x7x3  65  reliability  and 
comprehensive  system  security. 

The  world's  first  internet  Managed  Application 
Provider^  or  iMAP,  USi  has  built  a  global  infra- 
structure that  can  have  your  application  up  and 
running  in  weeks  instead  of  months.  Why  buy 
software  when  you  can  buy  time?  Act  now.  Call 
USi  at  1-800-809-3003  or  e-mail  us  at 
sales@usi.net.  To  browse  our  selection 
of  leading  brand  applications, visit  us 
at  www.usi.net. 


USi 


Today.  50,000  people 
will  sign  up  for 
cell  phone  service 
(can  your  mother 
be  far  behind?). 


148  million  people 
might  hop  on 

the  Internet. 


900  million 

voicemail 

messages  will  be 
(not  necessarily 
returned). 


There's  a  connmumcations 
revolution  going  on. 

And  one  coTTipany 

IS  right  m  the  center  of  it. 


We  make  the  things  that  make  communications  work." 


COVER  STORY 


REVIVING  GM  Will  the  carmaker  ever 
regain  the  pizzazz  it  got  from  the  Corvette? 
Lately,  under  President 
Wagoner,  things  have 
been  looking  up 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
MILLENNIUM  MESS 

CAN  CONGRESS 
STOP  TIME? 


HEKE  S  AN  EASY  WAY  FOR  THE 

federal  government  to  delay 
the  bite  of  the  dreaded  Y2K 
bug:  Postpone  the  start 
of  the  year  2000  to  give 
everyone  extra  time  to 
fix  things. 

That  may  sound  like 
an  Alice  in  Wonderland 
idea.  However,  the  plan 
has  some  logic  to  it  be- 
cause of  how  the  gov- 
ernment obsei'ves  New 
Year's  Day,  2000.  Repre- 
sentatives John  Linder 
(R-Ga.)  and  David  Dreier 
(R-Calif.)  have  intro- 
duced legislation  in  the 
House  to  move  Uncle 
Sam's  official  day  off  t  If 
in  observance  of  New  Y2K  BUG: 
Year's  from  Friday,  Dec. 
31,  1999,  to  Monday,  Jan.  3, 


any  bugs.  John  Koskinen, 
President  Clinton's  Y2K  man- 
ager, says  that  a  White 
House  task  force  is  looking 
into  the  idea  of  moving  the 
holiday  to  Monday,  and  so  ai-e 
some  piivate  businesses. 
The  Social  Security  Ad- 


Taking  a  hoi i day? 


2000.  New  Year's  Day  itself 
falls  on  a  Saturday. 

That  change  wouldn't 
make  the  computers  act  dif- 
ferently, but  it  will,  says  Lin- 
der, give  technicians  an  ex- 
tra work  day  in  1999  to  fix 


ministration,  however,  says 
that  its  techies  will  work 
through  the  holiday  weekend, 
running  a  barrage  of  last- 
minute  tests.  For  them,  not 
even  an  act  of  Congi'ess  can 
hold  back  the  hands  of 
time.  Marcia.  Stepunek 


l-WAY  PATROL 

REBOOTING  A 
BOOKSELLER'S  IPO 

LOOK  FOR  CHANGES  AT  THE 

barnesandnoble.com  site  as 
the  electronic  bookseller 
moves  toward  a  second  try 
at  an  initial  public  offering  in 

barnesandnoble 


February,  say  sources  close 
to  the  company. 

Barnes  &  Noble  shelved 
an  eai'lier  Ipo  of  its  online  off- 
spring last  November,  opting 
instead  to  sell  50%  of  the  site 
to  German  publisher  Beilels- 
mann  for  $200  million.  Now, 
Bertelsmann  wants  to  fold  its 


online  European  bookseller 
into  barnesandnoble.com. 
BooksOnline  Europe,  which 
is  planning  laimches  in  sever- 
al countries,  was  not  part  of 
the  original  joint  venture. 

A  Barnes  &  Noble  spokes- 
woman doesn't  believe  that 
the  European  sites  will  be 
added  to  the  venture.  But, 
^^^^  she  adds,  "I  don't 
MKK/^  think  we  ever  rule 
■  mTTTj  out  any  possibili- 
^^mmam  tjgg  "  gince  Novem- 
^^^^  ber,  Barnes  &  Noble 
has  shored  up  its  ability  to 
whisk  books  to  online  cus- 
tomers. It  is  set  to  acquire 
the  country's  biggest  inde- 
pendent book  distributor,  In- 
gram Book.  That,  and  the 
Bertelsmann  link,  could  make 
the  IPO  more  appealing  this 
time  around.  Richard  Siklos 


TALK  SHOW  UThat  was  more  encouraging,  you  knowB 
was  more  balance  on  the  seesaw.  I  like  that!'' 

— President  Clinton,  in  the  State  of  the  Union  Address,  reac 
to  bipartisan  clapping  in  his  call for  equal  pay 


SILICON  CULTURE 

HIGHTECH, 
LOW  COMEDY 

MAYBE  IT  WAS  FIN  DE 
siecle  Internet  frenzy. 
Or  perhaps  it  was  just  a 
way  for  stressed-out 
techies  to  blow  off 

steam  in  San  Diego.  In  SHOWCASE  '99:  Raising  • 

mid-January,  organiz- 


ers of  Showcase  '99,  which 
brings  together  venture  cap- 
italists and  high-tech  compa- 
nies, let  prospects  make  pre- 
sentations in  a  lighthearted 
Gong  Show  format  as  well  as 
a  serious  show.  Pitch  a  good 
idea  to  the  deep  pockets 
within  six  minutes,  and  may- 
be you're  rich.  Do  it  badly, 
and  the  judges  slap  the  gong, 
marking  an  embarrassing 
end  to  your  presentation  in 
front  of  700  people. 

How  did  it  go?  Robert 
Wenig,  director  of  advanced 
technology  at  Palo  Alto 
(Calif.)-based  sap  Labs,  was 


the  big  loser.  He  wa.^ 
seconds  into  his  spie 
ternet  transaction  s 
when  a  judge  bonj. 
gong.  But  Wenig  set 
enjoy  his  notoriety, 
were  luckier.  Mark 
chairman  of  Ti-avelii 
ware  in  Bothell,  Wasl 
it  through  the  full  ^ 
utes.  To  maintain  int( 
wore  a  Superman  ( 
and  tossed  Suj^emian 
to  the  crowd.  Says  co 
producer  David  Coui'f 
lisher  of  Coursey.com, 
tronic  newsletter:  "If; 
mance  art."  Steven 


THE  DEAL  MILL 

DARLA'S 
BANK  &  TRUST 

RICHARD  RAINWATER  HAS 
made  a  fortune  in  real  estate, 
health-care,  and  energy  com- 
panies. Now,  with  the  value 
of  his  investments  swooning, 
the  Fort  Worth  financier 
appears  to  be  banking  on, 
well,  banking. 

An  investment  vehicle  con- 
trolled by  his  wife,  Darla 
Moore,    and  longtime 
business  partner  John 
Goff— of   Goff  Moore 
Sti-ategic  Pailners — has 
plunked  down  $10  mil 
lion  for  a  12%  stake 
in  the  new  Dallas 
based    Te  x  a 
Capital  Banc 
shares.  It's 
the  lai'gest 
indepen- 
dent com- 


mercial bank  to  opei 
city  since  the  banking 
of 'the  late  1980s,  w 
Texas  without  any  ol 
tion's  100  largest  bai 
investment  also  ma 
fii'st  foray  by  Rainv 
terests,   which  ba( 
Moore,  into  bank  owi 
The  bank  has  bi 
tions.  "We  believe  tl 
strong  need  for  a 
owned,  -based,  and  -i 
bank,"  says  Chairm 
Grant.  He  says 
will  target  sn!- 
mid-market  ccp 
as  well  as  wt' 
dividuals.  It  ; 
making  $25(  i 
in  loans  in  ]p 
having  ass< 
billion 
years 
goes  V 
Grant, 
an  init 
offerin 

llinllt  t\ 


MOORE: 

Lo)ie  Star  i)i  nesfoi 
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zy  Things  Every  Investor  Should  Know 


growth  &  value  funds 


Q:  What's  the  maximum 
percentage  growth  stocks 
have  outperformed  value 
stocks  over  a  12- month 
period  since  1979? 

•  3%        •  14% 

#8%        •  22% 


A:  22% 

From  December  1979  to  November  1980,  growth  stocks  (as  measured  by 
the  Russell  1000*'*  Growth  Stock  Index)  outgained  value  stocks  (as  measured 
by  the  Russell  1000'  Value  Stock  Index)  by  that  percentage.  From  March  1983 
to  February  1984,  the  tables  were  turned,  and  value  stocks  outperformed 
growth  stocks  by  20%.  In  different  periods,  each  type  of  stock  can  outdo  the 
other,  so  you  might  consider  owning  both. 
Source:  Frank  Russell  Company,  Fidelity  Investments,  1998. 


When  you're  looking  for  opportunities  in 

growth  &  value  funds, 

look  to  Fidelity. 


GROWTH  FUNDS 


Fidditv  Dividend  Growth  Fund 
>-  Fidelity  Growth  Conipany  Fii/u 


VALUE  FUNDS 


>^  Fidelity  Value  Fund 

>■  Fidelity  Fquitv  Income  Fum 


If  you're  building  a  porilolio  designed  to  try  to  stand 
the  test  of  time,  consider  growth  lunds  and  value 
funds  from  Fidelil)'  as  part  ot  the  mix.  Slocks  m  each 
type  ot  fund  perlorm  ditferently  under  ditferent  market 
conditions.  But  taken  together,  \'alue  and  growth 
Slocks  can  bring  a  sense  ot  balance  lo  a  portion  of  your 
investment  poritolio.  One  more  reason  to  turn  to 
Fidelity  to  expand  your  opportunities. 


Fidelity 


investments 


WHERE  12  MILLION  INVESTORS  PUT  THEIR  TRUST. 


^ALL  1-800-FIDELITY 


•  9R    A    FUND    PROSPECTUS    OR    VISIT    US    AT  WWW.FIDELITY.COM 

;  iplete  information  on  any  fund  iftiailablc  through  Fidelity,  including  charges  and  expenses,  call  for  a  free  prospectus  or  download  one  at  fidelity.eom. 
I  carelully  bclore  you  invest  or  send  money 

E:  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

Ms  a  registered  servicemark  of  Frank  Russell  of  Frank  Russell  Company   Fidelity  Distributors  Corporation.  68892 


Up  Front 


AFTERLIVES 

ROCK  HOUND 
TO  THE  RESCUE? 


rp:vivin(;  thk  troubled 
Rock  and  Roll  Hall  of  Fame 
&  Museum  in  Cleveland  is  a 
daunting  task,  but  it's  a  labor 
of  love  for  Terry  Stewart. 
He's  a  pop  cultiu-e  fan 
who  was  president  of 
Marvel  Entertain-  ^ 
ment  Group,  publish- 
er   of  Spider-Mail 


comics.  And  his  own  rock 
memorabilia  includes  samples 
of  Buddy  Holly's  homework 
and  20(),(»00  vinyl  records. 

Stewait,  .52,  will  need  more 
than  stacks  of  wax.  He  is  the 
foiuth  director  since  1995  at 


the  museum,  which  posted  a 
$1.37  million  loss  in  1997,  ac- 
cording to  its  latest  annual 
report.  Visitors  that  year 
numbered  615,000,  a  third 
fewer  than  the  year  before. 
One  of  Stewart's  first  tasks 
will  be  to  placate  his  board. 
Director  Jann  Wenner,  who 
could  not  be  reached  for  com- 
ment, is  the  publish- 
er  of  Rolling  Stone 
and  has  been  critical 
of  the  narrow  range 

RAVE  ON:  Ex-Marvel 
hone  ho  Stewart 

of  the  museum's  exhibits. 

Stewart,  who  isn't  talking 
right  now,  has  something  to 
prove  after  his  last  job.  He 
joined  Marvel  in  1989  and 
put  it  into  theme  restaurants 
and  parks,  pushing  revenues 
to  about  $1  billion  from  $65 
million  in  seven  years.  But 
he  saddled  it  with  so  much 
debt  that  it  entered  Chapter 
11  in  1996.  That's  a  tune 
Stewait  doesn't  want  to  play 
again.  Peter  Galuszka 


FUND  FRONT 

TEE  TIME 

FOR  INVESTORS 

COLF   INVESTORS  WHO  HAVE 

double-bogeyed  on  the  slump- 
ing shares  of  Callaway  Golf 
have  a  new  option:  the  Value 
Trend  Links  Fund.  The  tiny, 
$250,000-in-assets  no-load  Wd 
opened  on  .Jan.  4.  Jeff 
Provence,  who  runs  the 
fund  with  his  dad,  Ross, 
from  El  Cajon,  Calif., 
says  they  have  bought  24 
golf-related  stocks,  in- 
cluding John  Deere 
(think  mowers)  and 
Ford  (toiu-  sponsor).  He 
has  also  bought  into 
purer  golf  plays  such  as 
Ashworth  and  Adams 
Golf,  as  well  as  Callawav. 
which  lost  two-thirds  of 
its  value  in  11'' 
Those  tlu-ee  maki 
up  16%  of  the  f 
fimd's  portfolio 


Oddly,  though 


Links  doesn't  own  stock  in 
one  premier  golf-equipment 
maker,  Fortime  Brands,  wliich 
is  getting  investors'  attention. 
With  brands  like  Jim  Beam 
bourbon  and  Swingline  sta- 
plers, Foitime  isn't  a  piu'e  golf 
play.  But  it  does  own  the  Ti- 
tleist  brand  of  golf  gear.  And 
while  its  stock  has  stagnated 
in  the  past  year,  value  in- 
vestor Robert  Sanborn,  who 
runs  the  $7.8 
billion 
Oakmark 
d,  says 
Fortune  remains  a 
favorite  because  of 
its  huge  cash  flow. 
Goldman  Sachs  Ukes 
it,  too,  recently  rais- 
ing its  rating  on  the 
stock  to  a  market 
outijeifonner.  So  wiU 
Provence  go  for  the 
||™»^ green,  too?  May- 
'  \  be:  He  says  he 
;j  i-  considering 
,/  I  lie  stock. 

Robert  Barker 


DRAWN  &  QUARTERED 


"10  HERE  Mail's  To  KMow  IF  s\i  pivGHcis  m<  wmw  m  SHE  KE£p  • 


FAUX  FADS 

THE  BEANIE  BABY 
THAT  WASN'T  

CIRLS  SCOUTS  AND  BROWNIES 

in  southeastern  Texas  are 
scrambling  to  sell  cookies  this 
year.  For  every  150  boxes 
sold,  the  enteiprising  gu' 
gets  a  special  "Leonar- 
do di'Coolde'o"  stuffed 
Beanie    Baby.  She 
thinks.  Actually,  the 
maker   of   Beanie  *l? 
Babies  has  noth- 
ing  to   do   with  ' 
these  stuffed  crit- 
ters, so  the  Texas  scouts 
are  knocking  themselves 
out  for  a  knockoff 

Ty  Inc.,  maker  of  the 
trademarked  Beanie  Babies, 
has  no  contract  with  Girl 
Scouts  of  the  U.  S.  A.  or  abc 
Cookie  Bakers,  a  division  of 
Richmond  (Va.)-based  Inter- 
bake  Foods,  which  supplies 


cookies  and  pmes  to 
nation's  Gu'l  Scouts  c 
ABC:  says  it  is  market 
toys  as  Beanie  Lions 
than  Beanie  Babies 
that  using  the  word  ' 
in  the  title  is  not  mis 
And  the  San  Jacin 
Scout  Cookie  Commit 
that  it  never  inte 
mislead  with  a 
Lion, 
thele; 
if     1**  concei 
s        says  its 

BEANIE:  Lion,  1 


are  looking  into  the 
AJHson  Eby  sold 
es  of  cookies  in  thr( 
"I  really,  really  wai 
says  Eby,  10,  who 
she's  getting  an  ai 
Beanie  Baby  for  he 
tion.  She's  not.  Son 
that's  the  way  the 
cinimbles.  Kate 


THE  BIG  PICTURE 


KIDS  CAN  BE  COSTLY  # 

For  expatriates  with  children,  child-care  costs 
abroad  are  a  big  concern.  Here's  the  wage  of 
nannies  who  live  out  and  work  five  days  a 
week,  10  hours  a  day,  in  the  five  most 
expensive  industrial  nations,    hourly  pay 


AUSTRALIA 


U.S. 


BRITAIN 


SUR\ 
900 

0       2       4  6 
►  U.S.  DOLLARS 

DATA:  ECA  WINDHAM,  NEW  yOl 


4 


FOOTNOTES  Car  makes  bought  most  often  by  Internet  shoppers,  Oct.  '97  through  March  '98:  BMW,  48.5%;  least  often:  GiV 
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DAI 


y  Things  Every  Investor  Should  Know ' 


international  funds 


ll  A  $1,000  investment  in  the  U.S. 
ock  market  in  1982  would  have  been 
lorth  an  amazing  $11,271  at  the  end 


1997.  In  which  of  the  following 
untries  would  you  have  done  better? 

U.K.  •  Sweden  •  Netherlands 
Hong  Kong     •  All  of  the  above 


Each  of  these  foreign  markets  performed  better,  in  dollars,  than  the  U.S.  market 
from  Dec.  31,1 982  to  Dec.  31,1 997.  The  big  winner  was  the  Netherlands. 
$1,000  invested  there  in  1982  grew  into  a  whopping  $23,346  by  1997.  Recently, 
many  international  markets  have  been  very  volatile,  particularly  emerging 
markets,  but  long-term  investors  should  consider  shipping  a  portion  of  their 
assets  abroad.  By  allocating  15%  of  your  portfolio  to  international  stocks  from 
1970-1997,  you  lowered  your  volatility  (as  measured  by  standard  deviation*)  with- 
out reducing  your  return.  Foreign  investments  involve  greater  risks  than  U.S. 
investments,  including  increased  political  and  economic  risks,  as  well  as  exposure 
to  currency  fluctuations.  From  the  peak  in  1989  to  April  1998  the  Japanese 
market  fell  50%,  if  you  invested  there,  you  lost  money. 
Source;  Morgan  Stanley  Capital  International,  Fidelity  Investments,  1998 


When  you're  looking  for  opportunities  in 

international  funds, 

look  to  Fidelity. 


>-  Fkit'lify  Diversi/iai  inicrniawndl  ?nnd  When  US  time  to  diversify  your  portfolio,  you'll 

Fidelity  Overseas  Fund  find  that  Fidelity  offers  an  array  of  broadly 

>-  Fidelity  Europe  Capital  Appreeiatwu  Fund        diversified  international  funds,  as  well  as  couniry- 

  specilic  and  region-specific  funds.  Our  mvestmeni 

Drofessionals,  bacfced  by  extensive  global  research  capabilities,  seek  out  promising  investments 
A'orldwide.  One  more  reason  to  turn  to  Fidelity  to  expand  your  opportunities. 


Fidelity 


Investments  ® 


WHERE  12  MILLION  INVESTORS  PUT  THEIR  TRUST. 
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DELITY.COM 

lete  information  on  any  fund  available  llirough  Fidelity,  including  charges  and  expenses,  call  for  a  free  prospectus  or  download  one  at  fidelily.com. 
arefully  before  you  invest  or  send  money. 
1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

tion  Is  a  statistical  measure  of  how  much  a  portfolios  return  has  vaned  over  an  extended  period  ol  time  .\  higher  standard  deviation  indicates  greater  historical 
itv  Distributors  Cornoration  67215 


We  're  Pfizer. 
We've  been  helping 
people  sinee  1849. 
We  refuse  to  believe  the 
ills  of  the  world 
can 't  be  cured.  We  search 
day  in.  day  out,  year  in, 
year  out,  looking  for 
treatnwnts  for  diabetes, 
for  a  cure  for  cancer,  for 
new  antibiotics  to  fight 
deadly  new  strains  of 
bacteria.  We've  worked 
with  a  passion  for  a  century 
atul  a  half  And  today,  we're 
introducing  drugs  that  will 
become  household  nanws  now, 
and  in  the  next  century. 
We've  been  in  business  for  150  vears. 

We're  in  business  for  life. 


Life  is  our  life's  work. 

www.pfizer.com 
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LONG-TERM  CAPITAL: 
A  GOOD  INVESTMENT 


The  question  in  "Up  on  your  reading, 
reader?"  (Up  Front,  Jan.  11),  as  to  how 
much  the  rescue  of  Long-Term  Capital 
Management  "cost,"  is  ill-framed  and 
inaccurate.  A  consortium  of  14  financial 
institutions  invested  .$8.6  billion  into  the 
fund.  By  the  end  of  1998,  this  invest- 
ment had  appreciated  significantly.  It  is 
inappropriate  and  misleading  to  use  the 
word  cost  in  connection  with  that  se- 
quence of  events. 

Eric  R.  Rosenfeld 
Principal 

Long-Term  Capital  Management 
Greenwich,  Conn. 

FOR  ECONOMISTS,  THE  POLITICS 
IS  WHAT  COUNTS  AFTER  ALL 

Every  American  undergraduate 
should  read  "Even  economists  can't  wait 
to  spend  a  surplus"  (Economic  View- 
point, Jan.  18)  about  how  to  dispose  of 
budget  suipluses.  BaiTo  recalls  the  time 
when  Nobel  Laiu'eate  Milton  Friedman 
was  president  of  the  American  Eco- 
nomic Assn.  (AEA).  Friedman,  too,  had 
wonied  that  his  colleagues  on  the  board 
might  divert  the  then-budget  surplus 
to  "someone's  vision  of  a  socially  desir- 
able activity.'" 

As  Ban'o  puts  it,  Friedman  "solved 
the  problem  by  providing  the  members 
with  an  expensive  new  journal."  Evi- 
dently, then,  Friedman  was  not  really 
wonied  about  sjjending  the  svuplus  on  a 
new  benefit-in-kind.  He  merely  worried 
that  it  would  be  spent  on  a  vision  other 
than  his  own. 

Remarkably,  but  predictably,  Barro 
calls  Friedman's  cram-down  solution 
"relatively  harmless."  That  judgment 
is  predictable,  because  P^riedman  is 
idolized  by  economists  of  Barro 's  ideo- 
logical persuasion. 

Just  as  predictably,  however,  he, 
Friedman,  and  other  economists  of  then- 
persuasion  would  "despaii'"  if  the  aea 
now  devoted  its  budget  surplus  to  the 
study  of  the  education  for  inner-city 
cliildi'en  or,  analogously,  if  the  U.  S.  Con- 


i 


CORRECTIONS  &CLARIFICATIO 

In  "Insured  for  Y2K?  Don't  count  f 
(News:  Analysis  &  Commentary,  Jan 
American  International  Group  was  mi: 
tified  as  American  Insurance  Group. 


gress  used  the  cm-rent  budget  s 
to  provide  eveiy  American  chili 
pi'oper  health  care.  That  is  fail"  e: 
of  course,  because  de  gustibus  n 
disputandimi.  But  it  is  just  that: 
ter  of  taste. 

BaiTo's  piece  illustrates  a  large 
that  I  seek  to  drum  into  my  sti 
heads.  Although  economists  pn 
think  of  themselves  as  scientisti 
prescriptive  analyses  often  ar-e 
entific  at  all,  but  merely  politics 
in  the  guise  of  science. 

Uwe  E.  Rei 
Pr( 

Woodrow  Wilson  So 
Public  and  International 
Princeton  Uni 
Princeto: 
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WHAT  DARK  CLOUD 
OVER  ANDERSEN? 


Your  article  on  Andersen  Con 
("Next  stop,  Splitsville,"  The  C( 
tion,  Jan.  18)  adds  veiy  little  to 
documented,  year-old  story  ai 
vances  a  number  of  factual  inacci 

You  suggest  that  gaining  in 
dence  from  Aithur  Andersen  "c( 
expensive.  The  contract  with  An 
Worldwifle  calls  for  exiting  parti 
pay  1.5  times  annual  revenue 
much  as  $10  billion  based  on  191 
enues."  In  fact,  that  contractual 
sion  doesn't  apply  here,  since  Ar 
Consulting  has  not  left  the  wo 
fii-m.  The  arbitration  filing  requei 
the  firm  be  excused  from  all 
contractual  obligations  based  on 
breaches  by  Arthui'  Andersen, 
line:  The  $10  billion  figure  has 
been  pait  of  the  legal  discouri 
Aithur  Andersen  has  asserted  n 
cial  claims  in  the  matter 

You  suggest  that  Andersen  C 
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ts  "scheduled  to  kick  in  some  $200 
"  in  transfer  payments  to  the  less 
ble  Aithur  Anciersen  for  1998.  In 
he  $200  million  was  not  handed 
0  the  accounting  unit  but  put  in 
'  pending  resolution  of  the  case, 
mount  is  part  of  the  rougWy  $750 
in  back  payments  and  damages 
sen  Consulting  has  asked  the  ar- 
ir  to  award  the  fii-m. 
suggest  that  as  Andersen  Con- 
continues  to  expand,  it  "wOl  have 
stle  with  some  fundamental  limi- 
,"  including  access  to  capital.  In 
e  firm  is  not,  and  has  never  been, 
-constrained.  As  part  of  the  on- 
sifurcation  of  Andersen  Consult- 
nd  Arthur  Andersen's  financial 
iship,  the  consulting  firm  recent- 
id  a  five-year  revolving-credit  fa- 
:hat  provides  access  to  ample 

i'  g  capital  it  may  need  to  meet  its 
)us  business  expansion  plans. 
,  lly,  you  suggest  that  arbitration 
||  IS  have  negatively  impacted  the 

FINDING  us  ONLINE 

II  text  of  Business  Week,  the  Business  Week 
riefing,  and  seven  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at; 
www.businessweek.com 

nd  on  America  Online  at  Keyword:  BW. 
;n  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 
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'or  computer  equipment?  Visit  Maven,  our 
Jiiputer  Buying  Guide,  for  continuously 
i.ijted  ratings  and  price  information, 
to  Keyword:  Maven  on  America  Online, 

or  to  the  World  Wide  Web  at: 
w. maven. businessweek.com 
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hiring  and  retention  of  employees.  In 
tenns  of  hiiing,  we  reciiiited  over  15,000 
new  employees  to  the  fuTn  last  yeai;  and 
we  will  hu'e  a  similar  number  this  year. 
These  new  people  are  selected  fi'om  a 
list  of  applicants  more  than  10  times  that 
number.  While  there  was  a  small  spike  in 
the  attrition  figure  between  1996  and 
1997,  last  year — the  one  following  the 
ai-bitration  filing — actually  saw  the  num- 
bere  begin  to  fall.  We  believe  final  figures 
for  1998  will  show  tui'nover  of  about 
15%,  well  below  the  industiy  average. 


The  arbitration  proceeding  will  ulti- 
mately resolve  Andersen  Consulting's 
dispute  with  Aithur  Andersen — sooner 
rather  than  later,  we  hope.  In  the  mean- 
time, to  suggest  that  it  has  cast  a  dark 
cloud  over  the  organization  and  its  busi- 
ness prospects  is  more  than  a  simple 
stretch.  It's  flat-out  wi-ong. 

James  E.  Murphy 
Global  Managing  Director 
Marketing  &  Communications 
Andersen  Consulting 
New  York 


"Let's  not  be  swayed  by  flamboyance  posing  as 
innovation,  Vera.  We'll  greet  the  future  with  Williams, 
thank  you  very  much. " 

Go  ahead.  Let  'em  show  off.  Let  'em  buy  two-page  ads  and  run 
splashy  TV  spots.  Those  other  guys  can't  match  our  90-year  history  of 
reliability,  innovation  and  solid  leadership.  Go  ahead,  let  'em.  Then 
call  Williams  to  solve  your  energy  or  communications  problems. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  NYSE:  WMB 
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Probably  you  don't  think  of  anyone  at  your  company  as  a  node  either.  They're  users.  People,  individuals. 

Your  network  should  recognize  individuals  too.  And  it  con,  right  now,  with  Novell  Directory  Services^  (NDS™).  ~ 

With  NDS  software,  everyone  on  your  network  has  a  uniqipi 
They  con  access  the  network  online  to  get  all  the  necessary  business  tools  even  when  they're  away  from  the  office.  With  one  paw 
network  identifies  which  files  and  applications  they  may  use,  while  restricting  access  to  secure  or  sensitive  documents. 

NDS-enabled  applications  monitor  the  system  to  correct  problems  like  Y2K  before  they  turn  into  downtime.  fS 
designed  to  work  on  a  variety  of  platforms  like  NetWare^,  NT  and  UNiX*^,  because  different  people  and  departments  have  differ  t 

You  need  a  network  of  people,  not  nodes.  You  need  a  networking  specialist.  You'ee* 
www.novell.com/node  or  1-800-509-1800 


Novell 
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Technology  &  You 


BY  STEPHEN  H.  WILPSTROM  

DIGITAL  SNAPSHOTS 
IN  A  SNAP 


Several  new  devices 
let  you  view  and 
manipulate  photos 
with  less  hassle 

One  cif  the  big  attrac- 
tions of  digital  pho- 
togi-aphy  is  the  grati- 
fication of  seeing  your 
pictures  as  quickly  as  you 
take  them.  But  looking  at  the 
tiny,  low-resolution  preview 
screen  on  the  back  of  most 
cameras  isn't  veiy  satisfying. 
And  getting  images  into  a 
computer  for  viewing 
volves  painfully 
transfers  and  often 
cranky  software. 

The  Photo  Jet 
printer  5770  from 
Lexmark  Interna- 
tional (800  539- 
6275  or  www.lex- 
mark.com)  offers  a 
novel  solution.  The 
Jetprinter  looks  like 
a  typical  inkjet 
printer  for  use  with 
a  Windows  PC.  Like 
other  printers  opti- 
mized for  photo  work, 
it  uses  five  color  inks 
(plus  black)  instead  of 
the  usual  thi'ee. 
CARD  GAME.  But  thi 
Jetprinter  has  a  neat 
trick  up  its  sleeve. 
Most  digital  cameras 
use  either  a  Compact- 
Flash  or  SmartMedia  ■ 
memory  card  to  store  pic- 
tiu"es.  In  the  Jetprinter,  you 
take  the  cai'd  out  of  the  cam- 
era and  insert  it  in  a  slot.  A 
SLx-button  control  panel  and  a 
one-line  LCD  display  allow  you 
to  select  pictures  for  print- 
ing and  pick  a  size.  You  can 
even  do  some  crude  cropping. 

The  process  is  easiest  if 
you  have  previewed  your 


shots  in  the  camera's  viewer. 
But  if  your  camera  doesn't 
have  a  display  or  you  can't 
remember  which  shot  is 
which,  don't  despair.  The 
printer  can  generate  a  page, 
rather  like  a  photogi'apher's 
contact  sheet,  with  thumbnail 
images  of  all  your  pictures. 

Many  camera  makers  offer 
dedicated  printers  that  can 
also  read  memory  cards  di- 
rectly and  print  out  snapshot- 
size  images.  But  these  de- 
vices lack  the  versatility  of 


the  Jetpiinter,  which  can  also 
be  used  in  the  conventional 
way  to  print  photos  that 
have  been  computer-edited 
vrith  such  progi'ams  as  Adobe 
PhotoDeluxe  and  Micro- 
soft Pictui-e  It!  Tlie  Windows- 
only  printer  also  produces 


standard  text  and  graphics. 

Sony  Corp.'s  Mavica  digital 
cameras  offer  a  different  so- 
lution to  the  image-transfer 
problem.  Instead  of  using 
memory  cards,  the  Mavicas 
store  pictures  on  ordinary 
floppy  disks,  which  can  then 
be  inserted  in  youi"  computer 
in  normal  fashion.  I  tried  a 
$999  MVc-FDOi,  a  high-end 
camera  whose  features  and 
controls — including  electron- 
ic image  stabilization — will 
strike  a  still-camera  user  as 
odd  but  seem  familiar 
owners  of  one  of  Sony's 
popular  camcorders. 

The  problem  is  that 
the  abilities  of  the  cam- 
era outstrip  the  capacity  of 
the  floppy.  At  its  highest- 
quality  setting,  the  Mavica 
can  get  just  one  image  on  a 
disk.  To  make  the  concept 
work  with  high-resolution 
cameras,  Sony  has  to  find  a 
bigger  storage  medium. 
SHARE  WARE.  The  $500 
ImageDeck  fi"om  Microtek  In- 
ternational (800  654-4160  or 
www.mierotek.com)  deals 
with  a  different  problem.  It's 
a  freestanding  scanner  that 
can  save  a  photograph,  im- 
age, or  text  for  optical  char- 
acter recognition  directly  to  a 
floppy  or  Zip  disk,  or  send  it 
to  an  attached  printer. 

Hooking  a  scanner  up  to  a 
PC  is  less  hassle  than  it  once 
was,  and  for  a  single  user, 
paying  $400  over  the  price  of 
a  regular  600-dot-per-inch 
scanner  probably  isn't  worth 
\  it.  But  the  ImageDeck  is 
ideal  for  use  in  a  small  of- 
\  fice  or  a  department.  Here's 

why:  Unlike  printers,  scan- 
ners cannot  readily  be 
shared  over  a  network.  But 
the  free-standing  ImageDeck 
makes  it  easy  for  several 
people  to  use  one  scanner, 
then  move  the  image  on  disk 
to  their  own  computers  for 
fiuther  processing  or  stoi-age. 

One  thing  all  of  these  de- 
vices shai'e  is  an  emphasis  on 
ease  of  use  and  an  avoidance 
of  the  often  complex  job  of 
hooking  accessories  up  to 
computers.  That  alone  makes 
them  welcome  additions. 


DATA  STORAG 
GO  FORAZIP... 

How  do  you  like  your  Zip 
drives?  Easy?  Or  big?  A 
from  Iomega  (888  446-1 
or  www.iomega.com)  ofl 
choice.  The  $150  Zip  IC 
uses  the  plug-and-play 
versal  Serial  Bus  to  con 
to  any  Windows  98  PC 


or  the  new  uSB-equippe 
Macintosh.  Its  transluci 
blue  case  matches  the 
nal  iMac,  but  there's  nc 
yet  on  whether  it  will  m 
the  new  iMac  colors.  Ur 
most  USB  devices  that 
their  power  through  the 
cable,  the  Zip  drive  mu 
plugged  into  an  AC  outi 
If  big  is  your  game,  lotr 
has  added  the  $200  Zi| 
whose  disks  hold  2^tir 
much  data  as  the 
originals.  It  can  be  con 
to  PCS  through  a  printei 
or  to  PCS  or  Macs  throu 
SCSI  connection.  It  can 
read  original  Zip  disks 
the  250-Mb  disks  cann 
read  by  Zip  100  drives 

...  OR  DIVE  INTO  DVD 

If  you  need  really  big  n 
able  storage,  the  dvd-R) 
from  LaCie  (503  844-4 
sales@lacie.  com)  maj 
bill.  The  $800  drive,  wt 
connects  using  a  SCSI 
face  only,  can  store  up 
Gb  on  a  double-sided  I 
disk.  The  drive,  which 
ufactured  by  Panasoni 
also  read  cd-roms,  au( 
and  prerecorded  dvds. 
special  Dvo  disks  that 
writes  can  only  be  reac 
newest,  so-called  fourl 
eration  dvd  drives 


1, 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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oks 


JIDEBOOKS  FOR 
[E  ROAD  TO  RICHES 


on  could  go  broke  buying  all  the 
books  that  promise  to  make  you 
rich.  Stop  by  youi*  local  bookplex 
3  what  I  mean.  At  a  Bames  & 
near  my  house,  I  found  56  shelf- 
ght  next  to  the  liigh-traffic  coffee 
hat  were  devoted  to  the  genre, 
at  doesn't  include  the  hot-sellers 
e  propped  up  on  tables.  There 
incial-advice  books  for  dummies, 
nd  the  clueless.  Tliere  ai-e  skinny 
)  and  hefty  tomes.  There  is  a 
r  right-brain  thinkers  and  lots 
3r  the  stressed-out.  There  are 
)r  gii'ls  who  need  cash,  books  for 
students,  books  for  gays  in  a 
t  world,  books  for  the  un- 
lly  greedy,  and  even  books  for 
-fearing.  I  must  confess,  though, 
I't  bear  to  pick  up  God  Wmits 
Be  Rich.  It  would  only  confii-m 
more  way  I've  let  Him  down, 
ir  you,  well,  you  might  ignore 
.  But  they  proliferate  foi'  a  rea- 
>t  of  us  need  some  concrete  help 
ig  our  finances,  and  this  crav- 
become  so  intense  that  it's  now 
condition  of  our  times.  Just  as 
s  free  love  animated  so  many  in 
)s,  the  common  impulse  now  is 
50me  way  to  calm  that  anxiety 
about  money.  My  bookstore 
twice  as  much  shelf  space  to 
finance  as  it  gives  to  sexuali- 
I  iree  decades,  we've  gone  from 
lies.  Ourselves  to  Our  Money, 
M 's:  Redesigning  Your  Relation- 
al Money,  a  new  volume  that 
omen  to  "reahze  that  a  money- 
attitude  can  help  them  achieve 
n  theii'  daily  lives  and  just  plain 
re  fun."  Tell  that  to  your  guiii. 
ng  has  exploited  demand  for 
d  of  help  better  than  Suze 
The  9  Steps  to  Financial  Free- 
own,  $23),  which  has  headed 
5  week's  best-seller  list  for  the 
2  months.  Because  Onnan  has 
il  training  and  got  her  start  as 
stockbroker,  because  her  tele- 
ots  range  from  TJie  Oprah  Wln- 
'W  to  QVC,  and  because  she  has 
ly  linked  spuituality  to  financial 
making,  you  might  be  tempted 
;  ier  by.  You  might  even  imagine 
'Id  write  something  like  this: 


"The  little  voice  in- 
side you  is  actually 
a  powerful  signal — I 
beheve  it  is  the  voice 
of  God — and  if  you 
listen  to  it,  and  take 
action  based  on  what  it 
tells  you  to  do,  it  will  keep 

you  safe  and  sound  That 

will  empower  you  to  make  money." 
And  if  you  imagined  that,  you  would 
be  right. 

But  you  would  be  wi'ong  to  ignore 
Orman  entirely.  Nestled  inside  her  co- 
coon of  human-potential  bunk  are  fine 
chapters  on  estates,  tiiists,  and  insur- 
ance— the  three  deadliest  topics  on 
earth — which  she  handles  deftly.  The 
book's  single-best  section,  "How  It  Feels 


Overwhelmed  by 
the  stack  of  books  on 
personal  finance? 
Here's  help 


To  Be  a  Stockbroker,"  is  must  reading  if 
you  use  or  are  tempted  to  use  a  full-ser- 
vice broker.  It's  short  enough  that  you 
can  absorb  it  while  standing 
at  the  bookstore's  personal- 
finance  section.  Look  for 
it  on  page  204.  Or- 
man's   next  book. 
The  Courage  to  Be 
Rich  (Riverhead, 
$24.95),  is  due  in 
March.     Like  9 
Steps,  its  core  of 
hard-headed  advice 
on  such  sticky  is- 
sues as  maniage  and 
divorce  is  swaddled  in 
blarney. 

Left  unexplored  by  Or- 
man— and  her  many  imitators — is 
the  plain  fact  that  getting  in  touch  with 
financial  reality  means  appreciating  not 
just  our  potential  but  also  oui'  limita- 
tions. Hapi^ily,  my  favorite  new  book 
fills  that  bill  neatly.  Why  Smart  People 
Make  Big  Money  Mistakes — and  How  to 
Correct  Them  (Simon  &  Schuster,  $23), 
by  Gaiy  Belsky  and  Tliomas  Gilovich,  is 
a  mighty  effort  to  populai"ize  the  find- 
ings of  researchers  in  a  growing  field 
known  as  behavioral  finance,  which 
turns  out  to  be  a  mixtm-e  of  psychology 
and  economics.  Gilovich,  a  Cornell  Uni- 
versity psychology  professor,  and  Bel- 
sky,  a  financial  wiiter,  decode  the  acad- 
emic studies  that  show  that  jjeople  are 
mentally  wired  to  make  irrational  fi- 
nancial decisions,  such  as  selling  win- 
ning stocks  too  soon  or  holding  losers 
for  too  long.  Better  yet,  the  authors 
also  offer  plenty  of  practical  advice  on 
anning  yourself  against  yom-  worst  in- 
stincts. This  is  gi'eat  stuff,  fresh  and 
genuinely  helpful.  My  one  complaint  was 
that  I  had  to  strain  to  understand  some 
sections,  especially  a  devilish  one  on 
probability  theoiy  that  even  the  authors 
confessed  was  hard  to  explain.  I  hoi^e 
they  rewi-ite  that  part  for  the  i3ai)er- 
back  edition. 

You'll  breeze  tlu-ough  The  Motley  Fool's 
Rule  Breakers,  Rule  Makers  (Simon  & 
Schuster,  $25),  David  and  Tom 
Gardner's  slightly  padded  effort 
to  complete  the  tiilogy  on  investor 
democracy  they  began  with  the 
best-selling  The  Motley  Fool  Iv- 
vestine)it  Guide  and  You  Have 
More  Than  You  Think.  The 
brothers  Gardner,  who  operate 
the  highly  trafficked  Motley 
Fool  online  sites,  lay  out  a  two- 
step  investment  scheme:  First, 
buy  stocks  in  companies  that 
set  the  rales  that  their  ri\'als 
must  play  by — the  Coca-Colas, 


Books 


Intels,  and  Wal-Marts.  Then,  put  some 
money  on  upstarts  that  look  as  if  they 
might  just  be  able  to  break  those  rales 
successfully — that  is,  the  next  Intel 
Coil),  or  Wal-Mart  Stores  Inc.  The  book 
is  well-written  and  often  amusing.  The 
difficulty  here  is  that,  for  all  of  the 
Fools'  elaborate  posturing  as  truth- 
telling  court  jesters,  the  advice  that 
they  have  to  offer  has  become  pretty 
conventional,  stuff  like  the  wisdom  of 
investing  in  a  strong  brand  such  as 
Coca-Cola's.  For  a  jester,  that  amounts 
to  malpractice. 

While  the  Fools  occupy  one 
stronghold  in  the  online-investing 
revolution,  the  thousands  of  men 
and  women  who  have  quit  their 
day  jobs  to  trade  stocks  mo- 
ment-by-moment via  PCS  are 
storming  others.  The  Electronic 
Day  Trader  (McGraw-Hill,  .$:M.95), 
by  Mai'c  Friedfertig  and  George 
West,  burst  on  to  best-seller 
lists  last  yeai",  and  this  year  the 
same  publisher  is  following  its 
success  with  a  very  similar  How 
to  Get  Started  in  Electronic  Day 
Trading  ($24.9.5),  by  David  S.  Nassar.  As 
guidebooks  into  this  new  ten-ain — where 
only  the  quick,  the  brave,  and  the  ready- 
to-lose-their-shirts  should  roam — both 
have  some  value.  Tlie  first  is  at  times  im- 
peneti'able:  "This  pi'edicted  and  experi- 
mentally confimied  profit  and  loss  state- 
ment (P&L)  of  zero  using  this  strategy 
tells  us  we  now  have  a  random  model 
that  relates  pick  strategy,  entrance  and 
exit  i>oints  and  profit  per  shai'e."  Nassai-'s 
book  is  clearer  and  more  engaging,  but 
both  books  left  me  wondering  how 
straight  the  advice  is:  Then*  authors  iim 
schools  aimed  at . . .  you  guessed  it,  elec- 
tronic day  traders.  The  Millionaire  Kit 
(Times  Business,  $29.95)  comes  with  a 
gimmick:  "Millionaire-Makei-"  software 
on  a  CD-ROM  (3  megabytes,  Windows  and 
Mac).  The  i^ackage,  by  Stephen  L.  Nel- 
son, is  one  of  a  flock  of  new  books  {The 
JfOl(k)  Millionaire  is  another)  devoted 
to  turning  plain  folks  into  millionau'es. 
That's  a  bull-market  notion  that  caught 
on  in  1996  vrith  Tlie  Millioiiaire  Next 
Door,  the  paperback  version  of  which 
still  tops  BUSINESS  week's  Ust.  There  are 
no  smprises  in  The  Millionaire  A7f,  just 
a  lot  of  sohd  advice  for  beginners.  'The 
real  secret  of  wealth — if  there  is  a  se- 
cret— is  that  there  are  no  secrets,"  Nel- 
son wiites.  Yes!  But  why  did  I  have  to 
wait  imtil  page  184  to  leani  that?  As  for 
the  softwai-e,  which  I  tested  on  both  a 
personal  computer  equipped  with  Win- 
dows and  a  Mac,  it  proved  a  bit  disap- 
pointing. The  19  little  progi'ams,  designed 
to  reckon  how  much  money  you  need  in 


a  rainy-day  fund  and  such,  are  primi- 
tive, especially  compared  with  what's 
available  today  on  such  free  Internet 
sites  as  www.financenter.com.  To  Nel- 
son's credit,  the  software  also  includes 
a  Web-i'eady  directoiy  that  has  links  to 
scores  of  rich,  unaffiliated  sites,  including 
BUSINESS  WEEK  Online. 

A  perennial  best-seller.  The  Wall  Street 
Journal  Guide  To  Understanding  Money  & 
Investing,  by  Kenneth  M.  Morris  and 
Alan  M.  Siegel  (Lightbulb  Press/Fire- 
side, $14.95),  is  a  skinny, 
dense  paperback  that 
conveys  all  kinds 
of  knowl- 
edge swiftly 
via  manv 


Only  the  ready-to-lose- 
their-shirts  should 
consider  electronic 
day  trading 


gi'aphics.  You  knew  that  "simoleons"  is  a 
synonym  for  money,  but  how  about 
"rocks,"  "spondulicks,"  or  "the  ready"? 
Each  discrete  topic  is  I'esearched  and 
cut  to  cubic-zirconian  perfection,  which 
makes  this  a  fine  fast-reference  book. 
But  where  is  the  "understanding"? 
Wliat's  it  all  about?  You  may  as  well 
ask  Alfie.  Also,  this  1993  book  needs  an 
update:  Its  helpful  index  had  foui"  ref- 
erences to  inflation,  but  none  to  today's 
wony,  deflation.  For  one  simoleon  more, 
a  better  bet  from  the  Journal  is  its 
Lifetime  Guide  To  Money  (Hyperion, 
$29.95).  It  has  all  the  information  orga- 
nized in  the  way  it  should  be,  according 
to  the  readers'  ages  and  the  situations 
they  must  cope  with.  It  is  sopliisticated 
and  nearly  encyclopedic,  yet  clear. 

Stephen  M.  Pollan,  a  Manhattan 
lawyer  and  financial  adviser,  turned  lots 
of  heads  with  his  fii'st  book,  Die  Broke. 


He's  back  now  with  Live  Rich  ( 
Business,  $25),  in  which  he  and 
thor  Mark  Levine  try  to  demolii 
"myth  that  the  emotional  and  pj 
logical  rewards  of  work  are  just 
portant  as,  if  not  more  important! 
its  monetary  rewards."  Pollan 
this  is  neurotic.  His  advice?  Turil 
cenary  and  watch  as  yom-  monejK 
ety  disappears.  Well,  I'm  old  eno 
worry  that  he  might  be  right, 
also  occurs  to  me  that  settingpj 
apart  from  finding  meaning  in 
just  what  you'd  expect  fi-om  a  1 
lawyer.  In  any  case,  Pollan's  fi 
pages  are  provocative  and  wort 
time.  But  stop  there:  The  ne 
amount  to  a  major  advice-dui 
everything  from  insurance  to  t. 
portance  of  good  hygiene. 

More  worthwhile,  if  £ 
cares  to  aiTange  it,  wouk 
debate  pitting  Pollan  again 
dicated  talk-radio  show  host 
Ramsey,  whose  1997  book  F;?; 
Peace  taught  basic  lessons  in  p( 
bankiuptcy  and  debt  reduction 
Chiistian  perspective.  Now,  wit^ 
Than  Enough  (Viking,  $22.95),  R 
explores  tlie  intersection  of  pc 
virtue  and  finance.  "Jesus  said 
fectly,"  Ramsey  writes.  "  'For 
your  treasure  is,  there  your  b 
also.' "  Little  in  Ramsey's  book  is 
tionable,  but  neither  is  there  mu' 
you'll  be  able  to  take  to  the  b;| 
boils  down  to  Jane  Bryant  Quimi 
in  an  airplane  seat  between  Bill! 
ham  and  Bill  Bennett,  with  Dr.  Fj 
fUght  attendant:  "Ai'ound  the  sul 
money,  being  real  is  something 
hard  for  most  of  us  even  with  oi 
est  loved  ones,"  Ramsey  notes.  '* 
are  more  prone  to  talk  about  se> 

Were  this  economic  expansi 
setting  endurance  records,  no  pu 
would  have  titled  a  personal- 
book  More  Thciit  Enough.  Is  that 
that  the  pendulum  between  lo 
money  is  ready  to  swing  back 
romance?  Ti'ue,  it's  neaiing  Vak 
day,  but  it's  a  possibility  I  couldi 
but  ponder  when  I  retm-ned  to  il' 
&  Noble  the  other  day  and  sjn 
tableful  of  books  devoted  tn  i  i 
Hard  by  the  coffee  bar  whei  e 
frocked  Beardstown  Ladies  hp 
sway  lay  piles  of  The  10  Seco.t  i> 
Also,  10,000  Ways  to  Say  I  Lo 
and,  naturally.  The  Complete 
Guide  to  a  Healthy  Relatiomhip. 
I'll  pick  that  one  up,  as  soon  as  I 
my  credit  cards. 

BY  ROBERT f 

Senior  writer  Barker  follows 
and  its  attendant  manias. 
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iewSonic 
on  top! 


Turn  traditional  thinking  on  its  ear. 

Today,  regardless  of  the  PC  brand  you  choose,  the 
most  important  component  is  not  the  computer. 
It's  the  monitor. 

Yesterday  the  hot  phrase  was  "Monitor  Sold 
Separately."  Today,  it's  "PC  Sold  Separately" 
Technology  blurs  the  lines  between  one  computer 
and  another.  They're  all  fast,  all  loaded,  all  pretty 
much  the  same. 

What's  different,  what's  exciting  is  happening  in 
displays-multimedia  monitors  with  built-in 
teleconferencing  capabilities  and  flat  panel  displays 
you  can  mount  on  the  wall. 

The  new  ViewSonic  VG180,  18.1"  viewable  LCD 
ViewPanef  is  a  case  in  point.  It  features  a  160° 
viewing  angle,  a  spectacular  true  resolution  of 
1,280  X  1,024,  a  rock  solid  image  and  amazing  per- 
formance. By  putting  ViewSonic's  VG180  ViewPanel 
on  top  of  your  prionty  list,  you'll  ensure  your  Visual 
Computing'"  experience  is  excellent. 

At  ViewSonic  we  developed  the  VG180  with  your 
vision  in  mind.  TCO  '95  certification.  Warranty; 
3  year  parts  and  labor,  one  year  back  light. 
Express  Exchange'  Service  option  available. 

For  more  information,  visit  our  website  at: 
www.  ViewSonic.com/busweek 

(800)  888-8583  •  Specilicalions  subject  to  change  wilhoul  notice 
Copytigtil  €)  1999,  ViewSonic  Cotpotalion  •  All  rights  reserved 
Corporate  names  anri  trademarks  are  property  ol  their  respective  companies 
Intel  and  the  Intel  Inside  logo  are  registered  trademarks  ot  Intel. 
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If  there's  the  tiniest  little  hole 


Bugs  from  the  Internet  to  your  PCs. 


HAPPEN    DN    YDUR    NETWORK,   USING  A 


McAfee  TVD  keeps  ped  i 


The  Internet  is  tq  the  computer 


MULTI-LAYERED    DEFENSE   AGAINST  THE 


YOUR     COMPANY  UP-TD 


VIRUS    WHAT    THE    AIRPLANE     IS  TO 


SCUMBAGS,    HACKERS    AND  MALICIOUS 


A    MINIMUM     OF    HASSLE  V 


THE    BIOLOGICAL    VIRUS:    IT  TRAVELS 


CODE  CRACKERS   OF  THE  WORLD. 


UPDATES    TO     YOU  AUTH 


AROUND     THE     WORLD.     AND  IT'S 


Up-to-the-f1inute  [xterminotion. 


OVER    THE    Internet  I 


POPULATED    BY    EVERYONE.  HEALTHY 


With  over  4DD  new  viruses  found 


KNOW    YOU     HAVE  THE 


OR  NOT.  That's  why  McAfee  Total 


Virus   Defense  (TVD)  fends  off 


RUS     ATTACKS    ANYWHERE  THEY 


EVERY     MONTH.      YOU'RE  EITHER 


UP-TO-DATE    WITH    ALL    YOUR  VIRUS 


PROTECTIDN,     OR     YOU'RE  TOAST. 


GREATEST.     No  WONDEF 


DN    MORE    THAN    60  Ml 


PUTERS   AROUND   THE  Ell' 


net.  t h e y'l I  find  it. 


MlA\cc  Total  Virus  Defense 


PGP  Total  Network  Security 


eed  Heels  Integration. 


It's  not  just  the  best  defense; 


Sniffer  Total  Network  Visibility 


JG     ANTIVIRUS  TECh 


lEGRATED    WITH  CDM" 


IT'S  THE  BEST  OFFENSE,  TDD. 


^>  Kill  Bugs  Oead. 


NG,     ALERTING  AND 


Call    BDD-3  3  2-99  6  6  .    DEPT.  194-9, 


\ND    IT'S    ALL  BACKED 


FDR  DUR  White   Paper  dn  multi- 


ENCY    RESPONSE  team 


LAYERED     DEFENSE,     OR    VISIT  US 


Md^ic  Total  Service  Desk 


IDS    TO    NEW  VIRUSES 


THE    SUN  COVERAGE 


S    ON    6  CONTINENTS, 


AT    WWW,  NAI.COM.    THEN     GO  GET 


THE    BEST    IN    PEST    CONTROL,  WITH 


McAfee  total  Virus  Defense. 
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Who's  watching  your  network 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


THE  ECONOMY:  CLINTON 
HAS  PLAYED  HIS  CARDS  WELL 


GOOD  HAND: 

Disinflation 
and  a  tech 
boost  gave 
him  a  great 
opportunity 
— and  he 
didn't  bungle 
it.  That's 
harder  than 
you  think 


Robert  Kuttner  is  co-editor  of  7'/7e 
American  Prospect  and  author  of  The 
End  of  LaisseZ'Faire 


AS  Presidents  invariably  assert,  the 
state  of  tiie  union  is  good.  More  perti- 
nent, the  state  of  the  economy  is  very 
good.  Indeed,  if  Chnton  is  spared  the  fiulher 
indigiiity  of  removal,  it  will  be  in  no  small 
part  because  most  Americans  consider  him 
a  competent  economic  steward.  But  how  much 
credit  does  this  President  really  deserve? 

A  big  piece  of  Clinton's  success  was  good 
timing.  For  starters,  the  1990s  have  been  a 
decade  of  disinflation.  After  the  oil  bubble 
burst,  after  commodity  prices  crashed,  and 
after  the  economy  rebounded  from  the  Fed- 
eral Reserve's  tight-money  ciu'e  of  the  early 
1980s,  lower  inflation  was  virtually  predes- 
tined, no  matter  who  was  President. 

The  high  unemployment  rates  of  the  '80s 
and  '90s  and  deregulation  further  dampened 
inflationary  wage  pi'essui'es.  Moreover,  after  a 
pi-olonged  lag,  the  economy  was  set  to  reap 
the  benefits  of  infomiation  technology,  yielding 
liigher  rates  of  productivity  growth  and  sub- 
secjuent  economic  growth.  Disinflation  also 
set  the  stage  for  a  remarkable  surge  in  the 
stock  market. 

So  by  the  mid-1990s,  the  economy  was 
primed  for  a  period  of  sustained  noninfla- 
tionary  gi'owth.  That  permitted  lower  unem- 
ployment, which  meant  workers  iinally  shared 
in  the  gains. 

BROKER.  Still,  let's  give  Clinton — and  Federal 
Reserve  Chairman  Alan  Greenspan — some 
credit.  First,  Clinton  took  big  political  risks  in 
1993  to  broker  a  budget  deal.  Despite  Re- 
publican i-esistance  to  higher  taxes  and  dire 
predictions  of  recession,  the  deal  was  tolerably 
fair  and  macroecononiically  appropriate.  It 
combined  spending  cuts  in  both  militaiy  and 
social  progi'ams  with  modest  tax  increases 
for  those  able  to  pay.  It  produced  fiscal  con- 
traction but  at  a  gradual  pace  that  didn't  in- 
duce recession. 

That,  in  turn,  allowed  the  Fed  to  case  the 
monetary  brakes  and  produce  not  just  a 
"soft  landing"  but  also  sustained  growth. 
The  effect  of  deficit  reduction  on  growth, 
however,  may  have  been  more  psychological 
than  real.  The  Fed  and  the  money  markets 
needed  a  budget  deal  in  order  to  deliver 
lower  interest  rates.  But  the  budget  sur- 
plus, wliich  came  in  1998,  foui-  years  ahead  of 
schedule,  was  mostly  the  result  of  higher 
growth  rooted  in  technological  and  stioictur- 
al  changes.  It  was  not  mainly  the  fiscal  fruit 
of  spending  cuts  and  tax  hikes. 


Clinton  nevertheless  deserves  crec 
achieving  a  collaborative  relationship 
the  Fed  chaimian.  And  Greenspan  de; 
kudos  for  breaking  (albeit  belatedly)  wi 
conventional  wisdom  of  most  economis' 
his  handlers  on  the  Fed's  senior 
Greenspan,  a  master  at  doing  his  ov 
search,  faced  down  the  Fed's  hawk 
gi'asped  that  this  New  Economy  could 
ate  higher  rates  of  noninflationaiy  grov 
tei"  all.  The  Clinton-Greenspan  alliance 
no  way  inevitable.  The  last  Democratic 
ident,  Jimmy  Carter,  went  down  in 
not  primarily  because  of  the  Iranian  h^ 
crisis  but  because  he  and  the  Fed's 
chairman,  Paul  A.  Volcker,  were  pull 
different  directions. 
MIXED  BAG.  Faster  gi'owth  is  the  big  s 
story  of  the  Clinton  Presidency.  Else^ 
Clinton  has  been  so-so.  His  performai 
international  economic  matters  has 
mixed.  Russia  remains  an  economic  p 
keg,  and  Asia  was  a  near-miss.  Bra; 
minds  us  just  how  vulnerable  the  whok 
al  system  is.  nafta  was  oversold,  jeopaj 
any  fiuther  liberalization  of  tr-ade.  If 
perity  falters,  however,  it  will  very  lik 
the  result  of  an  international  shock  tha 
ton  and  his  team  lacked  the  vision  to 
pate  or  contain. 

Despite  right-wing  fervor,  growth 
constrained  by  the  lack  of  a  tax  cut.  1 
thing,  Clinton's  critics  on  the  liberal  lef 
the  stronger  case.  He  can  reasonably  be 
ed  for  overdoing  fiscal  discipline  at  t 
pense  of  needed  social  investment 
bungling  health  reform,  for  paying  to( 
heed  to  the  economy's  have-nots,  and 
ing  too  ready  to  gut  Social  Securit 
Medicare. 

In  sum,  economic  events  handed  ( 
a  rare  opportunity.  But  not  fumbling 
portunity  is  harder  than  it  looks.  Ei 
his  term  when  the  budget  was  a  nigl 
and  the  economy  shaky,  Clinton  pk 
weak  hand  well.  Later,  as  the  eo 
strengthened,  he  played  a  strong  han 
tiously.  Clinton's  relatively  competer 
nomic  stewardship,  the  source  of  his  p 
survival,  makes  his  self-inflicted  impeac 
wounds  all  the  more  appalling.  Any 
dent  was  likely  to  bask  in  this  era  of 
flation  and  resurgent  productivity,  b 
degi-ee  of  our  cuirent  economic  succei 
not  quite  gnaranteed. 
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BY  GENE  KORETZ 

CAPITAL  OUTLAYS 
VS.  BIYBACKS 

Finance  strains  may  force  a  choice 

Could  Corporate  America's  increas- 
ing concern  with  stock  market  pei-- 
formance  help  put  the  brakes  on  the 
ciuTent  capital  spending  sj^ree?  That's  a 
scenario  that  economist  John  M.  Young- 
dahl  of  Goldman,  Sachs  &  Co.  believes 
could  well  unfold  in  the  year  ahead. 

Most  economic  omens  suggest  that 
U.  S.  capital  spending  should  already  be 
slowing  shaiply.  Recessions  abroad  have 
hit  U.  S.  manufacturers  hard,  capacity 

CORPORATE  DEBT 
HAS  BEEN  ON  A  TEAR 


OUTSTANDING  DEBT 

NONFINANCIAL 
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has  been  expanding  rapidly,  and  factoiy 
operating  rates  have  fallen  below  80% 
for  the  fii'st  time  in  five  years.  Yet  real 
business  investment  outlays,  at  last 
coimt,  were  still  buoyant — up  nearly  9% 
on  a  year-over-year  basis,  as  measured 
by  the  Commerce  Dept. 

As  Youngdahl  sees  it,  one  explana- 
tion of  this  vigor  is  the  stock  market 
boom.  According  to  economic  theoiy,  it 
makes  sense  to  pom-  money  into  a  com- 
pany via  capital  outlays  in  jjeriods  when 
equity  values  exceed  replacement  costs 
of  equipment.  And  that's  exactly  what's 
occun'ing  today,  with  stock  valuations 
at  their  highest  levels  since  the  1960s. 
At  the  same  time,  however,  manage- 
ment's focus  on  stock-market  perfor- 
mance is  inspiiing  a  huge  wave  of  stock 
buybacks,  pushing  net  repurchases  of 
coiporate  equity  to  a  i-ecord  $158  billion 
in  the  past  year 

What's  unusual,  says  Youngdahl,  is 
that  companies  are  tiying  to  meet  both 
these  goals — capital  spending  and  stock 
buybacks — in  the  face  of  gi-ovdng  intei'- 
nal  financial  constraints  and  record  busi- 
ness borrowing.  In  the  wake  of  weak- 
ening profits  and  pricing  power,  cash 
flow  is  up  a  mere  0.5%  over  its  year- 


earlier  level,  while  net  business  bor- 
rowing activity  siu-ged  by  72%  in  the  12 
months  ended  in  September  (chait). 

The  real  puzzle,  says  Youngdahl,  is 
the  willingness  of  companies  to  boirow 
to  finance  stock  buybacks.  In  past  prof- 
its slumps,  notes  Youngdahl,  companies 
tended  to  increase  borrowing  to  fund 
buybacks  only  if  stock  valuations  were 
unusually  low.  When  shares  looked  ex- 
l^ensive,  they  actually  issued  more  stock 
than  they  retired.  This  time  around, 
though,  they  are  buying  back  shares 
amid  a  record  market  boom. 

In  Youngdahl's  opinion,  this  trend  re- 
flects a  "paradigm  shift"  in  corporate 
strategic  thinking  toward  emphasis  on 
short-  and  medium-term  stock  perfor- 
mance. With  so  much  of  executives' 
compensation  and  evaluation  now  tied  to 
stock  mai'ket  perfonnance,  he  says,  theii* 
willingness  to  borrow  to  fund  equity 
purchases — and  thus  bolster  stock 
prices — even  when  stocks  look  overval- 
ued, becomes  understandable. 

The  problem  is  that  this  situation  is 
unsustainable  unless  earnings  improve 
soon.  If  profits  remain  weak,  predicts 
Youngdahl,  lenders  are  likely  to  boost 
interest  rates  and  tighten  availability — 
forcing  businesses  to  choose  between 
putting  investment  outlays  on  the  chop- 
ping block  or  ciutaihng  share  buybacks. 

"In  the  present  management  climate," 
he  says,  "it  looks  like  capital  spending 
would  prove  more  vulnerable." 


CEO  SUCCESS  IS 
ITS  OWN  REWARD 

Stoclc  prices  greatly  affect  pay 

It's  hardly  news,  as  John  Youngdahl 
points  out  above,  that  top  executives 
are  more  concerned  with  stock  market 
performance  than  in  past  jjeriods.  Wliat 
observers  may  not  appreciate,  however, 
is  just  how  much  corporate  chiefs  have 
riding  on  the  market. 

According  to  a  study  in  the  Quarter- 
ly Journal  of  Economics,  the  amount 
far  outweighs  other  forms  of  compensa- 
tion. In  the  study,  Brian  J.  Hall  and 
Jeffrey  B.  Liebman  of  Harvard  Univer- 
sity combed  tlii'ough  proxy  statements 
of  478  major  U.  S.  companies,  analyz- 
ing executive  pay  from  1980  to  1994. 
With  the  aid  of  options-pricing  models, 
they  were  able  to  measure  how  much 
CEOS  were  making  in  total,  and  how 
their  pay  coirelated  with  their  compa- 
nies' stock  performance. 

The  results  are  eye-opening,  to  say 
the  least.  For  any  given  shift  in  compa- 


ny value,  the  two  researchei 
that  changes  in  ceo  pay  due 
and  option  revaluations  are  ni 
50  times  larger  than  changes 
from  salary  and  bonus.  Thus, 
average  ceo,  says  Hall,  "sai 
bonus  changes  account  for  on 
pay-to-performance  sensitivit 


I 


stock  and  stock-option  changes 
for  the  rest." 

Wliat's  more,  in  another  rece 
with  Harvard  business  school 
George  P.  Baker,  Hall  found  t 
top  executives  who  own  onl; 
stake  in  the  business  can  hav 
incentives  to  raise  their  co: 
share  price — if  the  corporation 
enough.  "Jack  Welch,  for  exam 
own  less  than  0.1%'  of  General 
Hall  notes,  "but  if  he  were 
changes  that  raised  ge's  valut 
5%,  his  own  net  worth  would 
about  $8  million." 


CRUISING  INT( 
THE  NEW  YEAF 

A  likely  seasonal  boost  for  C 


With  the  economy  coming 
in  last  year's  iinal  quarts 
grovi^h  rate  likely  to  weaken 
tially  in  the  fii-st  quarter?  N( 
opinion  of  economist  Edward  £ 
of  International  Strategy  &  In 
Group  Inc.,  a  Wall  Street  ecom 
suiting  firm. 

Hyman  notes  that  fii'st-quar 
ity  has  been  robust  in  each  oi 
tlu'ee  years,  suggesting  that  a 
sonal  pattern  is  affecting  the 
Gross  domestic  product  gi-owt 
excludes  the  effect  of  the  trad 
has  been  particularly  strong  ( 
the  fii'st  quarter,  reflecting  the 
of  earlier  and  larg- 
er tax  refunds, 
bigger  bonus  pay, 
and  increased  post- 
Christmas  sales. 

Judging  from 
isi's  mid- January 
surveys  of  retail- 
ers and  auto  deal- 
ers, Hyman  thinks 
a  similai'  pattem  is 
likely  to  sm-face  in 
the  months  ahead. 
Significantly,  indi- 
vidual tax  refimds 
in  fiscal  1999 
(thi'ough  eai'ly  Jan- 
uaiy)  have  been  posting  doubk 
creases  over  year-earlier  level 


THOSE  I 

FIRST  an 

12   


10 


■  REAL  RE 
SALES 

n  DOMEST 
GOP 


■961 

▲  PERCENT  CHflf 
ANNUAL  RATI 
DATA:  INTERNATI 
&  INVESIMf 


9R  RIKIMFC^c;  WFFk  /  FFRPIIAOV   1     1  QQQ 


asiness  Outlook 


VIES  C.  COOPER  &  KATHLEEN  MADIGAN 


I  HOW  MUCH  MOMENTUM 
THERE,  EXACTLY? 

t,  based  on  fourth-quarter  growth.  But  Greenspan  has  concerns 

commodated  on  an  ongoing  basis,  even  with  higher 
technology-driven  productivity  growth." 

Much  of  the  economy's  rapid  growth  has  been  pow- 
ered by  consumers.  That  was  especially  true  in  the 
fourth  quarter.  Strong  December  retail  sales  and  a 
gusher  of  auto  purchases  mean  that  growth  in  real 
consumer  spending  may  well  have  hit  6%,  at  an  annu- 
al rate,  last  quarter — and  that's  two-thu-ds  of  gdp.  If  so, 
gi'owth  in  consumer  outlays  duiing  the  fom*  quarters  of 
1998  would  end  up  at  a  phenomenal  5.5%,  the  strongest 
four-quarter  pace  since  1984. 


KNOMENAL  GROWTH 
SUMER  SPENDING 


mngijfvm  Back  in  September,  Federal 
iNiWrtWWf  Reserve  Chairman  Alan 
;pan  warned  that  "it  is  just  not  credible  that 
S.  can  remain  an  oasis  of  prosperity  in  a  world 

experiencing  greatly  increased  stress."  Well,  so 
.as  done  just  that.  In  fact,  the  economy's  pace  ap- 
to  have  been  faster  in  the  second  half  of  1998 

was  in  the  first  half. 

ed,  the  economy  may  well  have  gi'own  in  the 
Drhood  of  5%  in  the  final  quarter  of  1998.  No  one 
3W  for  sure  until  the  Commerce  Dept.  reports  on 
lOmestic  product  on  Jan.  29.  Thei'e  are  still  plen- 
nknowns  that  could  sway  the  upcoming  gdp  re- 
ipecially  since  Commerce  will  have  to  estimate 
ivailable  December  data  on  foreign  trade  and  in- 
j  growth.  These  two  swing  factors,  by  them- 
often  account  for  one  or  two  percentage  points 
overall  gi'owth  rate.  But  based  on  available 
7  data,  domestic  demand  appears  to  have  pow- 
rowth  far  beyond  what  nearly  all  economists 
:  possible  only  a  few  months  ago. 

The  important  question  is: 
How  much  of  the  economy's 
momentum  carried  over  into 
1999?  Ah-eady,  economists  are 
nudging  up  their  forecasts  for 
this  year's  growth,  based  on 
the  expectation  of  peppier 
growth  early  in  the  year. 
However,  threats  to  the  U.  S. 
oasis  have  not  gone  away. 
Brazil's  decision  to  devalue  the 
real  will  worsen  the  economic 
for  Latin  American  countries,  key  markets  for 
ports.  Also,  Wall  Street's  volatile  reaction  to  the 
tion  suggests  that  equity  gains  may  not  con- 
as  much  to  consumer  and  capital  spending  this 
they  did  in  1998. 

i  STOCK  PRICES  and  their  impact  on  the 
were  very  much  on  Greenspan's  mind  when  he 
before  Congi-ess  on  Jan.  20.  He  noted  their  im- 
5  in  the  economy's  robust  performance  of  late, 
ly  in  the  consumer  sector.  However,  he  also 
some  slowing  in  economic  growth  might  be  re- 
to  sustain  this  nearly  eight-year  expansion, 
h  the  end  of  1998,"  he  said,  "the  economy  con- 
0  grow  more  rapidly  than  can  be  cmrently  ac- 
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HOUSING  ENDED  1998 
ON  A  STRONG  NOTE 


STARTS 


WILL  CONSUMER  SPENDING  come  back  to  earth  in 
1999?  The  answei'  is  ciucial  to  the  outlook,  because  last 
yeai*  it  accounted  for  some  90%  of  the  gi'owth  in  overall 
GDP.  Add  in  homebuilding,  and  the  two  sectors  more 
than  accounted  for  last  year's  total  economic  growth 
(charts).  But  consumers  in  1999  are  unlikely  to  receive 
the  support  from  the  laboi"  market  and  stock  prices 
that  they  enjoyed  in  1998.  More  likely,  consumers  will 
pull  back  a  notch,  as  companies  restinctiu"e  to  cut  costs 
and  as  stock  prices  grow  in  more  nomial  ranges. 

Greenspan  noted  that  capi- 
tal gains  have  significantly 
boosted  consumer  spending 
by  allowing  households  to  out- 
spend  their  incomes,  result- 
ing in  a  negative  saving  rate. 
Greenspan  said  that  all  or 
most  of  the  decline  in  the 
saving  rate  is  accounted  for 
by  the  upper  income  quintile, 
where  capital  gains  have  dis- 
proportionately accmed.  How- 
ever, he  also  pointed  out  that  "a  flattening  of  stock 
prices  would  likely  slow  the  growth  of  spending,  and  a 
decHne  in  equity  values,  especially  a  severe  one,  could 
lead  to  a  considerable  weakening  of  consumer 
demand." 

Indeed,  some  of  the  fourth  quarter's  momentum  in 
consumer  spending,  housing,  and  business  investment 
may  fade  as  early  as  the  first  quarter,  given  that 
some  one-time  factors  boosted  the  fourth  quarter.  For 
one,  dealer  incentives  lifted  the  quarter's  car  sales, 
which  accounted  for  more  than  a  percentage  point  of 
the  growth  in  consumer  outlays.  Some  December 
vehicle  sales  were  likely  borrowed  from  early  1999 
sales.  Retail  sales  in  December  rose  a  strong  0.9%,  al- 
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though  excluding  car  buying,  sales  rose  only  0.4%. 

Dining  out  was  popular  last  quarter.  Sales  at  restau- 
rants and  bars  posted  the  largest  quarterly  increase  in 
six  years,  perhaps  related  to  the  unseasonably  mild 
weather  duiing  most  of  the  quarter.  A  return  to  winter 
weather  this  quarter  will  cut  restaurant  receipts  back 
to  normal. 

A  similar,  but  more  consequential,  weather-related 
swing  is  likely  for  housing.  Residential  constioiction  in 
the  fourth  quarter  appears  to  have  posted  another 
quarter  of  double-digit  gi-owth,  helped  partly  by  the 
good  weather.  December  housing  starts  rose  3.5%,  to  an 
annual  rate  of  1.72  million. 

Sales  and  starts  in  1998  ran  far  ahead  of  new  house- 
hold formations,  and  some  pullback  in  1999  appears 
likely.  But  housing  fimdamentals  remain  solid,  according 
to  builders.  The  National  Association  of  Home  Builders' 
housing  market  index,  which  comprises  builders'  as- 
sessments of  current  and  expected  market  conditions, 
dipped  two  points  in  .January,  to  76%,  but  that  was 
down  ft'om  a  record  78%-  in  December.  Builders  were 
less  confident  about  futm-e  demand,  although  the  read- 
ings on  current  sales  and  buyer  traffic  through  model 
homes  declined  only  a  bit. 

BUSINESS  INVESTMENT  in  new  equipment  also  made 
a  solid  contribution  to  fourth-quarter  gdp  growth,  but 
equipment  outlays  are  especially  vulnerable  to  slower 


CAPACITY  IS  GROV 
FASTER  THAN  QUI 


growth  in  1999  in  the  face  of  weak  profits,  t 
lending  standards  by  banks,  and  recent  low  rates 
pacity  utilization  in  manufactming.  In  fact,  additi 
manufactuiing  capacity  have  already  started  to 
Growth  had  reached  6.4%  in  1996,  but  by  the  ( 
1998,  growth  had  fallen  to  5.6%. 

Still,  since  early  1998,  manu- 
facturing capacity  has  been 
growing  far  faster  than  output 
(chart).  Factory  output  rose 
only  0.2%  in  December  after  a 
slim  0.1%  gain  in  November. 
The  rate  of  factory  capacity 
use  fell  in  December  to  79.9%. 
Except  for  the  strike  period  at 
General  Motoi"s  Coip.  last  year, 
that  is  the  lowest  utilization 
rate  in  more  than  five  years. 
Even  if  weak  cashflow  and  costlier  financing 
standing  in  the  way,  manufacturers  would  havi 
incentive  to  add  to  their  already  plentiful  capaci 

To  what  did  we  owe  1998's  extraordinary 
Low  inflation  and  interest  rates  top  the  list.] 
boosted  consumer  buying  power  and  demand,  a 
fueled  the  stock  market's  exceptional  gains  that 
ed  spending.  Can  growth  remain  that  powerful  i 
The  fourth-quarter  numbers  seem  to  answer  y^ 
don't  count  on  it. 


MANUFACTURING 
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ARGENTINA 


HEADING  FOR  A  FALL 


Government  officials  in  Buenos 
Aires  are  manning  the  peso 
barricade,  and  they  seem  willing 
to  smrender  economic  growth  in 
the  battle.  After  Brazil  devalued 
the  real,  wary  investors  put  near- 
by Ai'gentina  under 
scnitiny.  Interest  rates 
soared,  and  peso  fu- 
tures plunged  as  some 
investors  bet  Argenti- 
na would  have  to  fol- 
low its  northern  neigh- 
bor and  devalue. 

In  response,  the 
government  of  Presi- 
dent Carlos  S.  Menem 
made  it  clear  that  the 
peso  would  remain  pegged  to  the 
U.S.  dollar,  as  it  has  been  since 
1991  when  he  launched  the  con- 
vertibility plan  to  fight  inflation 
and  economic  stagnation.  The  pro- 
gram has  worked  well — inflation 


GROWTH  HAS  ALREADY 
SLOWED  SHARPLY 


ARGENTINA'S 
REAL  GDP 


A  PERCENT  CHANGE  FROM  A  YEAR  AGO 
DATA  STANDARD  S  POOR'S  DRI,  BUSINESS  WEEK 


in  1998  was  under  1%  for  the 
third  year  in  a  row. 

However,  the  Brazil  problem 
may  be  the  plan's  biggest  chal- 
lenge. Argentina  holds  more  than 
enough  foreign  reserves — $27.5 
billion — to  back  the 
peso.  And  the  govern- 
ment's finances  are 
set  until  June,  so 
there  is  less  need  for 
outside  funds. 

Still,  with  Brazil 
buying  about  a  third 
of  Argentina's  exports 
and  with  interest 
rates  soaring  as  in- 
vestors pull  money 
out  of  emerging  markets,  Ai'genti- 
na's  economy  vrill  likely  take  a 
fall. 

The  Economy  Ministry  is  stick- 
ing with  its  1999  forecast  of  2.5% 
to  3%  growth  in  real  gross  domes- 


tic product,  but  Minister  Roqi 
Fernandez  admitted  that  GDP 
could  fall  as  much  as  1%.  Ou 
was  already  easing  in  the  sec| 
half  of  1998  because  of  global 
moil  (chart).  And  private  eco 
mists  have  cut  their  1999  pro] 
tions  to  show  a  gdp  decline 
between  1%  and  2%. 

A  flat  economy  means  that 
ing  unemployment  will  likely 
campaign  issue  when  presidei 
elections  are  held  in  October, 
jobless  rate  in  the  fourth  qua 
was  down  to  12.4%,  after  risi 
high  as  18.4%  in  1995,  but  th. 
rate  is  expected  to  head  mue 
higher  this  year.  Already,  Fo] 
Motor  Co.  has  announced  the 
missal  of  1,400  workers  in  Ai 
gentina  because  of  the  poor  s 
outlook.  Unfortunately,  such 
reports  are  likely  to  become 
tine  in  1999. 
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bu  can  be  young 


ithout  money, 
ut  you  can't  be  old 


ithout  it." 


—  Tennessee  Williams 
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And  the  money's  deducted  automatically  from  your  checking  account.  It's  pretty  close  to  painless, 
m  more,  call  one  of  our  Financial  Advisors.  They'll  do  a  personalized  analysis  of  your  financial  situation, 
ey'il  show  you  which  funds  can  help  you  meet  your  individual  goals. 
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The  President's 
plan  for  Social 
Security  reform 
puts  the  GOP 
on  the  defensive 


For  daily  business  news,  visit 
businessweek.com  or  AOL:  Keyword:  BW 


Fur  iiKinths,  cur  lawmakers  taunt- 
ed President  Clinton  to  stop 
clucking  about  Social  Security 
and  offer  a  real  reform  proposal. 
In  liis  Jan.  19  State  of  the  Union 
address,  he  took  the  dai-e — and  brazenly 
outmatched  the  Gop  on  its  own  privati- 
zation rhetoiic.  That  left  furious  Repub- 
licans sputtering.  But  it  may  give  the 
President  and  fellow  Democrats  the 
chance  to  take  credit  for  jump-starting 
the  refoi'm  process. 

For  a  moment,  at  least,  the  bold  ini- 
tiative also  succeeded  in  showcasing  the 
President  as  cliief  executive  rather  than 
impeachment  defendant  (page  34).  But 
can  his  "Save  Social  Seciu-ity  Now"  plan 
siu'vive  as  policy?  It's  a  clever  combina- 
tion that  can  placate  liberals  who  hold 
Roosevelt's  legacy  sacrosanct  while  un- 
dercutting Republicans  who  want  to  re- 
place a  chunk  of  the  system  with  indi- 
vidual private  accounts.  As  for  the 
public,  Clinton  is  promising  a  painless 


& 


itf 


cure  for  what  has  been  billed 
tional  disaster. 

Clinton  is  relying  on  big  and 
ous  federal  surpluses  to  shor( 
system.  Then  he  hoj^es  to  boo 
Security's  anemic  returns  by, 
first  time,  investing  a  portio: 
fund's  assets  in  stocks  (page  32), 
spur  savings,  workers  would  g 
$400  a  year  from  the  govern 
seed  money  for  individual  401 
investment  accounts. 
"BELLS  AND  WHISTLES."  Does  tl 
Clinton  a  closet  jjrivatizer?  Har  (jj,) 
launching  a  plan  that  preserve  i^f 
than  I'emakes,  the  current  sy^ 
can't,  however,  guarantee  that 
curity  will  not  mn  out  of  momj, 
time  in  the  21st  centmy.  "All  hi 
is  adding  bells  and  whistles,"  fiiij 
tin  Regalia,  cliief  economist  for 
Chamber  of  Commerce.  "Social 
is  [still]  sliding  into  the  abyss.' 

Ther-e's  no  question  that  Clinj 
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as  politically  adroit.  Now,  Re- 
are  on  the  defensive.  They 
Kstify  why  they  favor  a  funda- 
erhaul  of  the  popular  system 
f  the  President's  less  radical 
At  the  same  time,  they  must 
ly  it's  better  to  use  the  smplus 
ta.x  cut  instead  of  setting  it 
'linton  wants,  for  Social  Secu- 
ledicai'e.  "Fu'st,  they  complain 
idii't  put  a  plan  on  the  table," 
jresentative  Barney  Frank  (D- 
v'liw,  they'll  complain  he  has  a 
iicy  don't  like  it." 
iibination  of  sui"prise  and  pre- 
-  vintage  Clinton.  "It  is  just 
i^l  to  [Republicans]  on  the  '95 
al,"  says  a  Hill  Democratic 
\'  dared  him  to  submit  a  bal- 
let, and,  to  theii'  amazement, 
(lidn't  add  up,  but  they  never 
■lin  that.  He  was  able  to  spend 
year  saying,  'I  have  a  plan, 
lun't.' " 


But  can  Clinton  still  |)ull  off  that  Idnd 
of  coup?  A  long  impeachment  tiial  could 
chew  up  the  goodwill  needed  for  refomi. 
And  business,  most  Republicans,  and 
conservative  Democrats  oppose  the  idea 
of  Uncle  Sam  owning  a  chunk  of  Coipo- 
rate  Ameiica.  Count  Fedei'al  Resei^ve 
Chairman  Alan  Greenspan  among  the 
nonfans,  too.  On  Jan.  20,  he  applauded 
reserving  the  surplus  for  Social  Securi- 
ty— but  blasted  government  stock  in- 
vestment as  potentially  dangerous. 

The  President's  critics  also  question 
Ms  basic  assumptions  about  a  continuing 
budget  windfall.  White  House  econo- 
mists project  a  surplus  of  about  $4.4 
trillion  over  15  yeai's.  That's  not  out  of 
line  with  a  new  Congi'essional  Budget 
Office  forecast  of  a  $2.1  trillion  surplus 
over  10  years.  But  such  long-range  es- 
timates can  be  wildly  inaccurate.  "To 
project  a  surplus  over 
the  next  15  years  is 
very  brave,"  says 
PaineWebber  Group 
Inc.  ('Eo  Donald  B. 
Marron. 

Those  brave  projec- 
tions, however,  ai'e  key 
to  Clinton's  plan  to 
shift  $2.7  trillion  into 
the  tiiist  fund  over  15 


KEY  POINTS 
OF  THE  CLINTON 
PROPOSAL 

Over  15  years,  $2.7 
trillion  in  general 
revenues  would  be 
shifted  to  the  Social  Security 


the  cop-controlled  CongTess.  The  White 
House  has  kept  back  channels  open  to 
both  Democrats  and  fiepublicans,  send- 
ing a  veiy  Clintonesque  message:  Eveiy- 
thing's  negotiable.  "It's  enough  to  get 
the  debate  going,"  says  Representative 
Charies  Stenholm  (D-Tex.).  AjkI  the  de- 
bate should  be  a  boisterous  one.  At  a 
Jan.  21  House  Ways  &  Means  Commit- 
tee healing.  Republicans  were  set  to  dig 
in:  Committee  Chaimian  Bill  Ai-cher  (R- 
Tex.)  vehemently  opposes  the  idea  of 
government  stock  investments.  And 
even  more  moderate  Democrats,  such 
as  Stenholm,  have  qualms. 
COMPLEX  TASK.  Besides,  critics  insist, 
there  are  no  painless  cures.  The  only 
way  to  truly  fix  Social  Security,  they 
say,  is  to  cut  benefits,  liike  payi'oll  taxes, 
or  significantly  boost  returns.  Clinton's 
small-bore  stock  investments,  doubters 
add,  won't  produce 
enough  cash.  "It's  not 
as  simple  as  adding 
money  and  investing  in 
stocks,"  warns  Paine- 
Webber's  MaiTon.  "We 
need  an  appropriate 
return." 

What's  more.  Re- 
publicans and  business 
leaders  are  dead  set 


TT   ^   <p/-r7r  u-i     Trust  Fund  to  shore  it  up.  .    ,  1,1. 

years.  Up  to  $675  bil-   ~   agamst  any  plan  that 


lion  would  be  invested 
in  stock  portfolios,  per- 
haps in  index  funds. 
That  would  give  the 
feds  ownership  of  4% 
of  Coiporate  America. 
But  Clintonites  insist 
the  government  would 
be  a  passive  investor, 
insulated  from  invest- 
ment decisions  and 
corporate  governance. 

Even  Clinton  con- 
cedes that  his  plan 
can't  bring  about  a 
pei'manent  fix:  It 
would  simply  postpone 
the  day  when  the  sys- 
tem can't  pay  out  all  its  benefits  from 
2032  to  2055.  White  House  economic 
aide  Gene  Sperling  promises  "tough- 
minded  bipartisan  decisions"  to  close 
the  gap.  In  other  words,  tax  hikes  or 
benefit  cuts  would  still  be  necessary. 
That  approach,  scoffs  a  Senate  Republi- 
can aide,  amounts  to  "dessert  now, 
spinach  later." 

Still,  Clinton  has  at  least  put  Social 
Security  in  play.  And,  to  burnish  his 
place  in  history,  he's  eager  to  see  re- 
sults. That  means  the  Administration 
may  accept  a  fiuther  tilt  toward  priva- 
tization as  the  proposal  slogs  through 


25%  of  this  new  cash 
would  be  invested 
in  stocks.  The  two 
elements  are  intended  to 
eliminate  almost  half  of 
the  fund's  long-term  shortfall 

The  government 
would  fund  modest 
individual  401(k)- 
type  accounts,  separate  from 
Social  Security.  Workers 
could  make  additional 
contributions,  which  would 
be  matched,  in  part,  by 
Washington. 


DATA:  THE  WHITE  HOUSE/BUSINESS  WEEK 


might  turn  the  federal 
government  into  the 
world's  biggest  activist 
shai-eholder.  For  yeai's, 
investment  managers 
of  jjublic  j)ension  ftmds 
have  i)ushed  coiporate 
managements  to  adopt 
vaiious  social  policies — 
such  as  protesting 
South  Africa's  apar- 
theid system.  The 
New  York  State  and 
California  pension  sys- 
tems have  been  partic- 
ularly active  and,  from 
the  corporate  perspec- 
tive, pesky  sharehold- 
ers. Administration  officials  insist  such 
concerns  are  unfounded. 

Criticism  will  only  gTow  in  the  coming 
months.  But  Clinton  is  likely  to  push 
liis  Social  Secuiity  plan  as  if  his  life  de- 
pended on  it.  And  in  a  sense,  it  does.  It 
is  crucial  to  the  President's  impeach- 
ment-sm-vival  strategy  to  show  that  he 
can  still  do  some  legislative  heavy  lifting. 
Even  with  its  defects,  his  plan  could  re- 
vive Social  Secuiity  reform — and  boost 
his  troubled  Presidency. 

By  Howard  Gleckman  and  Mike 
McNamee,  tvith  Amy  Borrns,  in 
Washingto)i 
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CALM  DOWN. 
EVERYONE 


Investing  Social  Security  funds  is  no  cure,  but  no  calamity 


COMMENTARY 

By  Owen  UUmann 


It  took  about  a  nanosecond  for  Presi- 
dent Clinton's  call  to  invest  some  So- 
cial Security  funds  in  the  stock  mar- 
ket to  ignite  a  raging  debate.  Even 
before  Clinton  publicly  unveiled  his  plan 
in  the  State  of  the  Union  address,  busi- 
ness leaders  were  fulminating  against  it. 
The  next  day,  Federal  Resei-ve  Chair- 
man Alan  Greenspan  called  it  a  thi'eat  to 
capitalism.  Tlie  Acbninistration  and  liberal 
economists  say  its  just  a  way  to  help 
shoi-e  up  the  retirement  system  without 
tax  hikes  or  benefit  cuts.  Both  sides 
agi'ee  on  one  point:  If  adojjted,  the  plan 
would  be  an  enoirnous  change  in  federal 
policy,  raising  ciuestions  about  the  im- 
pact on  the  overall  economy,  the  future 
of  Social  Security,  effects  on  markets, 
and  the  government's  potential  to  wield 
influence  over  coqiorations. 

The  biggest  concern  among  business 
execs — that  Uncle  Sam  would  use  his 
leverage  as  a  massive  investor  to  make 
corporations  heel — is  understandable. 
We  don't  need  federal  bui-eaucrats  pick- 
ing stocks  or  judging  management  per- 
formance. But  the  Administration  has 
pledged  to  take  eveiy  precaution  to  pro- 
tect the  investments  ft-om  political  med- 
dling. If  it  can  make  good  on  that 
pledge,  the  plan  represents  a  good  fii'st 
step  toward  a  compromise  that  could 
bolster  Social  Security  and  pave  the 
way  for  both  the  government  and  indi- 
vidual retirees  to  take  advantage  of 
Wall  Street's  higher  returns. 

How  would  Clinton's  plea  to  invest 
$675  billion  in  the  stock  market  over 
the  next  15  years  affect  the  economy? 

Not  much,  according  to  several  econo- 
mists. The  reason:  It's  too  small  a  sum, 
given  the  size  of  oiu'  $8  trillion  economy. 

The  main  benefit  of  a  decision  to  in- 
vest a  chunk  of  the  budget  surplus  is 
that  it  would  boost  the  nation's  anemic 
savings  rate — by  jjreventing  politicians 
from  u.sing  that  portion  of  the  smplus  for 
tax  cuts  or  new  progi'ams  that  stimu- 


late consumption.  If  Clinton 
dedicated  the  entire  pro- 
jected smplus — $4.4  trillion 
through  2015 — to  savings, 
the  macroeconomic  effect 
would  be  more  pronounced: 
lower  long-term  interest 
rates,  increased  capital  in- 
vestment, and  gi'owth.  But 
the  impact  of  this  plan 
would  be  "virtually  zero," 
concludes  David  A.  Wyss, 
chief  economist  at  Standard 
&  Poor's  DRI. 

Federal  Reserve  Board 
Chairman  Alan  Greenspan 
disagi'ees — strongly.  In  tes- 
timony on  Capitol  Hill  on 
Jan.  20,  he  asserted  that 
Washington  couldn't  resist 
making  political  investment 
decisions.  That,  he  says, 
would  inevitably  mean  re- 
duced capital  efficiency,  pro- 
ductivity, and  standards  of 
living. 

Would  Clinton's  plan  help 
Social  Security's  financing 
woes? 

There  is  one  main  argu- 
ment in  favor  of  putting 
Social  Security  money  in 
stocks:  It  should  dramati- 
cally raise  the  rate  of  re- 
turn. In  this  centuiy,  equi- 
ties have  produced  annual 
retm'ns  averaging  7%  after 
inflation.  That's  about  twice 
the  rate  of  retm-n  the  So- 
cial Security  trust  fund 
makes  on  the  special  Trea- 
smy  securities  it  now  buys. 


Is  the  plan  good  for  Wall  Street? 

It  can't  huit.  "A  steady  stream  of  Social 
Secui'ity  money  would  be  positive  for 
the  stock  market,"  says  investment  con- 
sultant Roger  Ibbotson,  a  professor  at 
the  Yale  School  of  Management.  But 
the  predominant  view  is  that  the  size  of 
investment  proposed  by  Clinton  would 


have  scant  effect  on  prices,  "'jfi 
flows  we  see  from  mutual  fui' 
monthly  basis  would  far  outsti  ' 
ever  you  get  from  Social  SiUi 
notes  A.  Marshall  Acuff,  equitp 
gist  at  Salomon  Smith  Barney, 
plan  would  pump  $3.75  billion  f| 
into  the  market,  less  than  a  qiJj 
the  current  fund  inflows. 
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appens  in  a  bear  market? 

ere  is  a  risk  that  the  public's  re- 
it  portfolio  could  get  whacked, 
t  would  not  prevent  the  system 
ying  off.  Remember,  only  25%  of 
ire  sui-plus  committed  to  Social 
y  would  be  invested  in  stocks, 
stration  officials  say  benefits 
nmediately  would  still  be  paid 
current  revenue.  The  stock  in- 
it  plan  would  be  a  longer-term 

that  would  have  time  to  recov- 

market  gyrations. 

plan  put  Corporate  America 
incle  Sam's  thumb? 

■an  doubts  "it  is  politically  feasi- 


that  Washington  remains  a  passive  in- 
vestor. As  proof  of  its  ability  to  keep  its 
hands  off  Corporate  America,  the  Ad- 
ministration notes  that  a  federal  em- 
ployee 401(k)  plan  has  $30  bilhon  in- 
vested in  stocks  and  bonds,  and  business 
hasn't  complained. 

Details  have  yet  to  be  worked  out, 
but  one  way  to  keep  politics  out  would 
be  to  create  an  independent  Social  Se- 
curity Reserve  Board  that  would  hire 
fund  managers  to  run  the  funds  and 
exercise  voting  rights.  To  further  re- 
duce the  chance  for  political  influence, 
the  Social  Security  board  might  insist 
that  its  money  be  commingled  with  the 
private  pension  funds  in  a  broad  mar- 


sulate  such  huge  funds  from 
mtal  du'ection."  And  the  Busi- 
undtable,  representing  the 
)rporations,  is  already  lobby- 
:sly  against  the  idea, 
lify  these  concerns,  the  Ad- 
on  promises  to  build  the  tliick- 
ill  possible  between  the  gov- 
ind  fund  managers  to  ensure 


ket  index.  That  Wduld  also  cut 
the  management  fee  to  as  little  as  a 
penny  per  .$100  invested,  compared 
with  $1  per  $100  invested  that  person- 
al savings  accounts  are  expected  to 
cost. 

Most  Wall  Street  fii-ms  seem  to  side 
with  Republicans,  who  favor  personal 
accoimts.  No  smprise,  given  the  trove  of 


commissions  that  millions  of  small  in- 
vestors could  generate.  But  Muriel  P. 
Siebert,  ceo  of  Siebert  Financial  Coi-jj., 
parts  with  her  colleagues.  She  says  the 
government  can  remain  a  passive  in- 
vestor and  feai's  that  pei'sonal  accounts 
could  backfire:  Neophytes  taking  on 
risky  bets  might  later  require  govern- 
ment bailouts. 

The  strong  opposition  from  business 
and  Republicans  doesn't  augiu'  well  for 
the  proposal.  In  fact,  it  looks  LO^e  a  recipe 
for  giidlock.  That's  too  bad.  Why  not 
comjjromise  by  blending  Clinton's  ideas 
for  minimizing  risk  tlii'ough  government 
investment  and  GOP  proposals  to  maxi- 
mize personal  choice  thi'ough  private  in- 

PROS  AND  CONS 

Supporters  say  Clinton's  plan  to 
invest  part  of  the  budget  surplus  to 
fij:  Social  Security  would . . . 

•  Increase  the  rate  of  return  of 
the  trust  funds,  thus  bolstering  the 
system's  finances. 

•  Boost  the  national  savings  rate 
slightly  by  keeping  Congress  from 
fueling  consumption  by  spending 
the  money  or  cutting  taxes. 

•  Provide  a  new  flow  of  money 
that  would  support  stock  prices. 

•  Let  low-income  workers  who 
can't  afford  to  invest  benefit  from 
market  runups. 

But  opponen  ts  of  the 
plan  say  it's  a  bad  idea 
because  it  would . . . 

•  Produce  a  negligible  effect  on 
the  overall  economy  at  best,  and 
lead  to  unproductive  investments 
and  lower  returns  at  worst. 

•  Open  the  door  to  political  inter- 
ference with  corporate  governance. 

•  Put  Social  Security  at  risk  if  a 
prolonged  bear  market  seized  Wall 
Street. 

•  Deprive  individuals  of  the  right 
to  make  their  own  investment 
decisions  with  their  Social  Security 
benefits. 

vestment?  The  U.S.  could  start  shoring 
up  Social  Secmity  wMle  enabling  more 
people  to  take  advantage  of  Wall  Street's 
potentially  higher  returns.  And  Wash- 
ington could  get  a  chance  to  prove  that  it 
can  invest  in  Coii^orate  America  without 
tiying  to  mn  the  show. 

'with  Michael  Mandel  and  Peter  Coy 
in  New  York 
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WILL  THE  WITNESSES 
PLAY  IN  PEORIA? 


Even  as  the  glow  fades  from  Bill 
C'linton's  television  triumph — 
his  State  of  the  Union  address — 
the  Capitol  is  gearing  up  for  its  next 
TV  show:  witness  testimony  in  Clin- 
ton's impeachment  trial.  The  Repub- 
lican House  managers  say  wit- 
nesses will  clear  up  i 
conflicting  testimony.  But 
without  big  revelations, 
will  the  public  be  shaken  'r 
out  of  its  apathy  over 
impeachment?  "Calling 
witnesses  has  little  to  do 
with  gathering  evidence  and 
everything  to  do  with  the  TV 
audience,"  says  C.  Boyden 
Gray,  former  Bush  White 
House  counsel.  "Republi- 
cans need  to  make  this 
case  come  alive  to  move  it 
from  a  side  court  to  a 
center-court  spectacle." 

But  witnesses  could  do  just 
as  much  for  the  defense  as 
for  the  GOP — especially  if 
the  Senate  allows  the 
President's  lawyers  to  call 
witnesses  such  as  Inde- 
pendent Counsel  Kenneth 
W.  Starr.  Here's  how  the  TV 
show  may  play: 
Monica  S.  Lewinsky.  House 
impeachment  managers 
must  tread  carefully  to 
avoid  dredging  up  anew 
sordid  details  of  the 
Clinton- Lewinsky  affaii-. 
They  want  to  zero  in  on 
the  cnix  of  the  perjury 
charges:  Clinton  lied  to  a  grand 
juiy  about  the  tnie  nature  of 
his  relationship  with  the 
young  intern.  Democrats, 
however,  think  Lewinsky 
could  weaken  the  obstruc- 
tion of  justice  charge 
against  Clinton  by  repeat- 
ing that  no  one  asked  her  to 
lie  or  promised  her  a  job. 
Betty  Currie.  Republicans  hope  the 
President's  secretary  would  be  more 
forthcoming  about  why  she  retrieved 
a  box  of  Presidential  presents  fi'om 
Lewinsky.  Cun-ie  claims  it  was 
Lewinsky's  idea;  Monica  says  the  op- 
posite. Democrats  believe  CiUTie 
won't  waiver — and  her  stoic  loyalty 


to  Clinton  will  make  prosecutors  look 
petty. 

Vernon  E.  Jordan  Jr.  The  First 
Friend  has  stood  fast  in  his  insis- 
tence that  his  efforts  to  land  Lewin- 
sky a  job  weren't  part  of  a  cover-up. 
Still,  House  managers  are  ex- 
pected to  giill  the  super- 
lawyer  about  his  efforts  on 
behalf  of  the  intern.  Jordan 
is  likely  to  say  that  what 
he  did  for  Lewinsky  wasn't 
exti'aordinary — he  often 
provides  help  to  aspiring 
young  people.  If  that  sounds 
fishy,  count  him  as  a  witness 
for  the  prosecution. 
Ken  Starr.  The  Clinton 
team  hopes  to  use  him  to 
show  that  StaiT,  with  the 
help  of  Linda  Ti-ipp  and 
book  agent  Lucianne  Gold- 
berg, laid  a  trap  for  the  Presi- 
ent.  StaiT  is  imlikely  to  admit 
entrapment.  But  probing 
ilong  these  lines  is  apt  to 
damage  the  Republican 
case.  Republicans  beheve 
'.J  StaiT  will  help  lay  out  in- 
)-   consistencies  in  Clinton's 
story. 

Linda  Tripp  and  Lucianne 
Goldberg.  This  is  the  defense's 
dream  team.  Lewinsky's 
treacherous,  erstwhile 
fiiend  and  the  Clinton-hat- 
ing literary  agent  will  be 
asked  to  explain  their  early 
contacts  with  the  Paula 
Jones  lawyers.  Tripp  will  be 
pressed  on  why  she  suggested 
Lewinsky  seek  Jordan's  aid  to 
find  a  job.  The  Gop's  only 
hope  is  that  the  idea  of  a 
conspij-acy  sounds  implausi- 
ble on  the  stand. 
If  Americans  expect 
Peny  Mason-style  dramatic 
confessions  from  these  hard- 
bitten perfonners,  they  should 
change  channels.  But  Republicans 
are  hoping  that  any  bit  of  daytime 
drama  could  help  them  muster  the 
67  votes  needed  to  remove  the  Presi- 
dent. If  not,  this  series  would  vrind 
up  being  a  tearjerker  for  the  (;op. 

Bij  Paula  Dwyer  and  Lee  Walczak 
in  Wasliingt.on 


TELECOIWMUNtCATiONS 

A  BABY  BELL 
TRIES  GOING  L( 

Bell  Atlantic  wants  to  br 
out  of  its  local  market 

On  Jan.  19,  the  U.  S.  Suprem 
turned  down  a  recjuest  by 
Bell  phone  companies  to 
provisions  of  the  Telecommun; 
Act  of  1996  that  bar  them  from 
long-distance  service.  It  was  a 
But  it  may  not  slow  Bell  Atlanti 

By  Febraaiy,  the  $.30.2  billion 
may  win  approval  from  New  Yoi 
to  sell  long-distance  sei-vice  then 
it's  on  to  the  Federal  Common 
Commission,  Massachusetts 
sylvania,  and  New  Jersey.  "19£ 
be  a  bi'eakthi'ough  yeai;"  says  FO 
man  William  E.  Kennard. 

And  these  approvals  would  coi 
too  soon.  Entiy  into  long  distana 
ical  to  Bell  Atlantic's  j^ending  $52 
acquisition  of  (  iTE  Coip.  and  c; 
G.  Seidenberg''s  desire  to  expand 
business  of  canying  Internet  tra 
gte's  network.  Says  President  J 
Cullen:  "Regional  bomiflaries  hav 
evance  in  the  real  world  today." 

But  victoiy  hasn't  come  chei 
Ai:)ril,  Bell  Atlantic  agTeed  to  er 
competition  by  selling  use  of  its 
facilities  in  New  York  to  rival  cc 
such  as  Allegiance  Telecom  I 
want  to  offer  local  service.  Bell  I 
offered  discoimts  of  30%  to  50%,j[ 
er  than  the  20%  now  i'ec|uu"ed  ttj 
Still,  Bell  Atlantic  may  not  loi||r 
Legg  Mason  Wood  Walker  Inc.is 
ing  du'ector  Michael  J.  Balhoff  .'•■^ 
ing  part  of  the  local  market  nv 
cost  the  company  1%-  of  its  i-ev(ii' 
2001.  That's  a  small  price  to  p  ' 
ticket  to  the  Internet  boom. 
By  Catherine  Yang  in  Wn.'' 
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HE    PEOPLE    OF  BRAZIL 


R  O  D  U  C  E  THE  WORLD'S 


EST 


F  F  E  E 


And  now 


OME    OTHER   GREAT   WAYS  TO  GET 


O  WORK    IN   THE  MORNING 


^5  countries  around  the  world,  from 
raiia  to  Venezuela,  Toyota  vehicles  are 
g  built  by  the  same  people  who  drive 
1  —  local  people.  Here  in  America,  Toyota 
tly  employs  more  than  23,000  people.  In 


•J  ill 


Sao  Paulo 


fact,  more  than  half  the  Toyota  vehicles  sold  in 
America  are  built  here,  with  many  parts  com- 
ing from  U.S.  suppliers.  That's  why,  to  many 
people,  Toyota  is  more  than  just  a  source 
of  local  transport,  it's  a  source  of  local  pride. 


TOYOTA  People  Drive  Us 
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SOFTWARE 


IT  MIGHT  NOT  BREAK 
WINDOWS,  BUT . . . 

Linux,  the  little  jeny-built  operating  system,  is  carving  a  niche 


To  liear  Microsoft  Corp.  tell  it,  Lin- 
ux— a  computer  operating  system 
created  by  a  Finnish  gTaduate  stu- 
dent and  polished  by  programmers  in 
then*  spai'e  time — is  a  potential  thi-eat  to 
Microsoft's  Windows  desktop  operating 
system.  Linux  is  proof,  Microsoft  is  ar- 
guing in  federal  district  court,  that  ri- 
vals can  enter  Microsoft's  markets — and 
that  the  software  giant  does  not  exer- 
cise monopoly  power 

Linux?  The  freebie  operating  system 
that  nerds  worldwide  are  using,  but  few 
ordinaiy  consimiers  or  major  companies 
will  load  on  their  pes?  0.  K.,  conceded 
Richard  L.  Sclunalensee,  Microsoft's  fu-st 
witness  luidei-  cross-examination,  "Linux 
isn't  viable  now."  But,  the  dean  of  mit's 
Sloan  School  of  Management  added,  "in 
a  year  or  two,  the  answer  could  well 
be  diffei-ent." 

"BAT  OUT  OF  HELL."  Well,  perhaps.  Not 
many  people  other  than  Schmalensee, 
some  Microsoft  execs,  and  a  small  gi'oup 
of  Linux  aficionados  seem  to  think  so. 
"It's  small  potatoes,"  sniffs  Chris  Le 
Toq,  software  consulting  director  for  re- 
search fu-m  Dataquest  Inc.  For  Charles 
Feld,  chief  information  officer  for  Delta 
Air  Lines  Inc.,  "Linux  isn't  even  on 
my  radar.  I'm  not  sure  I  could  put  to- 


gether more  than  a  sentence  about  it." 

Indeed,  despite  efforts  by  Linux  fans, 
the  software  remains  out  of  the  main- 
stream— at  least  on  desktop  computers 
where  the  government  asserts  that  Win- 
dows has  a  monopoly.  Linux  is  most  poi> 
ular  as  an  operating  system  for  server 
computers  used  by  Internet-access 
providers,  Web  sites,  and  uni- 
vereities.  Tliere,  "Linitx  usage  is 
growing  like  a  bat  out  of  hell," 
says  Marc  Andreessen,  senior 
vice-president  of  engineering  at 
Netscape  Communications 
Corp.,  which  is  creating  ver- 
sions of  its  server  software 
packages  to  ran  on  Linux. 

But  Linux  isn't  quite  ready 
for  prime  time.  Developed  as 
a  kind  of  hobby  in  1991  by  Li- 
nus Torvalds,  Linux  (pro- 
nounced LINN-ux)  still  bears  some  of 
the  hallmarks  of  an  engineering  project. 
The  software  is  difficult  to  install  and 
use.  No  major  computer  makers  ship 
Linux  with  desktop  pes,  although  some 
will  fill  orders  for  it.  And  most  PC:  mak- 
ers don't  plan  on  pushing  it  as  an  alter- 
native to  Windows.  "If  demand  gets 
high  enough,  yes,  but  I  haven't  seen 
that  yet,"  says  Michael  Lambert,  head 


MICROSOFT 

ON  TRIAL 


A  THREAT?  Linux  "just  keeps  ft- 
on  itself,"  says  foimder  TorvaJn 

of  Dell  Computer  Cor-p.'s  enteipr 
tems  gi-oup. 

Still,  Linux  is  definitely  a  pheii 
in  the  seiTer  mai'ket.  Intematioii 
Corp.  says  Linux  server  sales 
stunning  212%,  to  740,000,  in  191 
turing  17.2%  of  that  market.  Th: 
pares  with  a  35.8%  share  for  Mit 
Windows  NT  operating  system. 

Linux  has  two  major  adva 
First,  its  users  like  the  ability  ti 
fy  the  soui'ce  "^ode — something  M 
doesn't  allow.  The  price  also  c 
beat:  The  software  can  be  dowi 
for  fi-ee,  which  is  why,  says  Tor- 
softspoken  29-year-old,  Linux' 
is  inevitable.  Thousands  of  progi': 
are  working  on  fixes  and  new  ii 
Linux.  "This  thing  just  keeps 
on  itself,"  he  says.  Companies  th 
to  use  it  buy  it  in  a  package  wit 
ed  softwai-e  that  sells  for  abo 
compared  with  $800  for  basic  \V 
NT.  The  top  LiniLX  companies — I 
Software  and  Caldera  System.^ 
plan  to  make  profits  on  support  ; 
vice  contracts. 

Not  surprisingly,  Microsoft'; 
have  been  quick  to  jump  on  th 
wagon.  Oracle  Corp.  and  IBM  ha\ 
ed  versions  of  then-  database  pi. 
that  run  on  Linux.  Lotus  Deve 
Coip.  is  about  to  issue  a  LiniLX  v( 
its  Notes  collaboration  software 
more  computers  to  Linux  buffs,  1 
Packard  Co.  will  create  Linu 
servers  in  the  next  few  montl 
Nigel  Ball,  head  of  hp's  Intemet 
tion  ser-ver  unit.  And  Oracle  pro 
deliver  versions  of  Oracle  App 
for  Linux.  "We're  makd 
mainstream,"  says  Marl^ 
Oracle's  senior  vice-pre;: 
worldwide  marketing, 

Still,  companies  tha 
systems  for  major  corp 
are  skeptical.  Linux  is 
thing,"  says  John  Pa: 
chief  technologist  for 
Young.  Linux  fans  hope 
that  image.  Torvalds' 
ing  version  2.2,  for  i: 
works  on  servers  wit 
pie  microprocessors,  a  key  reqiB 
for  corporations  and  Web  sites.' 

Should  Microsoft  be  afraid?  '»t 
But,  if  Linux  proponents  can'^ 
their  ambitions,  someday  it  will  ' 
than  a  convenient  argument 
crosoft's  antitiust  defense. 

By  Steve  Hamm,  with  Ira 
New  York  and  Peter  Burrows 
Mateo,  Calif. 
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It's  like  a  dating  service 
for  mutual  ftinds. 

Introducing  another  E^TRADE®  Advantage:  Power  Search,  the  simple  way  to  find  the  right  mutual  fund  for  you. 


E*TRADE. 


Welcome  to  th&  New  E*TRADE' 


Home    Portfolio  &  Markets     Stocks  &  Options 


Trading    My  Accounts     Community  Marketplace 


With  E*TRADE"s  Power  Search,  you  can  create  lists  of  mutual  funds  based  on 
criteria  important  to  you.  Set  just  one  measurement,  or  as  many  as  you  want. 


Select  your  criteria  below: 


Investment 
Objective: 


Ratings  &  Perfo 
Historical  Charts 
Fees  &  Financials 
Portfolio  Composition 
Prospectus 


Historical 
Performance: 


Age  of  fund: 


I  no  more  than  $500  million  | 
I  at  least  5  years 


Passive  or  aggressive,  domestic  or  international,  you're  particular  about  where  you  invest  your  mutual  funds— 
especially  in  today's  markets.  Cut  ttirough  all  tlie  confusion  and  find  tfiat  special  relationstiip  you've  been  looking  for. 
Here's  how  to  do  it:  answer  the  easy  questions  in  E^TRADE 's  Power  Search.  Using  the  criteria  you  care  about  most, 
we'll  display  the  funds  which  measure  up  to  your  high  standards.  It's  fast.  Unbiased.  Free.  Way  better  than  a  blind  date. 
Then  you  can  choose  from  our  more  than  4,200  funds.  No  wonder  E*TRADE  is  rated  the  #1  online  broker. 

1-800'ETRADE'l 
www.etrade.com 

a  &  I  key  w  o  f  d :  e  tirade 


Someday,  we'll  all  invest  this  way.® 

Firms  offering  no-transaction-fee  funds  receive  remuneration  from  participating  mutual  fund  companies.  Fund  prospectuses  contain 
more  complete  information,  including  management  fees  and  expenses,  to  be  read  carefully  before  investing.  E*TRADE'  rated  #1  online 
broker  by  Gomez  Advisors'  3rd  &  4th  quarter  reports  on  Internet  brokers,  issued  8/12/98  &  11/19/98  respectively,  Gomez  Advisors  is 
a  leading  independent  authonty  on  online  financial  services.  ©1999  E*TRADE'  Securities.  Inc.  Member  NASD,  SIPC, 
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THE  INTERNET 


IS  THE  NET  A  BARGAIN 
AT  ANY  PRICE? 

So  far,  premiums  for  cyber-companies  aren't  scaring  off  bidders 


It  was  a  veritable 
feeding  frenzy.  No 
fewer  than  seven 
big-name  suitors  had 
come  calling  before 
Excite  Inc.  agi-eed  on 
Jan.  19  to  be  swal- 
lowed up  by  At 
Home  Corp.  for  a 
staggeiing  $7.5  billion 
or  $120  a  share — a 
789c  premium  over 
its  share  price  the 
pre\ious  trading  day. 
The  shoppers  includ- 
ed giants  Sony,  Time 
Warner,  Disney,  nb(  , 
and  News  Coi-p. — all 
of  which  hoped  to 
use  the  Internet-por- 
tal company  to  give  them  a  firmer  foot- 
ing in  cyberspace.  Microsoft  Corp.  and 
Yahoo!  Inc.  were  in  the  hunt,  too.  Ex- 
cite CEO  George  Bell  says  offers  were 
still  coming  in  as  he  was  hammering- 
out  his  pact  with  At  Home.  "I  was  get- 


JERMOLUK:  "Ti">  '  i  •relerates  us  three  to  four  years' 


ting  an  offer  from  one  company  over 
the  weekend  that  went  up  eveiy  day." 
says  Bell.  "It  was  veiy  competitive." 

In  the  end,  only  At  Home  could  stom- 
ach the  premium  that  makes  Excite  the 
priciest  Internet  prize  to  date.  "They  all 


wanted  to  buy  into  the  company 
er  prices,"  says  Geoffi-ey  Y.  Y 
Excite  director  and  ventm^e  caj 
Explains  Yalioo!  Pi'esident  and  C 
erating  Officer  Jeff  MaUett:  "Up 
tain  price,  anything  makes  sen; 
tills  didn't  make  sense  to  us." 
SEE  YA  LATER.  That's  not  to  s 
ladders  might  not  be  back — ai 
to  pay  even  more  if  necessaiy— 
up  their  Web  strategies.  The 
mergers  continues  to  accelerat 
though  Net  valuations  have  so, 
average  of  154%  in  the  past  ye; 
247  Internet  deals  valued  at 
have  been  inked  since  July,  1 
167  deals  in  the  pre\ious  six 
according  to  New  York-based  rei 
CommScan. 


A  Flurry  of  Online  De£ 

TOTAL # 
OF  DEALS 

JAN.l-  JUB 
JUNE  30  1998  PRE' 

167  2. 

TOTAL  VALUE 
OF  DEALS 

$4,14  BILLION      $16  3 

DATA:  COMMSCAN  LLC  1 

Analysts,  bankers,  and  high- 
ecutives  expect  merger  mania  I 
tinue.  Microsoft,  Yahool,  nbc,  a| 
com  giants  such  as  at&t  are 
buyers.  Why  would  they  pa^ 
prices  for  fledgling  upstarts 
which  don't  tuni  a  profit"?  "CoJ 
that  want  to  be  major  players 


THE  NET  BUBBLE  IS  BOTHERING  BROKERS 


Driven  by  new  deals  and  investor 
frenzy,  Internet  stocks  continue 
their  rise.  Also  on  the  upswing 
is  the  number  of  alarms  about  the 
swelling  Internet-stock  bubble.  On 
Jan.  19,  Charles  Schwab  &  Co.  more 
than  doubled,  to  75,  the  number  of 
highly  volatile  stocks  it  warns 
investors  about.  The  firm  alerts 
would-be  buyers  that  they  could  see 
rapid  price  changes  on  the  stocks, 
and  it  has  boosted  margin  require- 
ments on  those  stocks  from  35%  to 
50%. 

On  Jan.  22,  Schwab  planned  to  post 
on  its  Web  site  a  letter  fi'om  Cliief 
Executive  Chai-les  Schw^ab  that  out- 
lines his  concerns  about  the  stocks 
and  warns  that  clients  \\ill  not  be  able 
to  trade  online  in  certain  particulai'ly 
fast-mo\ing  stocks.  Schwab  also  offere 
clients  a  brochui-e,  "Guide  to  Under- 
standing Fast  Markets." 


Other  brokers  ai'e  even  more  leeiy. 
Ameritrade  Inc.  now  refuses  to  take 
pre-opening  orders  on  initial  public  of- 
ferings imless  Lnvestore  include  price 
limits.  And  Menill  Lxnch  &  Co.  says 
it  lu'ges  brokei^s  to  caution  clients  to 
set  price  limits,  rather  than  placing 
mai'ket  ordere,  when  they  bid  on  hot 
IPOS.  Menill  says  that  when  brokei-s 
issued  warning  of  possible  risks  to 
clients  seeking  shares  in  the  recent 
IPO  of  theglobe.com,  about  a  third  of 
them  dropped  theii"  orders  or  used 
limit  i^ricing. 

POT  OF  GOLD.  In  mid-January,  mar- 
ket maker  Bernard  L.  Madoff  In- 
vestment Securities  actually  stopped 
making  markets  in  four  of  the  six 
Net  stocks  it  handled:  Amazon, 
Infoseek,  Egghead,  and  Yahoo! 
Says  Chairman  Bernard  Madoff: 
"We  wanted  to  send  out  a  message 
that  we  didn't  want  to  take  part  in 


this  risky  investment  strateg 
Madoff  is  a  member  of  a  Natic 
Association  of  Secuiities  Dealei-s 
mittee  that  is  debating  whether 
come  up  with  measui'es  to  deal  v 
the  g>Tations  caused  by  indixidu; 
vestoi-s  piling  into  volatile  Net  st 
Tlie  gi'oup,  with  membei^s  fi-om 
gan  Stanley  Dean  Witter.  Instine 
and  Menill,  has  considered  cwhi 
as  halts  in  trading,  but  has  rejec 
them  as  unwieldy,  Madoff  says, 
likely,  other  membei-s  say,  ai'e  st 
niles  requiiing  online  finns  to  e 
clients  about  mai'ket  risks.  The  c 
mittee  will  meet  again  Jan.  25. 

Investors  may  be  seeing  a  pc 
gold  at  the  end  of  every  Net  IP 
But  the  finns  that  would  be  lefi 
dealing  in  the  shares  if  the  bub 
bursts  see  things  a  little  differe 
By  Heather  Green  New 
unth  Mike  McNamee  in  Wash 


Who's  #8  on 
his  year's  list  of 


ORTUNE's  100 


est  Companies 
to  Work  for 
in  America? 

eloitte  &  louche,  we're  honored  to  be  making  a  second  appearance  on  FORTUNE' 
izine's  list  of  the  100  Best  Companies  to  Work  for  in  America.lt  means  we're  doing? 
It  of  things  right.  For  all  our  great  people.  And  for  all  the  great  clients  we  serve 


the  answer  is 


Deloitte& 
Touche 


«>1999  Deloitte  S  Touche  LLP  and  Deloitte  Consulting  LLC.  Deloitte  S  Touche  refers 
to  Deioitte  8  Touche  LLP,  Deloitte  Consulting  LLC  and  related  entities. 

wwiiu.us.delojtte.com 
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AS/400e=Web  Security 

Bulletproof  security  is  built  right  into  the  AS/400e  server: 

Virus  resistance.  User  IDs.  Add  firewalls  and  data  encryption  for  a  level 

of  e-business  security  that's  hard  to  match.  And  even  harder  to  crack. 


See  for  yourself.  The  password  is:  www.as400.ibm.com/secure4 


e-iiu?ine<*  tool> 
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biu^iness  have  no  choice  but  to  buy  or  to 
merge,"  says  Internet  analyst  Barry 
Parr  at  International  Data  Corp.  At 
Home  Chainnan  Tliomas  Jennoluk  says 
of  the  Excite  deal:  "This  accelerates  us 
three  to  four  yeai's." 

IndustiT  sources  say  Internet  portal 
Lycos  Inc.,  with  5  million  registered 
users,  will  be  among  the  next  to  go. 
"We're  not  in  a  hmT\',"  says  .Jan  Hoi"s- 
fall,  Lycos'  vice-president  for  market- 
ing. "We  continue  to  do  due  diligence 
and  look  foi-  a  paitner"  PointCast  Inc.,  a 
former  Net  highflier,  is  also  expected 
to  be  taken  out  soon  by  a  group  of  re- 
gional Bell  companies  intent  on  using 
the  Web  senice  to  launch  a  portal  of 
theu'  owTi,  accoitling  to  industiy  soiu'ces. 
PointCast  dechnes  comment. 

Bankers  and  high-tech  execs  figui'e 
that  companies  such  as  Geocities, 
SportsUne  l'sa.  theglobe.com,  and  Mai'- 
ketwat ch.com  could  become  takeover 
bait.  These  players  have  established 
Web  brands,  but  they're  too  small  to 
survive  on  their  own.  "Internet  ser- 
vice providers  are  eyeing  the  electron- 
ic-commerce revenue  stream,"  says 
Ford  Cavallaii,  vice-president  for  the 
Internet  strategy'  practice  at  Renais- 
sance Worldwide,  a  Boston  manage- 
ment consultant.  "The  portals  have  the 
customers.  Neither  of  them  alone  has 
unlocked  E-commerce  revenues." 
AVALANCHE.  Fluther  out.  analysts  and 
bankers  predict  that  both  Excite  and 
Yalioo!  could  cut  deals  with  major  media 
companies  such  as  Time  Warner  or 
News  Coi-p.  to  attract  the  avalanche  of 
new  usere  expected  to  hit  the  Web.  "We 
believe  they  need  media  pai-tnei*s,"  says 
IDC's  PaiT. 

News  Corp.  Chainnan  Rupert  Mui'- 
doch  has  said  the  prices  ai-e  too  rich 
for  his  blood.  But  Web  deals  made  by 
other  media  players  that  looked  pricey 
just  a  few  months  ago  now  look  Kke 
bargains.  In  late  1997,  CBS  Coil),  pro- 
\ided  .^30  million  worth  of  promotions  in 
exchange  for  of  Marketwatch.com. 
Since  that  company  went  public  on  .Jan. 
15 — and  the  stock  rose  474Tf  on  its  first 
day  of  trading — CBs's  stake  has  risen  to 
roughly  S400  million.  Walt  Disney  Co.'s 
4:^'^^  stake  in  Infoseek  Coip.  has  doubled 
fi-om  .$965  milhon  to  SI. 96  billion  since 
November. 

Excite's  Bell  says  companies  that  ai"e 
scared  off  by  today's  valuations  are 
shortsighted.  "The  premium  is  in  the 
futiu'e,"  says  Bell.  "If  we  do  even  rea- 
sonably well  at  the  things  we  have  in 
fi'ont  of  us,  this  deal  will  look  cheap." 
That  depends  oj'  who's  looking. 

By  Linda  Hiinelstein  in  San  Mateo, 
Calif.,  with  Richard  Siklos  in  New  York 


COMMENTARY 


By  Aaron  Bernstein 

WHY  THE  LAW  SHOULD  ADOPT 
MORE  FAMILY  LEAVE 


Since  Congress 
passed  the  Fam- 
ily &  Medical 
Leave  Act  of  1998, 
some  20  million 
workers  of  both  sex- 
es have  taken  time 
off  for  the  birth  of  a 
baby  or  to  care  for 
an  ill  family  member. 
The  massive  disrup- 
tions critics  predict- 
ed never  came  to 
pass.  In  fact,  the 
economy  has 
boomed,  and  most 
employers  report 
few  problems  accom- 
modating these 
leaves. 

Still,  business  lob- 
byists were  rev\ing 
up  opposition  to  ex- 
panding the  law  even 
before  Pi'esident 
Clinton  proposed  it 
in  Ms  Jan.  19  State 
of  the  L'nion  Ad- 
di-ess.  Admittedly, 
the  new  measm-e,  which  would  re- 
quii'e  companies  with  as  few  as  25 
employees  to  gi-ant  family  leave, 
might  cause  more  difficulties  for 
smaller  companies.  But  given  the  ex- 
perience of  those  ah'eady  imder  the 
Act — ^the  cutoff  is  now  50  workers — 
it's  time  to  foUow^  the  lead  of  sevei-al 
states  and  broaden  the  law. 

In  Oregon,  for  example,  state  law- 
has  covered  companies  with  25  or 
more  workei-s  since  the  mid-'80s. 
"Most  small  companies  here  haven't 
had  a  problem,"  says  Betsy  Eaiis,  a 
lobbyist  for  state  employer  gi'oup  As- 
sociated Oregon  Industries.  A  dozen 
other  states  have  nairower  leave  laws 
that  apply  to  small  employei"s,  most 
for  mateiTiity  disability. 
NO  COMPLAINTS.  Even  on  the  federal 
level,  the  law  ah'eady  apphes  to  58,(XX) 
worksites  with  fewer  than  50  employ- 
ees that  ai-e  pait  of  lai-ger  companies 
based  neai'by.  Some  75"^  of  these 
places  had  little  or  no  increase  in  ad- 
ministrative costs  to  comply  with  the 
fedei-al  law,  according  to  a  1996  sur- 


GREEN  (TOP)  AND  A  FAMILY- 
LEAVE  BENEFICIARY:  When  nec 
essary.  "everyone  pitches  in" 


vey  by  the  biparti 
Commission  on  F; 
ily  &  Medical  Lea 
Of  coui-se,  some 
might  have  more 
flexibihty,  like  the 
ability  to  ti-ansfer 
workei-s  among 
worksites,  than  ii 
pendent  small  con 
panies.  Even  so,  1 
percentage  with : 
complaints  cannot| 
ignored. 

Small  employe 
ai-e  ah-eady  inclini 
to  give  some  leav 
benefits — becau 
good  business. ' 
Flora  Green,  whoj 
opened  her  own 
floiist  shop  in 
Kendall,  Fla.,  in 
1975.  From  the  i 
she  offered  fa 
leave.  "We're  a : 
good  team,  and 
eveiyone  pitches] 
when  someone 
off,"  says  Green.  Last  yeai",  she 
her  40-employee  finn  to  a  nation 
chain.  While  some  things  changed! 
Fohage  by  Flora,  family  leave  po^ 
was  not  one  of  them. 

Green  is  not  alone.  Plenty  of  ( 
small  comjjanies  offer  some  famJiyi 
leave,  if  not  the  fuU  12  weeks  the| 
Feds  want.  In  fact,  95%  of  priva 
sector  companies  with  25  to  49  < 
ployees  offer  some  maternity  leav 
according  to  a  1997  study  by  the 
Families  &  Work  Institute  in  Ne»| 
York. 

So,  why  expand  the  law?  Fi 
making  leaves  mandatory  deals  wf 
the  employei-s  who  refuse  to  be  fl- 
ble.  More  important,  someday  unc 
plojTnent  is  boimd  to  rise.  The  vcf- 
taiy  extension  of  family  leave  haii 
come  amidst  the  tightest  labor  mj 
kets  in  decades.  \Mien  they  loo 
many  companies — particularly 
ones — may  not  feel  so  generous. 

Bernstein  covers  ivorkpkice 
from  Washington. 
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Sometimes  you  forget  the  milk. 
Sometimes  you  forget  the  bread. 
Sometimes  you  forget  the  store  altogether. 


GINEERED  TO  BE  GREAT  CARS 


CHRYSLER  CONCORDE 


'5  include  destination,  exclude  tax. 


Are  you  prepare(i 


Say  youTe  in  advanced  technology,  and  suddenly  a  new- kind  of 
insurance  cdmpany  comes  along  that  can  anticipate  potential 
risks  and  help  to  secure  your  earnings  for  the  next  decade,  leaving 
,you  free  to  focus  on  the  next  miracle,.  What  could  you  dream  up?  , 


^B^e^n?^^  C/e^r.  ^AC^^'SIa?  Ac\ ^Markets  •  ACE  Europe 


Your  chips  come  from  a  company 

protected  by  us. 


Your  soft  drink 

comes  from  a  company 


Your  TV  comes  from  a  company 

protected  by 


[And  yes,  we're  working  on  the  sljjDpe 


Frito-Lay.  Pepsi.  Philips. 


Today   .ore  of  the  world's  leading  companies  demand  ADT  security  solutions  than  . 
any  other.  Perhaps  ifs  our  125  years  of  experience.  Or  our  unique  design  approach 
we  call  security  Architecture!"  Or  our  commitment  to  world  class  monitoring  .and 
customer  service.  Whatever  the  reason .  you'll  find  ADTis  exactly  what  your  world- 
calls  for.  TO  hear  more,  use  your  phone  (probably  from  another  company  protected  by,^ 
.,us)..to  call  us  at  561-988:3896.  And  ask  for  our  President.  Mike  Snyder.  • 


ECURITY-  THE  WO'RLD  demands: 


A  ttfCn  INTERNATIONAL  LTD.  COMPAtJY^i 
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<ETING 


lILD  A  BEHER  MOUSETRAP 
NO  CLAPTRAP 

ompanies  can  hike  prices-if  they  reinvent  their  products 


len  Gillette  Co.  unveiled  Mach3, 
;he  world's  first  triple-blade  razor, 
t  took  a  bold  gamble.  Wlule  de- 
ry  pressure  was  making  it  impos- 
r  most  companies  to  chai"ge  high 
or  new  pi-oducts,  MachS  cartridges 
I  sell  for  around  $1.60  each,  a  50% 
m  over  Gillette's  then-priciest 
he  SensorExcel.  Skeptics  predict- 
personal-car-e  giant  would  soon 
•ed  to  cut  that  price.  But  six 
after  Mach3  hit  U.  S.  stores,  the 
holding  and  Mach3  has  become 
1  blade  and  razor  Gillette  had 
f  the  U.  S.  market  in  December, 
est  share  since  1962. 
companies  would  kill  for  a  pr'od- 
this  kind  of  pricing  power  In  a 
•vey  by  the  Financial  Executives 
e  and  Duke  University,  chief  fi- 
officers  from  all  industries  said 
pect  price  hikes  to  average  just 
1999.  Manufacturers  say  they'll 
a  gain  of  only  0.2%.  And  some 
U.  S.  companies,  in  industries 
sakfast  cereal  to  autos,  will  have 
pr-ices,  figures  Gary  Stibel,  a 
and  principal  of  the  New  Eng- 
nsulting  Group. 

BIG  SHOE  PADS.  But  an  elite 
bucking  the  trend  by  intr-oduc- 
w  products  that  provide  bene- 
)le  think  are  worth  paying  for;" 
lette  CEO  Alfred  M.  Zeien.  Col- 
molive  Co.,  for  example,  priced 
Total  25%'  above  mainstream 
because  Total  is  the  first  paste 
d  by  the  Food  &  Drug  Admin- 
to  help  prevent  gingivitis.  After 
Total  is  the  No.  1  brand,  with  a 
0%  share.  Dr.  Scholl's,  a  unit  of 
[-Plough  Corp.,  has  taken  the 
loe-insert  pad  and  used  biome- 
to  transform  it  into  a  remedy 
nd  back  pain.  The  new  product, 
p,  sells  for  as  much  as  $14  per 
ivice  as  much  as  older  inserts — 
e  1997,  it  has  become  the  No.  1 
vith  29%  of  the  market, 
s  the  secret  to  pricing  power? 
ters,  a  commitment  to  inno- 
jillette  spent  nearly  $1  bil- 
:he  development  and  initial 
ag  of  Mach3.  Similarly,  a 
of  breakthroughs  allows 
rp.  to  command  a  premium 


even  for  TVs,  where  prices  have  been 
falling.  Tharrks  in  part  to  the  Wega,  the 
world's  first  conventional  flat-scr"een  TV, 
Sony's  TV  sales  r'ocketed  24%  in  the  first 
half  of  its  fiscal  1998. 

Of  course,  pricing  power-  is  often  fleet- 
ing. Intel  Corp.,  for  one,  has  had  to  cut 
prices  of  low-end  chips  as  rivals  have 
br-ought  out  similar-  products.  But  In- 
tel remains  "the  orrly  game  in  town" 
for  high-end  chips,  says  Ashok  Ku- 
mar, senior  research  analyst  for 
Piper  Jaffray  Inc.  Intel  is  char-g- 
ing  $3,692  for  its  latest  Pen- 
tium II  Xeon  processor — or 
$3,271  above  the  pr'oduction 
cost,  accorxling  to  Micr'oDesign 
Resources.  "It's  a  license  to  pr-int 

Where  the       /  / 
Pricing  Power  Is  / 

COLGATE  TOTAL  TOOTHPASTE 

25%  higher  than  conventional 
toothpaste,  now  No.  1  brand 

GILLEHE'S  MAGH3  RAZOR 

$1.60  per  cartridge,  50% 
more  than  SensorExcel, 
now  top  seller 

MAYTAG'S 
NEPTUNE  WASHER 

$1,100,  double  the 
average  washer, 
now  No.  2 


'1 


Pricey 
toothbrushes 
are  appealing 
to  aging  baby 
boomers  who 
want  to  enter  old 
age  with  their  own 
choppers 


money,"  says  Kumar*. 

It  also  helps  to  aim  products  at  the  af- 
fluent. They  "are  willing  to  pay  a  lot 
mor'e  to  save  time  or  obtain  other  signif- 
icant benefits,"  says  Christopher  Hoyt, 
a  marketing  consultant  in  Stamford, 
Conn.  Maytag  Cor-p.'s  envir-onment-fiiend- 
ly  Neptune  washer  is  a  hit  among  well- 
off  consumei-s,  even  though  at  $1,100,  it 
costs  twice  as  much  as  conventional 
washers.  Over  the  course  of  a  year;  it 
uses  $100  less  electricity  than  other 
washers  and  saves  7,000  gallons  of  wa- 
ter— as  much  as  a  person  drinks  in  a 
lifetime. 

BLITZKRIEG.  Even  the  humble  tooth- 
braish  has  under-gone  a  price- 
boosting  metamorphosis — 
thanks   to   aging  baby 
boomers  who  want  to 
keep     their  choppers. 
Gillette's  Oral-B  Laborato- 
*         lies  is  betting  that  it  can 
cliarge  $5 — 50%  more  than 
current  top-Une  rivals — for-  its 
•         new  CrossAction  brush,  due  in 
_  •        February.   Oral-B  claims  its 
unique  design  will  remove  25% 
mor-e  plaque  than  today's  best-sell- 
ing br-u.sh. 
The  pricing  elite  also  back  their 
products  with  lavish  ad  spending. 
Gillette  is  sinking  $300  million  into  mar-- 
keting  Mach3  in  its  first  year-.  Ian  Cook, 
pi-esident  of  Colgate  North  America, 
boasts    that    an  "unpr-ecedented" 
blitzkrieg  on  dentist's  offices  made  Total 
"the  toothpaste  most  recommended  by 
dentists  and  hygienists"  in  its  fir-st  four- 
months. 

Inevitably,  some  pricing  power 
champs  lose  muscle.  "Three  years  ago, 
Nike  was  a  controlling  factor,"  says 
Chet  James,  owner  of  Super  Jock  'n 
Jill,  a  Seattle  running-shoe  store.  But 
thanks  to  a  style  shift  to  br-own  shoes,  a 
plunge  in  Asian  demand,  and  Michael 
Jor-dan's  reth-ement,  "right  now,  it's  not 
pricing  power  but  buying  power-"  that's 
at  the  foi-efront.  In  autos,  a  global  ca- 
pacity glut  has  meant  that  "prices  have 
actually  gone  down,"  says  Daimler- 
Cltryslei-  Co-Chaii-man  Robert  J.  Eaton. 

The  message  seems  clear-.  While  com- 
peting on  price  can  wor-k,  the  success  of 
the  pricing  elite  suggests  ther-e  may  be 
a  better  way.  "Most  companies  don't 
take  a  bold  enough  position  to  invest 
in  the  development  of  superior  pr-od- 
ucts  that  can  command  a  premium 
price,"  ar-gues  Jeffr-ey  M.  Hill,  managing 
director  of  Meridian  Consulting  Group. 
Given  the  potential  rewards,  perhaps 
they  should. 

By  William  C.  Symorids  in  Boston, 
with  tnireau  reports 


In  Business  This  Week 
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THE  AUTO  DERBY 
ISN'T  OVER  YET 

DAIMLEIU'HKYSLERNISSAN? 
Renault  Nissan?  Ford  Nis- 
san? The  rumors  continue 
to  swirl.  Japan's  No.  2  auto 
maker,  facing  a  12-year  low 
in  vehicle  sales  and  a  profit 
crunch  from  a  stronger  yen, 
says  it  is  willing  to  consider 
investment  proposals  from 
foreign  auto  makers.  Selling 
Nissan  Diesel  to  Daimler- 
Chrysler,  for  example,  would 
help  Nissan  pay  some  of  its 
billions  in  debt.  Selling  a 
piece  of  Nissan  Motor  to  the 
transatlantic  giant  would  do 
the  same,  and  make  Nissan 
part  of  a  colossus  that  would 
rival  Ford  Motor.  Joining 
Renault  would  bring  Nissan 
up  to  the  ranks  of  Toyota  and 
Volkswagen.  If  Nissan  does  a 


CLOSING  BELL 


COPPER  BOnOM 

Like  other  copper  producers, 
Phelps  Dodge  has  been  hit  by 
low  prices:  Asia's  woes  have 
cut  demand  even  as  produc- 
tion rises.  But  prices  were 
just  one  reason  for  Phelps' 
$41.8  million  fourth-quarter 
loss.  Weak  sales  to  manufac- 
turers and  restructuring  costs 
hurt.  Phelps'  stock  fell  6.2%, 
to  47/^,  in  the  three  days  after 
the  Jan.  15  news.  It  figures  to 
be  "near  breakeven"  in  '99, 
but  ABN  Amro's  Vahid  Fathi 
thinks  it  could  lose  money 
even  if  copper  prices  stabi- 
lize, thanks  to  weakness  in  its 
noncopper  businesses. 
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deal,  other  Japanese  makers 
might  follow.  Mitsubishi 
Motors  President  Katsuhiko 
Kawasoe  has  said  he  is  dis- 
cussing deals  with  potential 
foreign  partners. 


MICKEY  D., 
MEET  LARRY  Z. 

MCDONALD'S  IS  TRYING  A  NEW 
recipe  in  the  U.  S.  On  Jan.  19, 
it  promoted  Larry  Zwain,  a 
regional  manager  for  McDon- 
ald's in  the  Northeast,  to 
head  of  U.  S.  marketing. 
Zwain  personifies  a  change 
being  made  by  new  CEO  Jack 
Greenberg:  Unlike  many  top 
company  execs,  he  is  not 
homegrown.  He  was  previ- 
ously CEO  of  Boston  Market 
and  president  of  PepsiCo. 's 
restaurant  division.  McDon- 
ald's has  suffered  through 
such  debacles  as  McPizza 
and  the  Arch  Deluxe  in  the 
'90s.  But  recently,  it  has  cut 
costs  and  stopped  sales 
declines. 


A  FUTURES  EXEO 
CALLS  IT  QUITS 

BROOKSLEY  BORN  IS  THROW- 
ing  in  the  towel.  The  com- 
bative chairperson  of  the 
Commodity  Futures  Ti'ad- 
ing  Commission  told  the 
White  House  on  Jan.  19  that 
she  does  not  want  to  be 
renominated  when  her  term 
expires  in  April.  Born  had 
crossed  swords  with  Trea- 
sury Secretary  Robert  Rubin 
and  Securities  &  Exchange 
Commission  Chairman 
Arthur  Levitt  Jr.  when  she 
sought  to  regulate  over-the- 
counter  derivatives  such  as 
interest-rate  swaps.  But 
Levitt  and  Rubin  don't  have 
to  worry  about  who  Born's 
successor  will  be.  At  the  top 
of  the  list  of  likely  replace- 
ments are  Annette  Nazareth, 
special  counsel  to  Levitt,  and 
Julie  Williams,  chief  counsel 
of  the  Comptroller  of  the 
Currency,  whose  boss  is 
Rubin. 


HEADLINER:  EDWARD  WHITACR 


YOU  GOnA  KEEP  MOVING* 


Size  means  everything  in 
telecom  these  days.  And 
Edward  Whitacre  Ji'.  does 
not  plan  to  be  a  small-fry. 
On  Jan.  20,  the  chief 
executive  of  SBC 
Communications 
inked  a  $1.7  bil- 
lion deal  to  buy 
Comcast's  cellu- 
lar unit.  The  ac- 
quisition, expect- 
ed to  be  completed 
in  the  third  quaiter, 
helps  Whitacre  keep  pace  in 
the  frenetic  wireless  phone 
market.  Just  days  earlier, 
on  Jan.  18,  Vodafone,  the 
largest  British  wireless 
company,  agi'eed  to  buy 
Air'Touch  Communications 
for  $59.7  billion  to  create 
the  world's  largest  wireless 
phone  company. 

Already,  Whitacre's  wire- 


less operation  is  the  nn 
tion's  thiixl  biggest.  Ain 
once  SBC  closes  its  proji 
merger  vrith  local  tel 
Ameritech,  it  coi 
move  up  in  th 
rankings.  Bu 
operation  w 
still  have  hi 
including  in 
Northeast, 
where  the  Ci 
cast  network  \ 
help.  The  increase 
scale  will  also  allow  sn< 
negotiate  lower  roamin 
fees  for  its  customers, 
the  Comcast  deal  still  \ 
satisfy  Whitacre's  desti' 
gi'ow.  So,  SBC  could  be 
among  deabnakers  in  t 
news.  "You  gotta  keep 
ing  or  someone  will  gai 
you,"  he  says. 

By  Roger  Cn 


DANCING 

IN  THE  STREET 

CHRISTMAS  CAME  LATE  FOR 

some  in  financial  services, 
but  finding  good  news  at  all 
surprised  many  on  Wall 
Street.  J.  P.  Morgan,  Bear 
Stearns,  Lehman  Brothers, 
and  PaineWebber  all  deliv- 
ered earnings  way  above 
consensus  forecasts,  accord- 
ing to  first  call.  That  was 
good  news  to  the  banks  and 
brokerages  that  watched 
glumly  as  analysts  chopped 
away  at  earnings  predictions 
for  the  quarter.  At  Lehman, 
estimates  began  at  $1.36  per 
share  for  the  quarter  before 
dropping  at  one  point  to  21(2, 
First  Call  says.  Lehman 
delivered  51  ^  for  the  quarter. 


WHAT  AM  I 
CYBERBID  FOR . . / 

GOING,   GOING,  G0NE.COM. 

Sotheby's  is  holding  auctions 
online.  Next  summer,  noted 


collector  Barry  Ha 
baseball  memorabilia 
put  up  for  bid.  Sot 
hopes  that  the  Web  w 
folks  who  might  be 
dated  by  in-person  b 
The  Web  may  alsc 
Sotheby's  unload  its 
priced  items:  80%  of 
items  the  auction 
offers  are  valued  at  le 
$5,000.  But  Susan  S 
the  new  ceo  of  the  W 
sothebys.com,  insist 
Sotheby's  online  ofl 
will  not  be  "hand-me  ( 

ETCETERA... 

■  Enron  is  postponin, 
to  sell  power  to  resi 
customers. 

■  New  York  Life  de 
remain  a  mutual  i 
unlike  rivals  going  p 

■  DirecTV  is  close  to 
PrimeStar  sybscribe, 
sources  close  to  the  f  i! 

■  Chancellor  Media  h;  i 
BT  Alex.  Brown  to  ex* 
possible  sale  or  spin-  f- 
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Look  who's  in  business  now. 


Great  performance  at  an  exceptional  value. 

Looking  for  a  smart  buy?  Here's  today's  top  pick:  the  Intel"  Celeron'  processor.  It  gives  you  quick  and 
I  ^j^jC^    responsive  performance  for  today's  business  applications.  At  a  great  value.  And  because  it's  from  Intel. 
— *^     you  get  all  the  compatibility  and  reliability  you've  come  to  expect.  To  learn  more,  contact     ■      ■  ■ 

inlel. 

The  Computer  Inside." 


c  Ton- 


your  PC  manufacturer,  see  your  local  reseller,  or  visU  us  on  the  Web. 


www,  Intel.  com/Celeron 


Imel  Corporjtion  hilcl  und  liuel  Inside  are  registered  Irademarks.  and  Celeron  and  "The  Computer  Inside"  are  trademarks  ot  Intel  Corporation 


street  smarts. 


styling  that  captures  the  imagination.  Engineering  that 
defies   convention.  DaimlerChrysler  has   found  the  most 

direct  route  to  success  lies  upon  the  road  less  traveled. 
And  that  road  is  getting  shorter  every  day.  Because 
Rockwell  automation  is  helping  DaimlerChrysler 
streamline  development  of  innovative  vehicles  to 
save  months  of  time  and  millions  of  dollars.  ^^^^  Just  as 
Rockwell  solutions  help  all  kinds  of  other  businesses 
run    even    smarter.  Whether  it's  the  state-of-the-art 

call  center  technology  that  lets  a  major  airline  handle 
60  million  customer  calls  a  year.  The  avionics  that  auto- 

matically monitor  the  systems  of  an  intercontinental  jet 
to    help    its    crew   operate    more    efficiently.  Or  the 


automation  systems  that  help  a  catalog  retailer  ship 
nearly  half  a  million  packages  a  day.  Intelligent  answers  for 

companies  in  the  fast  lane.  Because  whatever  your  business, 
the  bottom   line   is   this.     ^kV^'     You   succeed.    We  succeed, 


Rockwell 


Electronic  Controls  and  Communications 
www . rockwell . com 


shington  Outlook 


D  BY  DOUGLAS  HARBRECHT 


RM  LIMITS?  DID 

MEBODY  SAY  TERM  LIMITS? 


sr  there  was  a  poster  boy  for  the  teiTn-limits  movement, 
IS  George  R.  Nethercutt  Jr  (R-Wash.).  In  1994,  nmning 
pledge  to  ser-ve  no  more  than  three  tenns  in  Congi-ess, 
cutt  ousted  House  Speaker  Thomas  S.  Foley  ft'om  the 
gton  State  seat  he  had  held  for  more  than  30  years. 
,  much  to  the  horror  of  term-limit  activists,  three- 
Nethercutt  won't  commit  to  leaving  Congress  in  2000. 
it  alone.  More  and  more  gop  revolutionaries — having 
,he  fruits  of  incimibency — ai'e  retliinking  commitments 
a  hike  in  two  yeai's.  Tlie  list  includes  Representatives 
itts  Jr.  (R-Okla.)  and  TilUe  K.  Fowler 
),  newly  elected  chaii-  and  vice-chaii' 
iouse  GOP  conference. 
Republicans  playing  with  fo-e?  While 
nriay  give  a  pass  to  some  vacillators, 
the  argument  that  seniority  will  in- 
;hetr  clout.  Republicans  are  opening 
Ives  to  charges  of  rank  hyjjocrisy. 
iking  public  pledges,  they  only  deep- 
jricans'  cynicism  about  government 
and  further  jeopardize  the  House 
ail  majority  in  2000. 
MTES."  At  the  least,  reneging  is  sure 
ate  conservative  populists  and  independents  whose 
was  ciiicial  to  the  GOP  takeover  of  Congress  in  '94. 
«  already  filing  warning  shots.  "Hypocrites  should  not 
n  the  votes  of  people  of  principle,"  fimies  Refoi-m 
ihairman  Russell  J.  Verney.  Term  limits  "are  a  para- 
5sue  to  consei-vatives,"  says  Tom  Katina,  executive  di- 
f  the  American  Conservative  Union,  waiTiing  that  the 
old  come  back  to  haunt  Republicans  who  break  their 
The  breach  could  be  most  telling  in  the  South,  where 
ise  teiTO  limits  are  commonplace,  says  Cornell  Uni- 
poUtical  scientist  Theodore  J.  Lowi. 
!  sure,  RepubHcans  aren't  the  only  ones  doing  the 
lit  two-step.  Representative  Martin  T.  Meehan  (D- 


NETHERCUTT:  Don't  read  his  lips 


Mass.)  recently  called  his  decision  to  limit  himself  to  eight 
terms  "a  mistake."  But  the  concept  of  tenn  Limits  is  laj'gely  a 
GOP  notion.  It  originated  with  gi-assroots  Republicans  in  the 
early  '90s,  fueled  by  disgust  with  40  years  of  clubby 
Democratic  rale  of  Capitol  Hill.  The  image  of  citizen-legisla- 
tors was  such  a  potent  political  draw  that  Newt  Gingrich 
made  passage  of  a  constitutional  amendment  limiting  law- 
makers' teniu-e  a  key  plank  in  the  1994  Contract  With  Amer- 
ica. Currently,  45  Representatives  and  13  Senators,  most  of 
them  Republicans,  have  said  they  will  leave  after  sei-ving  a 
specified  number  of  terms. 
SENIORITY  SYSTEM.  If  they  don't,  Nether- 
cutt &  Co.  can  count  on  activist  groups  to 
hound  them  on  the  2000  campaign  trail. 
"We'll  keep  the  pressui-e  on,"  vows  Paul  Ja- 
cob, executive  director  of  U.  S.  Teirn  Limits. 
"The  amount  of  public  anger  will  siu-prise 
them."  The  waffling  has  already  reenergized 
the  term-limits  movement,  which  had  lost 
some  momentum  following  a  wave  of  de- 
partures ft'om  Congi'ess. 

Perhaps  it  was  inevitable  that  some  mem- 
bers  of  Congress  would  rethink  their 
pledges  once  they  got  to  Washington.  It  takes  time  to  master 
the  intricacies  of  Hill  iiiles  and  to  amass  the  respect  and  in- 
fluence necessaiy  to  push  tlirough  major  reforms.  "The  real- 
ity is  that  the  House  and  Senate  work  through  a  seniority 
system,"  says  Meehan. 

Nowhere  on  Capitol  Hill  is  that  traer  than  in  committee 
cloaki-ooms.  Despite  House  (X)P  pledges  in  '95  to  force  all  com- 
mittee chieftains  to  relinquish  their  chairs  in  2001,  many  are 
quietly  lobbying  to  hold  on  to  their  jobs.  But  if  enough  law- 
makers repudiate  term-limit  vows,  riling  the  voters  who 
helped  send  them  to  Washington,  RepubHcans  may  not  have 
to  woiry  about  heading  any  committees  at  all. 

By  Amy  Bornis  in  Washi)igton 


ITALWRAPUP 


I  KNIGHT  SEES  DAYLIGHT 

an.  14,  Attorney  General  Janet 
'  jected  a  congressional  corn- 
request  that  she  open  a  pre- 
investigation  of  Clinton- 
campaign  chair  Peter  S. 
Phat  follows  hard  on  the 
a  decision  late  last  year  not 
an  independent  counsel  to 
ite  Vice-President  Al  Gore's 
-ing  efforts  during  the  1996 

House  Commerce  Committee 
^leno  in  December  to  review  al- 
is  that  Knight  committed  per- 


jury when  he  testified  to  the  panel 
that  a  $1  million  fee  he  got  wasn't  an 
illegal  contingency  fee.  The  panel  also 
alleged  that  Knight  helped  Tennessee 
developer  Franklin  L.  Haney  win  fa- 
vorable terms  on  a  government  lease 
in  exchange  for  campaign  donations. 

But  Reno  declined  to  open  a  probe. 
She  said  a  Justice  campaign-finance 
task  force  had  concluded  that  Knight's 
fee  wasn't  contingent  on  Haney  get- 
ting the  government  lease  and  there- 
fore wasn't  illegal.  So  Knight  couldn't 
have  lied  under  oath  about  the  fee. 

Her  decision  displeased  House  Re- 
publicans, who  saw  the  ICnight  case  as 


a  way  finally  to  bring  President  Chn- 
ton's  '96  Presidential  campaign  under 
an  independent  counsel's  scratiny.  At 
least  Reno  is  consistent.  She  has  re- 
fused to  name  independent  counsels  in 
campaign-finance  cases  involving  the 
President,  the  Vice-President,  and 
their  campaign  manager. 

So  far,  Haney  and  14  other  individu- 
als have  been  indicted  for  violating 
election  laws.  The  task  force,  says  a 
Justice  source,  continues  its  probe. 
Knight,  who  declined  to  comment,  now 
is  fi-ee  to  play  a  major  role  in  Gore's 
2000  Presidential  bid. 

By  Paula  Dwyer 


International  Business; 


In  a  39-year-old  plioto  of  a  Riboud 
family  gathering,  four-year-old 
P^'ranck  is  screaming  in  protest.  He 
has  just  discovered  that  the  choco- 
late box  in  which  his  hand  is  fishing 
is  empty.  As  the  youngest  son  in  a 
family  of  overachievers,  Riboud  "was 
always  last  to  get  his  hand  in  the  pie," 
recalls  Barbara  Chase  Riboud,  Franck's 
aunt.  Few  family 
^   .  members  were 

f  iNl-S  ^Hi  aware  of  Franck's 


seci'et  determination  to  equal  the  best 
among  them. 

Now  chief  executive  of  French  food 
giant  Danone  Group,  Riboud  no  longer 
comes  in  last.  The  son  of  legendaiy  in- 
dustrialist Antoine  Riboud,  Franck  did 
not  stait  out  on  the  fast  track.  Wlien  he 
got  the  C'EO  job  in  May,  1996,  the  com- 
pany's shai'es  sank.  His  earlier  champi- 
onships in  skiing  and  windsui-fing  gave 
him  a  reputation  as  a  lightweight,  even 
though  he  later  logged  15  years  with 


Danone.  Many  assnj 
Antoine  had  maneu  iJ 
his  youngest  son  iiii 
top  slot.  And  inv(^ 
feared  he  couldn't 
his  dad's  impressivl 
"There    isn't  anj| 
worse  than  that," 
says  now,  shudderij 
the  memory.  "I  hg 
legitimacy." 
EARLY  LAPS.  Ribol 
proved    the  skel 
wrong.  He  has  refq 
the  sprawling,  $15.8  j 
company  on  its  corej 
nets    and  rev( 
Danone's  profit  sii' 
has  successfully  p| 
into  new  markets 
the  world  despite 
ening   volatility  ill 
emerging  economiel 
performance  has  ri 
guard  and  investo: 
plauding.  Danone 
have  nearly  doubL 
$193,  since  he  took 
But  Riboud  is 
eai'ly  laps  of  his  m; 
Danone  still  deper| 
Europe  for  76% 
sales,  with  roughl; 
coming  from  Fram 
challenge  is  to  tr; 
the   world's   No.  7| 
company  from  a  E 
champion  into  a 
front-runner  with 
slice  of  emerging  nr] 
in  Asia  and  Latin 
ca.  To  do  that, 
must  battle  brand] 
giants  such  as  Nasi 
Nabisco,  and  Coi 
without  the  home-] 
vantage  it  enjoys 
rope.  "We  need  t 
tnily  worldwide  co| 
That's  not  the  case 
admits  Chief  Finan 
ficer  Christian  Laubie. 

Riboud  has  been  racing  to 
the  gap  with  the  global  goliathi 
the  past  two  years,  he  has  sold] 
estimated  $1.2  billion  in  noncon 
and  made  about  the  same  ar] 
worth  of  acquisitions,  primarily  i'^ 
Latin  America,  Eastern  Euro}' 
the  U.  S.  He  has  narrowed  D  o 
portfolio  to  three  areas  wheret 
dominate  in  global  markets:  dair^jf/,, 
ucts,  bottled  water,  and  cooki** 


Investors  doubted  Riboud  could  follow  his  fi 


rs.  Analysts  say 
i  is   likely  to 
his   target  of 
ig  revenue  out- 
urope  to  33%  of 
^ales  by  2000, 
%  in  1992  when 
:  chai'ge  of  inter- 
il  development, 
ud  can't  afford 
:en  his  pace.  The 
J  brand  ranks 
the  global  top 
i  the  company 
3ther  premium 
such  as  Evian 
1    water  and 
boiu-g  beer.  But 
■Id's  lai'gest  food 
are  all  trying  to 
themselves 
:gional  stars  with  diverse  prod- 
;o  global  leaders  in  a  few  busi- 
And  with  Western  markets 
satiu'ated,  the  battle  for  growth 
n  emerging  mai"l:ets,  where  such 
ies  as  Nestle  and  Unilever  have 
mtial  lead  over  Danone. 
ud's  career  at  Danone  has 
i  him  well  for  the  global  food 
.s  a  sales  manager  in  the  early 
16  walked  the  aisles  of  French 
irkets  that  sold  Danone  yogiul, 
sure  shelf  placement  was  fa- 
After  taking  charge  of  the 
iusiness  in  1990,  he  helped  en- 
the  $2.5  billion  takeover  of 
's  Eui'opean  cookie  and  cracker 
ns  in  1992.  As  head  of  interna- 
svelopment  from  1992  to  1996, 
e  than  tripled  sales  outside 
Europe,  to  $2.7  billion.  And 
S.,  he  raised  advertising  bud- 
launched  Dannon  Water,  cur- 
Jo.  1  in  American  supermarket 
bottled  water. 

Riboud  needs  to  boost  margins 
ip  growth  going.  Take  dairy 
,  which  power  42%  of  Danone's 
es.  Danone  ranks  No.  1  world- 
ith  a  15%  market  share.  But 
-hose  sales  come  from  Eui'ope, 
itizens  eat  more  packaged  yo- 
n  people  anywhere  else  in  the 
Ithough  untapped  mai'kets  offer 
opportunities,  Danone  has  a 
arketing  job  ahead  in  most  of 
I  Latin  America,  where  yogurt 
rt  of  the  traditional  diet, 
a  mineral  water,  Danone  faces 
competition.  The  French  gi'oup 
).2  worldwide  after  Nestle  and 
owerful  brands  such  as  Evian, 
md  Badoit.  Riboud  is  acquir- 
water  companies  around  tlie 
[e  recently  snapped  up  water 


V 


CULTURE  VULTURES:  Danom  efnployees  sample  their  yogurt 


companies  Aciua  in  Indonesia,  Health  in 
China,  and  Aquapenn  in  the  U.  S.  And 
to  further'  his  assault  on  the  American 
market,  Riboud  priced  Dannon  Water 
at  89(2  for  a  1.5-Iiter  bottle,  vs.  $1.89  for 
a  same  size  bottle  of  premium-brand 
Evian. 

But  Coca-Cola  Corp.  and  PepsiCo 
Inc.  have  their  eye  on  the  market  for 
bottled  water,  too.  In  December,  1995, 
Pepsi  introduced  a  "pm-ified  water" — fil- 


RIBOUD  S  GAME  PLAN 

DIVERSIFICATION 

Reduce  Danone's  dependence  on 
Europe,  which  accounts  for  76%  of 
sales.  Derive  33%  of  sales  outside 
the  Continent  by  2000. 

EMERGING  MARKETS 

Push  further  into  Latin  America  and 
Asia,  where  companies  can  be 
bought  cheaply.  Overcome  local 
dietary  biases  with  marketing. 

PROFITABILITY 

Boost  anemic  margins  of  cookie 
and  cracker  business.  Improve 
weak  profits  of  dairy  products 
in  the  U.S. 

tered  tap  water — called  Aquafina  that  is 
now  the  No.  1  seller  in  U.  S.  conve- 
nience stores  and  gas  stations.  Industry 
sources  say  Coke  aims  to  launch  a  pu- 
rified water  injected  with  minerals, 
called  Dasani,  in  May  or  June.  Low- 
cost  filtered  tap  water  will  allow  Coke 
and  Pepsi  to  escalate  price  battles.  Al- 
ready, the  Dannon  Water  launch  in  the 
U.  S.  led  to  losses  of  $17.8  milHon  for 
Danone  in  1998,  putting  pressure  on 
the  group's  watei'  margins. 


To  offset  the  difficul- 
ty of  building  brand 
presence  in  the  mature 
mai'kets,  Riboud  is  rais- 
ing Danone's  profile  in 
Asia.  Danone  Asia  man- 
ager Simon  Isreal  has 
spent  more  than  $500 
million  on  acquisitions 
over  the  past  18 
months  and  more  than 
doubled  the  company's 
business  in  the  region, 
to  roughly  $1.7  billion, 
while  raising  margins 
by  one  percentage  point 
a  year.  Financial-mar- 
ket turmoil  has  only 
whetted  Riboud's  ap- 
petite for  Asian  compa- 
nies.  "It's  the  chance  of 
a  lifetime.  I  won't  change  my  strate- 
gy," he  insists. 

Despite  the  gi'owing  pains,  Morgan 
Stanley  Dean  Witter  analyst  Sylvain 
Massot  forecasts  that  Danone's  overall 
profits  will  jump  by  8%  in  1999  and  as 
much  as  12.7%  in  2000.  And  even  under 
pressiu'e,  Riboud  maintains  a  laid-back 
attitude.  He  strolls  through  headquarters 
in  a  pullover,  and  adch'esses  most  people 
with  the  familiar  "f?<."  In  the  streets  of 
Paris,  he  prefers  a  motor  scooter  to  a 
chauffeured  limousine,  chooses  casual 
wear  over  elegant  suits,  and  favors  Mc- 
Donald's over  temples  of  cuisine. 
OVERACHIEVERS.  Riboud's  individualism 
was  bred  in  the  bone.  Three  genera- 
tions of  his  Lyons-born  family  are 
packed  with  extraoi'dinary  people.  Fa- 
ther Antoine  turned  a  French  glass- 
maker  into  the  Danone  Group  empire. 
Uncle  Marc  Riboud  is  an  international- 
ly renowned  photogi'apher  whose  work 
in  China,  Europe,  the  U.  S.,  and  Africa 
has  won  numerous  prizes.  Another  un- 
cle, Jean,  fought  in  the  French  Resis- 
tance during  World  War  II,  spent  two 
years  in  Buchenwald,  and  became  chair- 
man of  global  oil-sei'vices  giant  Schlum- 
berger  Ltd. 

Family  members  downplay  theii*  own 
and  one  another's  talents.  Marc  was 
stimned  to  see  his  nephew  Fi-anck  mak- 
ing headlines  in  the  U.  S.  business  press 
last  year  "I  said  to  myself,  'Who  does 
this  kid  think  he  is?'  Then  I  read  the 
story  and  I  thought,  'He  has  really  ac- 
complished something.' "  Franck  Riboud 
has  a  lot  to  hve  up  to.  But  if  he  can 
keep  up  the  momentum  at 
Danone,  he  will  have  proved  . 
that  the  youngest  of  a  famous  C 
family  need  not  come  in  last.  /' 
By  Gail  Edmondson  i 


Paris,  with  bureau  reports 

sive  act.  He  has  proved  the  naysayers  wrong 
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TOVOTAi 


JAPAN 


THIS  ISN'T  YOUR 
SIMPLE  FLAT  TIRE 

Toyota's  Okuda  may  leave 
behind  big  problems 

He  has  won  a  reputation  as  a  blunt 
talker — a  no-nonsense  executive 
who  would  push  his  company  to 
new  triumphs.  But  at  a  hastily  called 
news  conference  on  Jan.  11,  Toyota 
President  Hiroshi  Okuda  was  about  as 
opaque  as  he  could  be  in  explaining  why 
he  agreed  to  nm  Nikkeiren,  a  manage- 
ment organization  that  studies  labor  is- 
sues. Okuda  said  he  wanted  to  help  rev- 
olutionize the  workplace.  Yet 
immediately  iximors  started  that  Okuda 
would  soon  quit  as  president  of  Toyota 
Motor  Corp.  to  escape  gi-ovdng  friction 
with  the  founding  Toyoda  family. 

Since  then,  neither  Toyota  nor  Okuda 
has  come  up  with  a  clear  explanation  of 
what  is  going  on.  The  mysteiy  has  agi- 
tated Japan's  autcj  industiy  just  when  it 
is  bracing  for  a  possible  takeover  of 
Nissan  Motor  Co.  by  Renault  or  Daim- 
lerChrysler.  It's  true  that  Okuda  has 
had  setbacks,  especially  in  Japan,  where 
the  company  has  not  recaptui'ed  its  tra- 


IS  THIS 
GOOD-BYE? 
Okuda  may  have 
clashed  with 
Toyoda  family 
members 

ditional  40%  share. 
But  most  employ- 
ees expected  Oku- 
da, 66,  to  stay  for 
two  more  years. 
Most  don't  want  to 
see  him  go,  since  he 
was  pushing  the 
company  to  rein- 
vent itself.  Instead, 
Toyota  may  be 
headed  for  a  turbu- 
lent transition  just 
when  Japan's  car 
makers  launch  a 
major  restinctuiing. 

i^^^Bm^^M  There  a 
l^^^^m^P  bility  Okuda  will 
hang  around,  even 
though  he  is  ex- 
iHS  pected  to  step  down 
as  president.  The  board  may  create  a 
holding  company,  which  would  make  it 
easier  to  restructm-e  Toyota's  far-flung- 
businesses.  Some  speculate  that  Okuda 
could  reappear  as  chainnan  of  Toyota 
Motor  or  president  of  the  holding  com- 
pany. But  Toyota  has  not  confinned  that 
speculation.  It  won't  even  say  if  Okuda 
is  going  to  keep  or  quit  his  current  job. 
"It's  very  confusing,"  says  Koji  Endo, 
automotive  analyst  at  Schi'oders  Japan 
Ltd.  "No  one  can  tell  what  is  the 
reality." 

One  thing  is  for  sure: 
No  one  can  think  of  a 
replacement  who  is  as 
driven  as  Okuda.  Yet  if 
Okuda  quits,  Toyota  will 
need  a  replacement  to 
i-un  the  company  day  to 
day.  Most  employees  are 
I'ooting  for  soft-spoken 
Executive  Vice-Presi- 
dent Fujio  Cho,  61,  who 
directs  corporate  plan- 
ning. Cho  exudes  a  fa- 
therly charm  and  is 
laiown  for  delegating  re- 
sponsibility, and  making 
people  feel  like  equals. 
One  employee  tells  a 
story  about  how  some 
Toyota  men  were  tour- 
ing a  factory  in  Tianjin, 
China.  Most  of  them 
brushed  by  a  security 


guard  to  the  plant,  but  Cho  court' 
thought  to  tip  his  hat  to  the  ma: 
laid  the  groundwoi'k  for  Toyota'; 
tucky  plant  and  later  became 
pr-esident  at  Toyota  Motor  Manu 
ing  there  in  1987.  He  was  one 
ftrst  officials  to  admit  to  Toyota's 
lems  developing  cai's  that  youn, 
pie  like. 

RUNNER-UP.  The  only  other  ex( 
vice-president  mentioned  so  far 
da's  successor  is  Iwao  Okijima,  6 
handles  finance  and  accounting, 
seems  to  lag  Cho  in  the  race.  TI 
ular  theory  is  that  Cho  will  tak 
for  two  yeai-s,  then  hand  over  the 
to  a  younger  executive — possibl; 
Toyoda,  42,  a  member  of  the 
family  now  stationed  at  nummi,  1 
joint  ventui'e  with  General  Motor; 
in  California.  Another  Toyoda 
runnmg  is  Shuhei  Toyoda,  51,  cI 
gineer  of  the  new  Vitz  compa 
known  as  the  Yaris  in  Europe. 

The  other  options  aftei'  Cho  ai 
hiko  Saito,  58,  a  senior  managing 
tor,  and  managing  director  K 
Watanabe,  56.  Saito  is  the  son  of 
Toyota  Chairman  Shoichi  Saito  a 
developed  1  generations  on 

las.  Watanabe  has  worn  manj 
worldng  in  corporate  planning,  a 
tration,  and  production  contro 
seen  as  a  younger  version  of 
not  a  motoi'head,  but  more  of  a 
alist  with  a  broader  view  of  whe 
ota  should  go. 

A  big  factor  in  tliis  nmoff  is  tl 
oda  family.  Aftei-  a  stint  iimnii 
dani'en,  the  top  industry  organ 
Chainnan  Shoichii'o  Toyoda,  73,  h 
far  more  active  in  Toyota's  day 
operations  than 
ed.  Rumors  are  i 
ing  that  Okuda 
with  Honoi-diy  CI 
Eiji  Toyoda, 
everything  fron 
options  to  exten 
nancial  aid  to  coi 
linked  to  Toyota! 
is  a  growing  4 
that  the  family 
more  pliable  pr< 
If  so,  the  biggesi 
that  the  company 
tendencies — its 
ness,  its  inabi 
move  aggressive 
resurface.  If  Okui 
he  will  be  leavir 


LIKELY  HEIR  Cho  is  the 
favorite  among  employees 
to  fill  Okuda's  shoes 


half  done.  That's 
situation  for, 
company. 

Bi/  Emily  T, 
in  Tokyo 


Wife 
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SMART 


ROTH 
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CHOICE 


A  Fund  That's  Overcome 
Peer  Pressure 


AMERICAN  CENTURY  INCOME  &  GROWTH 


★**★* 

Overall 


MORNINGSTAR  RATINGS 

***** 

3  Years 


***** 


5  Years 


Fund  rated  ns  of  December  31,  1998,  for  the  overall  and  3-year  period  among  2,802  domestic  stock  funds 
and  for  the  5-year  period  among  1,702  domestic  stock  fuiids- 


American  Century's  Income  &  Growth  Fund 
has  consistently  beaten  its  peers,  year  after 
year.  It's  earned  Morningstar's  highest 
rating,  ranking  in  the  top  ten  percent  of 
domestic  stock  funds  for  risk-adjusted 


performance.  While  past  performance  doesn't 
guarantee  future  results,  this  fund  has  ranked 
near  the  top  of  its  class.  To  find  out  more, 
call  American  Century  at  1-800-345-2021 
and  ask  for  a  free  prospectus. 


;  ask  for  a  pirospectiis  witli  more  complete  information,  inclmling  clun^^es  and  expenses.  Be  sure  to  read  it  carefidly  before  you  invest. 

ingstar  proprietan/  ratings  reflect  risk-adjusted  perfornmnce  for  Investor  Class  Shares  as  of  12/31/98.  Tiiese  ratings  may  cliajigc  niontldy. 
'e  calculated  from  the  fund's  three-,  five-  and  ten-year  (when  available)  average  annual  total  returns  in  excess  of  90-day  Treasury  bill 
\s,  witli  appropriate  fee  adjustments  and  a  risk  factor  reflecting  fund  performance  below  90-daii  Trcasun/  hill  returns.  Tlie  top  ten  percent 
funds  in  an  investment  category  receive  five  stars,  funds  Distributor,  Inc.  ©1999  American  Century  Services  Corporation  bwk348-iid 


American 
Century 


/?w.  americancentury.com 
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For  Hoechst,  Life  Sciences  means  focusing  on  the  fields  of  health  and  nutrition  where  biotechnology  holds  the  key  to  i 
Hoechst  Marion  Roussel,  our  pharmaceutical  company,  is  developing  highly  effective  drugs  in  the  fight  against  current 
diseases.  Our  agribusiness,  Hoechst  Schermg  AgrEvo,  is  ensuring  nutrition  for  the  world's  growing  population  through 
crop  production. 


Life  Sciences  meari^a  new 
future  for  health  and  nutriti 


Hoechst  means  a  new  future 


in  Life  Sciences. 


Hoechst  is  an  international  group  of  companies  spearheading  innovation  in  Life  Sciences,  including  Hoechst  Mari 
Hoechst  AG,  D-65926  Frankfurt,  http;//www.hoechst. com 


The  Future  in  Life  Sciences 


"  cal  company,  ^"^  AgrEvo  the  agribusiness  and  Hoechst  Roussel  Vet  the  animal  health  company. 


SAVIN  IS 
WORKING 


TO  BE  YOUR  NBOf 
DOCUMENT  OUTPUT 
COMPiUilY. 


is 

i 

If 

if 
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At  Savin  we  have  one  simple  goal.  To  be  the  one  document 
output  company  that  answers  all  your  document  handling  needs. 

That's  why  we've  been  working  overtime  to  bring  you  the 
forward-thinking,  award-winning  technology  essential  to  boosting 
productivity  in  today's  digital  offices.  With  fast,  versatile,  connectable 


digital  imaging  systems  that  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple  — 
right  from  your  desktop.  And  full-color  imaging  systems  that  turn  electronic  documents  into 
brilliant  hard  copy. 

But  advanced  digital  technology  is  just  the  beginning.  Because  at  Savin 
we're  working  hard  on  becoming  the  fastest,  most  responsive  name  in  the 

# business.  With  smart,  highly-trained  Savin  professionals  who  will  do  what 
ever  it  takes  to  give  you  the  satisfaction  and 
service  you  deserve. 
I  [        To  find  out  just  what  we'll  do  to  be  your 
next  —  and  last  —  document  output  company, 
contact  us  at  1-800-234-1900  or  www.savin.com. 


saiAin 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER* 

SAVIN  CORPORATION  333  LUDLOW  ST.,  STAMFORD, CI  06904 
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COMIVIENTARY 

By  Ian  Katz 

BRAZIL:  STILL  ON  THE  EDGE  OF  A  CLIFF 


's  a  Latin  paradox.  On  Jan.  15, 
ira7.il  turned  its  back  on  4'A  years 
)f  defending  an  overvalued  curren 
oegged  to  the  U.  S.  dollar.  As  the 

I  floated  freely  on  foreign 
hange  markets,  the  Sao  Paulo 
:k  market  soared  a  heady 
h.  It  seemed  as  if  Brazil  had 
aped  disaster  by  taking  the 
y  way  out.  Next  door  in 
fentina,  the  Buenos  Aires 

rse  also  jumped  12%,  and 

peso  firmly  held  its 
und.  But  far  from  easing 

Argentine  President 

Ids  Saul  Menem  was  call- 

for  a  much  tougher 

dtjacket  for  his  economy: 

hing  the  peso  altogether 

embracing  the  dollar  as  its 

'  currency. 

fTiat  gives?  These  are  wild 
;  in  Latin  America's  financial 
kets.  But  in  the  midst  of  the  ap- 
int  chaos,  it's  possible  to  draw 
)ns.  Investors  seem  to  be  applaud- 
both  Brazil  and  Argentina  at  a 
!  when  their-  exchange-rate  poh- 
are  diverging.  In  fact,  the  market 
eventually  hold  Brazil  to  a  tough 
dai-d.  The  country  is  only  begin- 
to  gi'apple  with  concepts  hke  fis- 
liscipline.  Argentina,  by  contrast, 
been  squeezing  budgets  since 
,  when  it  adopted  a  tight  mone- 
i-egime  by  using  a  cuiTency 
il  to  lock  its  cuirency  1-to-l  to 
ioUar. 

le  most  important  lesson  is  that 
^uTency  poHcy  can  woi'k  without 
ig  economic  fundamentals  to  sup- 
it.  Sure,  Brazil  had  to  act  on  its 
valued  exchange  rate,  but  the 
try  is  still  very  much  on  in- 
•   u  s'  watch  list.  Congi'ess  must 
;  out  long-promised  spending  cuts 

II  deeper  refonns  of  the  tax  and  so- 
'i  security  systems  to  cut  a  budget 

it  running  at  8%  of  gdp.  Mean- 
,  President  Fernando  Henrique 
ISO  has  to  ensure  that  the  profli- 

ates  make  good  on  then-  $73 
•  m  debt  to  Brasilia, 
s  clear  that  if  Brazil  disappoints 
01  again,  the  economy  will  turn 
fr  bad  to  disastrous.  Although  capi- 
as ight  slowed  from  $1  billion  a  day 
t(  lOut  $350  million  after  the  devalu- 


A  floating  real  won't 
do  it.  Only  fiscal 
discipline  will 


ation,  money  continued  to  move  out, 
indicating  that  investoi's  think  the  real 
has  fiu-ther  to  fall.  Economists'  projec- 
tions that  prices  will  rise  up  to  10% 
this  year,  following  deflation  in  1998, 
could  be  understated.  Interest  rates, 
ah'eady  suffocating  the  economy  and 
pumping  up  Brazil's  $200  bOhon  in  lo- 
cal debt,  were  raised  to  over  40%  on 
Jan.  18.  The  economy  could  shrink  5% 
this  yeai;  the  woret  in  three  decades. 
BUILD  TRUST.  So  why  the  bout  of 
market  euphoria?  First,  the  real 
didn't  collapse,  Asia-style.  That's 
partly  because  Brazil  has  taken 
steps  in  the  right  direction  over  the 
last  few  years.  Unlike  much  of  Asia, 
Brazil  whipped  most  of  its  banks 
into  shape.  It  has  embarked  on  an 
ambitious  privatization  program  and 
allowed  relatively  open  capital 
markets.  And  crony  capitalism 


hasn't  strangled  Brazilian  business. 

Still,  while  Brazil  and  Ai-gentina 
have  chosen  different  paths  for  then* 
ciuTencies,  the  Brazilians  will  need  to 
take  a  close  look  at  Argentina  for 
clues  to  then-  next  moves.  That 
doesn't  mean  a  cuirency  boai-d,  or 
dollaiTzation,  which  Menem  has 
been  ui"ging  on  his  wayward 
neighbors.  With  its  political 
complexity  and  large  economy, 
Brazil  won't  seriously  consider 
such  schemes.  Besides,  nation- 
;  al  pride  will  likely  keep  it 
fi-om  ever  ditching  its  own 
currency.  To  build  mai'ket 
tnist  and  hold  down  inflation, 
Brazil  will  have  to  duplicate 
Ai'gentina's  fiscal  pi"udence. 
Indeed,  wliile  many  Argen- 
tines believe  the  cmrency  board 
is  the  pi"imai"y  reason  their  econo- 
my has  been  stable  since  1991,  it's 
only  part  of  the  success  stoiy.  The 
Ai'gentine  plan  wouldn't  have  worked 
without  austerity  and  a  consolidation 
of  the  banking  sector.  Ai'gentina's 
banking  business  is  now  dominated  by 
foreign  institutions  such  as  Spain's 
Banco  Santander. 

Brazil  could  even  boiTow  a  page 
from  the  Mexicans.  Mexico  has  made 
its  floating  exchange-rate  system  func- 
tion smoothly  by  taking  a  tough  fiscal 
line  after  the  disastrous  1994  peso 
crash.  Ai'gentina  and  Mexico  aren't 
completely  ciu'ed,  of  coui'se.  Democra- 
tic institutions  are  immatui-e,  and  cor- 
iiiption  is  a  problem  for  both.  Mean- 
wlnle,  domestic  savings  rates  ai"e 
dismal  thi-oughout  Latin  America, 
making  the  i-egion  dependent  on  for- 
eign money. 

Brazil  may  get  a  dose  of  reality 
sooner  than  it  tliinks.  Analysts  ai-e  al- 
ready wondeiing  whether  the  iTUiup 
in  the  stock  market  had  as  much  to  do 
with  technical  factors  as  confidence. 
Many  may  have  bought  stocks  betting 
they  could  get  good  values  before  a 
new  round  of  inflation  kicks  in.  And 
they  may  be  right.  Brazil  needs  to 
stop  watching  the  mai*kets  and  start 
focusing  on  basic  problems.  If  it  suc- 
ceeds, it  could  stand  out  as  an  exam- 
ple for  the  rest  of  the  emerging  world. 

Katz  is  Sao  Paulo  btireau  chief. 
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RICE  BOWL  PROTESTS 
HAVE  BEIJING  OUAKING 


Desperate  to  get  back  wages  owed  by  theii-  ailing  state-run 
cotton  factory,  more  than  500  Chinese  workers  blocked 
bridge  traffic  in  a  town  in  central  China's  Hunan  province 
in  mid-Januaiy.  Police  sent  them  away  peacefully.  In  Beijing, 
several  himdred  investors  in  a  failed  investment  company  reg- 
ularly gathered  last  fall  outside  government  leaders'  resi- 
dences to  protest  their  losses — and  police  pennitted  them. 

As  China's  economy  continues  its  wheezing  slowdown, 
such  actions  are  gi'owing  ominously  common.  While  authori- 
ties crack  down  on  ui'ban  dissidents  who  register  political  op- 
position, they  allow  workers  and  others 
with  economic  grudges  the  right  to 
protest — as  long  as  the  protests  are 
peaceful.  Beijing  may  hope  to  vent  ten- 
sion caused  by  gi-owing  unemployment 
with  this  safety  valve. 

Yet  the  government  is  clearly  scared. 
The  gloomy  economic  situation  is  likely  to 
worsen  and  spark  more  such  protests. 
Unemployment  will  surge  as  state  en- 
teiprises,  bloated  government  ministries, 
and  the  militaiy  all  lay  off  people.  With 
millions  of  youngsters  entering  the  work- 
force, the  government  estimates  unem- 
ploynient  will  reach  a  record  16  million  by  yearend.  Some  an- 
alysts say  the  real  total  is  much  higher,  as  much  as  20 
million,  or  15%  of  the  workfoi'ce.  "How  to  create  jobs  for  laid- 
off  workers  is  the  government's  No.  1  task,"  says  Hu  Angang 
of  the  Chinese  Academy  of  Sciences. 

EXPLOSIVE  SITUATION.  In  a  year  strewn  with  politically  sen- 
sitive milestones,  fi'om  the  50th  annivei'saiy  of  the  foimduig  of 
the  republic  to  the  10th  anniversaiy  of  the  Tiananmen  Squai-e 
ci-ackdown,  Beijing  is  wonied  that  the  situation  could  spin  out 
of  control.  Indeed,  in  recent  days,  bombs  have  exploded  on 
buses  in  both  Hunan  and  the  northern  province  of  Liaoning, 
and  unemployed  workers  are  suspected. 

Local  goverinnent  budgets  already  are  stretched  tight. 


MAD  AS  HELL:  Police  block  a  proteste) 


and  a  planned  social  welfare  program  that  would  guar;i 
unemployment  and  pension  benefits  is  still  a  long  wa,\ 
Some  municipalities  are  providing  short-term  service 
as  a  stopgap  measure.  Beijing,  for  example,  has  opene 
centei-s  that  hire  out  laid -off  workers  for  temporary 
i-anging  from  cooking  and  cleaning  to  security.  And  the 
plans  to  put  10,000  unemployed  to  work  cleaning  its  sti 
Authorities  also  fear  political  dissidents  will  recnut  the 
nomic  ones  to  their  cause.  So  police  have  airested  fou 
litical  activists  since  late  last  year,  handing  out  harsh 
fences.  Particularly  telling  was  the 
of  democracy  activist  Zhang  Shangi 
For  citing  farmers'  protests  in  a 
interview,  he  got  10  years  in  jail, 
government  is  really  scared  that  i 
who  have  tried  to  organize  oppof 
parties  will  take  their  movement  t 
farmers  and  workers,"  says  Han  I 
fang,  a  Hong  Kong-based  labor  acti 
Beijing's  level  of  concern  is  al.« 
fleeted  in  an  ongoing  campaign  a^ 
coiTuption,  a  perermial  ui-itation  for 
workers.  Though  crackdowns  on 
have  been  going  on  for  years,  this 
the  dragnet  is  claiming  victims  who  were  once  protecti 
]>olitical  connections.  They  include  a  Yunnan  province  t 
CO  company  head  and  a  high-ranking  official  responsib 
combating  smuggling.  "The  leadership  knows  how  mu( 
sentment  people  feel  toward  officials  who  have  beni 
from  their  positions,"  says  one  Western  diplomat. 

For  now,  worker  protests  have  been  mainly  limit] 
blocking  traffic  and  to  impromptu  sit-ins  at  govemme 
fices.  But  all  that  could  change  rapidly.  Chinese  leaderj 
sitting  in  the  fu'e,"  says  activist  Han.  And  it  may 
long  befoi'e  the  fire  spreads. 

By  Dexter  Roberts  hi  Beijm 
SJieri  P/v/.s.so  /'//  Ne4 


GLOBAL  WRAPUP 


DEUTSCHE  DEAL  GETS  COSTLIER 

►  Analysts  are  watching  Deutsche 
Bank's  flagging  share  price  like  hawks. 
Since  news  leaked  out  in  December  of 
the  bank's  bid  for  Banker's  Trust, 
Deutsche's  shares  are  off  11%.  The 
deal  calls  for  Deutsche  to  pay  a  fixed 
$93  per  share  for  BT.  But  London- 
based  Salomon  Smith  Barney  analyst 
Matthew  Czepliewicz  figures  Deutsche 
will  end  up  financing  up  to  one-third 
of  the  purchase,  which  he  calculates 
will  cost  $10.1  bilhon,  with  some  form 
of  equity — probably  a  mix  of  convert- 


ible and  new  common  shares. 

Under  that  scenario,  Deutsche  will 
now  have  to  ante  up  about  4%  more 
shai-es  now  than  it  would  have  had  to 
in  December.  "As  the  Deutsche  bank 
shai'e  piice  falls,  the  implied  return  to 
shareholders  falls,  too,"  warns 
Czepliewicz. 

ISRAEL  KEEPS  CONTROL  OF  FIRM 

►  Israel  is  getting  picky  about  what  it 
will  let  foreigners  control.  In  Decem- 
ber, Canada's  Potash  Corp.  of 
Saskatchewan  bought  a  9.8%  stake  in 
Israel  Chemicals,  which  controls  all 


mineral  rights  in  the  Dead  Sea.  fi 
wanted  to  build  that  stake  by  bu^y 
a  majority  of  Israel  Corp.,  which  | 
a  52%  stake  in  Israel  Chemicals, ' 
owner  Erwin  Eisenberg. 

But  local  opposition  to  the  deal  ] 
So  Eisenberg  sold  his  Israel  Corp. 
stake  to  the  Ofer  Group,  owned  by 
raeh  billionaires  Yuli  and  Sammy ' 
for  $330  million.  Sources  close  to  thJ 
say  PCS  offered  substantially  more.] 
Eisenberg,  who  wanted  a  quick  sa 
cause  of  a  family  dispute,  feared 
the  goveiTiment  and  the  Knesset  ■ 
delay  any  deal  with  the  CanadiansI 
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tfhat  a  laptop  can  do 


What  you  reallv  do. 


Get  e-mail.  2.  Send  e-mail. 
Search  the  Net.  4.  Prepare  memos. 
Check  appointments  and  contacts. 
Set  up  a  new  derivative  pricing 
odel.  7.  Put  together  a  3D  animated 
lort  film.  8.  Lay  out  the  company 
)wsletter.  9.  Analyze  data  from  radio 
lescopes.  10.  Edit  digital  video. 
.  Design  a  new  kitchen.  12.  Develop 
>w  software.  13.  Develop  new  CD- 
DMs.  14.  Retouch  swimsuit  photos, 
f.  Play  photo-realistic  3D  video  games. 
1 1.  Assist  with  scientific  visualization, 
j  ,  Play  back  audio  CD.  18.  Expedite 
j  merical  analysis.  19.  Do  mail  merges 
^  •  the  high  school  reunion  (unless  you 
I  mt  to  a  really  small  high  school). 
.  Aid  in  digital  signal  processor 
sign.  21 .  Do  database  programming. 
.  Use  lots  of  floppy  disks.  23.  File 
!ome  tax  returns.  24.  Composite 
\  lital  video.  25.  Author  virtual  reality. 
.  Store  a  large  number  of  files. 
.  Connect  to  a  large  number  of 
lernal  storage  devices.  28.  Play 
jcational  CD-ROMs.  29.  Conduct 
;ual  reality  demonstrations. 
,  Balance  the  checkbook  for  a 


1 .  Get  e-mail.  2.  Send  e-mail. 

3.  Search  the  Net.  4.  Prepare  memos. 

5.  Check  appointments  and  contacts. 


WAiM  HEWLETT® 
mi!/im  PACKARD 
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COMPUTERS 


WHAT  MAKES 
RICK  RUN? 


Why  heir  apparent  Rick 
Belluzzo  left  the  catbird 
seat  at  Hewlett-Packard 
for  beleaguered  SGI 

S ilting  in  the  front  row  of  the  com- 
pany auditorium  soon  after  his 
aiTival  as  ceo  last  Januaiy.  Silicon 
Graphics"  Richaiti  E.  Belluzzo  saw 
siai-k  e\idence  of  the  problems  he  had 
taken  on.  There  to  unveil  his  grand 
tumai-ound  plan,  he  watched  as  Chief 
Financial  Officer  Steven  .J.  Gomo  asked 
the  top  50  execs:  "How  many  of  you 
i-un  profit -and-loss  c-entei-s?"  Most  of  the 
hands  shot  up.  Then  Gomo  asked:  "How 
many  of  you  ai-e  profitable?"  The  same 
hands  were  raised.  But  when  Gomo 
asked:  "So  who's  responsible  for  all  the 
money  we've  been  losing?"  not  a  sin- 
gle hand  sm-faced.  Belluzzo  sat  rolling 
his  eyes  in  amazement. 

Rather  than  ranning  for  the  exits, 
though,  it  was  exactly  the  kind  of  Her- 
culean challenge  Belluzzo  had  been  look- 
ing for.  A  working-class  kid  who  had  be- 
come the  quintessential  company  man 
dm-ing  a  22-yeai-  stint  at  Hewlett- 
Packaixl  Belluzzo  felt  he  had  outgi-own 
his  post  as  hp's  No.  2.  It  was  time  to 
take  on  a  job  that  would  prove  his  mettle 
in  the  toughest  of  di-cimistances.  "I  had 
to  decide  if  I  wanted  to  be  a  cai"eer  guy 
or  rettUTi  a  troubleti  c-ompany  to  gloiy." 
he  says.  "^Miat  will  Lou  Gei"stner  be 
kn^'^^Tl  for — .\merican  Express  or  IB>!?" 
-STTTING  [HICK."  Belluzzo  has  gotten  just 
wiia;  i.c  iiSKe^;!  for.  Today  he  works  up  to 
17  hoiu"s  a  day  tning  to  fix  one  of  the 
woi'si  .  y  :  -  ;  '  >  records  in  lechdom: 
-<4o0  n.:.  sses  over  the  past  10 

quaiters  zr.^-^cred  by  product  delays, 
pi-oduction  shoitMls.  and  a  shocking  lack 
of  conu'ols.  a4ji's  stock  has  bai-ely  budget! 
I  since  he  aiTived.  languishing  at  1-5 — 
down  Ti^c  ux>m  its  high  in  1995.  ^^ol•se. 
75'~f  of  s^jI's  SS.l  tiUion  in  sales  come 
from  shiinking  mari^ets  such  as  Unix 
workstations  and  supercomputei"s.  "^^'e 
^    think  they're  a  sitting  duck."  says  Janice 
I    Chaffin.  a  general  manager  at  rival 
>    Hewlett-Packard  Co.'s  computer  unit. 


That's  why  Belluzzo  is  overhauling 
almost  eveiy  aspect  of  the  company. 
Like  a  one-man  wrecking  crew,  he  has 
refined  SGi's  strategy",  remade  its  oper- 
ating processes,  and  tirelessly  jetted 
ai-ound  the  world  to  keep  nen  ous  ctis- 
tomers  from  bolting.  On  Jan.  11,  Bel- 
luzzo gave  customei-s  another  reason  to 
stick  ai-oimd:  The  Msual  Workstation, 
a  'Windows  NT  machine  that  carries  SGl's 
trademark  slick  design  and  dazzling 
gi"aphics — but  not  its  premium  pricing. 
Instead,  he's  plimging  ?Gi  smack  into 
the  rough-and-ttmible  business  of  mak- 
ing high-volume  workstations  based  on 
Intel  and  Mia-osoft  standards.  He's  bet- 
ting this  wiU  kick-stait  revenues  and 
help  return  SGi  to  profitabihty. 

On  the  surface,  Belluzzo  hardly  seems 
the  t\"pe  to  build  biUion-doIlai-  business- 
es. L'nlike  his  weU-schooled  peers,  his 
resiune  shows  only  an  imdei-graduate 
accounting  degi-ee  fi-om  Golden  Gate 
Lnivei'sity  in  San  Francisco.  He  hates 
ostentation,  prefening  family  ski  nips  to 
yachts  or  planes.  And  last  spring  he 
sttmned  <Gi  boai-d  members  by  asking 
that  they  sarap  a  clause  in  his  contract 
that  guai*anteed  him  SIO  million  even 
if  he  couldn't  lift  s<;i's  shares  over  the 
next  few  years.  "He  just  didn't  feel  good 
that  other  people  had  things  to  lose  and 
he  didn't."  says  ?<jI  boai-d  member  C 
Richai-d  Ki*amhch,  a  venttu*e  c-apitahs: 

That's  not  sm-piising  when  you  con- 
sider Belluzzo "s  upbiinging.  He  is  the 
son  of  a  machinist,  who  was  captui*ed 
dming  World  Wai*  II  while  sening  in 
the  Italian  Ai-my.  Belhizzo  began  woridng 
at  age  11.  sometimes  to  help  suppon  his 
family,  doing  eventhing  fi*om  sweeping 
floors  to  picking  piiines  at  oi-chai-ds  neai- 
his  boyhood  home  in  Santa  Rosa,  Cahi". 
"I  had  immigi"ant  pai*ents  who  worked 
liai-d."  he  says.  "I  was  just  brought  up 
that  way.  to  cany  yom-  weight." 

But  it  was  only  after  his  humbling 
eneoimter  with  a  high-school  guidance 
counselor  that  Belluzzo — then  an  over- 
weight, shy,  medioa*e  student — also  de- 
veloped ambition.  The  counselor  told  Bel- 
luzzo he  wasn't  college  material.  "Thai 
motivated  me  to  go  to  school,  and  do 
something  more  than  manual  labor."  he 


HOW  BELLUZZO  AIMS 
TO  REFOGUS  AILING  SGI 

THE  NEW  CEO  HAS  A  FIX-IT  PLAN... 

DRIVE  SALES  As  he  did  at  HP,  Belluzzo  hopes 
to  drive  low-end  sales  with  Silicon  Graphics' 
first  Windows  NT  computers,  unveiled  on  Jan. 
11.  At  the  same  time,  he's  developing  n  ew 
ways  for  customers  to  use 
SGI's  more  powerful  Unix 
servers,  such  as  putting 
supercomputers  in  hospi- 
tals so  surgeons  can  see 
high-resolution  simula- 
tions of  heart-bypass 
surgery. 

REVAMP  OPERATIONS  To  get  in  line  with 
lean-and-mean  rivals,  he  has  sold  two  of  four 
factories  and  plans  to  outsource  production  of 
95%  of  SGI's  computers.  He  also  slashed 
$200  million  of  the  operating  budget  and 
implemented  tough  new  procedures  for  every- 
thing from  hiring  to  demanding  strict  return- 
on-investment  analysis  on  new  projects. 

CHANGE  THE  CULTURE 

His  "Get  Serious"  campaign 
includes  banning  dogs  at 
work  and  forbidding  sales- 
people from  making  unreal- 
istic promises  to  customers. 
And  to  end  technology 
leaks,  he  sued  three  start- 
ups staffed  by  SGI  alums. 


...BUT  HUGE  OBSTACLES  REMAIN 

COMPETITION  Given  the  vastly  improved  per- 
formance of  rival  computers,  there  may  not  be 
enough  customers  who  care  about  SGI's 
snazzy  graphics.  SGI  must  also  counteract 
plummeting  sales  of  its  Cray  supercomputers 
by  selling  more  of  its  Unix  Origin  servers  in  a 
market  crowded  with  strong  Unix  rivals. 

EXECUTION  Slow-moving  SGI  will  be  hard- 
pressed  to  meet  the  rapid  product  cycles  of 
the  Wintel  market.  It  took 
SGI  27  months  to 
deliver  its  first  NT 
workstation,  while 
rivals  churn  out 
new  NT  models 
every  six  month?. 

TIMING  Belluzzo  is  casting  his  lot  with  the 
Wintel  standard  just  when  Microsoft's  Windows 
NT  5.0  and  Intel's  Merced  chips — both 
expected  to  boost  NT  sales — have  been 
delayed. 


says.  Soon  after,  lie  dropped  50  pounds, 
hit  the  books,  and  tmled  in  a  job  hauling 
fui'niture  to  sell  shoes  dming  his  senior 
year.  "That  was  a  big  deal  for  me,  since 
it  forced  me  to  deal  with  people,"  he 
says.  "It  was  the  stall  of  my  confidence." 

It  also  was  the  launching  of  Belluzzo's 
career,  hp's  printer  business  was  a  tiny 
backwater  operation  based  in  Boise,  Ida- 
ho, when  Belluzzo  amved  in  1977.  The 
young  executive  quickly  made  hp's 
printers  easily  available  and  affordable 
by  loweiing  manufactui^ing  costs  and  by 
getting  them  on  the  shelves  of  retaOei's. 
Today,  the  business  is  a  $17  billion  em- 
ph'e.  "Rick  always  saw  the  details  as 
well  as  the  bigger  picture,"  says  hp 
board  member  Richard  A.  Hackborn, 
Belluzzo's  longtime  mentor. 
NEVER  SAY  DIE.  Ti'ue  to  his  blue-collar 
roots,  Belluzzo  credits  hard  work.  "I 
was  always  the  hustle  guy,"  he  says. 
His  closest  friend  Terry  Copple,  a 
lawyer,  says  Belluzzo  is  "extremely 
smart,  but  he's  not  scary  smart.  What's 
scary  about  him  is  his  intensity."  Cop- 
ple recalls  a  recent  jog  when  Belluzzo 
fell,  badly  bloodying  his  knee  but  re- 
fusing to  stop  and  ruin  Copple's  run. 
"He  wouldn't  even  slow  down." 

Belluzzo  has  bi'ought  that  never-say- 
die  approach  to  sci.  Within  two  months 
of  his  arrival,  he  completed  a  previous- 
ly planned  spin-off  of  SGi's  mips  chip 
subsidiaiy  and  raised  $71.6  milhon  by 
seUing  a  15%  stake.  He  sold  two  of  SGi's 
four  factories  as  part  of  a  cost-cutting 
plan  to  save  $200  million  in  1999.  And 
he  streamlined  SGi's  operating  stinctiu'e, 
replacing  a  gaggle  of  26  profit-and-loss 
entities  with  five  product  gi'oups.  "If  he 
can  get  95%  of  what  he  wants  in  five 
minutes,  he'll  do  that,  as  opposed  to 
dickering  around  for  four  hom's  to  get 
96%,"  says  Intel  ceo  Craig  Bairett. 

Indeed,  it  took  Belluzzo  less  than  a 
day  to  put  to  rest  the  debate  that  had 
paralyzed  SGI  for  half  a  decade.  It  hap- 
pened last  January  at  Belluzzo's  first 
board  meeting  as  the  ceo.  sgi  worksta- 
tion chief  Thomas  C.  Fm'long  outlined 
an  existing  plan  that  would  put  a  toe 
into  the  market  for  machines  based  on 
Intel  cliips  and  Microsoft's  Windows  NT 
software.  Furlong  braced  himself  for 
tempers  to  ignite,  but  Belluzzo  wanted 
to  go  whole  hog.  "You're  doing  exactly 
the  right  thing,"  he  told  Furlong.  "But 
let's  not  just  change  a  piece  of  the  com- 
pany. Let's  drive  those  changes  across 
the  entire  company." 

Belluzzo  is  Joing  just  that.  He's 
pounding  away  it  SGl's  freewheeling  cul- 
tm'e.  Engineei's.  for  instance,  had  long 
piu'sued  costly  pet  projects.  But  after  a 
quick  analysis,  Belluzzo  axed  six  of 
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them,  including  a  high-risk  effort  to 
make  a  gizmo  code-named  "NetBook," 
an  electronic  book.  The  moves  saved 
more  than  $40  million,  says  Gomo. 

And,  just  as  he  did  at  hp,  Belluzzo 
understands  the  importance  of  spending 
time  with  customers.  Larry  Smarr,  a 
longtime  customer  and  director  of  a  su- 
percomputer lab  at  the  University  of 
Illinois,  says  foiTner  SGi  execs  criticized 
him  for  keeping  a  database  of  customer 
complaints  about  the  company.  But  Bel- 
luzzo invited  SmaiT  to  meet  with  him 
just  weeks  after  joining  SGi,  asked  to 
see  the  data,  and  immediately  told  SGi 
engineers  to  woi'k  on  the  problems. 
WORK,  WORK.  Belluzzo  works  fast,  but 
not  because  he's  in  a  i"ush  to  get  home. 
Outside  of  jogging  and  working  out  a 
few  times  a  week,  he  has  few  pastimes. 
It's  work,  more  work,  and  lots  more 
work.  His  friend  Coppell  recalls  an  in- 
stance a  few  years  ago  when  Belluzzo 
asked  him  to  pull  the  cai'  over  diuing  a 
family  trip  to  Disneyland  so  he  could 
lion  into  the  local  CompusA  Inc.  to  check 
on  piinter  sales.  After  he  got  back  in  the 
cai',  he  fussed  for  15  minutes  over  some- 
thing a  sales  clerk  had  told  him. 

Such  devotion  to  hp  already  was 
straining  Belluzzo's  man-iage.  His  wife, 


Claudia,  had  come  to  resent  his  hectic 
travel  schedule  and  never-ending  re- 
sponsibilities— especially  after  he  took 
the  No.  2  post  at  hp  in  1995,  friends 
say.  The  couple,  who  have  two  teenage 

RICHARD  BELLUZZO 

BORN  Nov.  26,  1953 


boys,  are  separated,  and  the  divorce 
should  be  final  next  month.  "Clearly, 
tins  lifestyle  over  multiple  yeai's  takes  a 
toll  on  a  relationship,"  says  Belluzzo. 

Even  his  mom,  Doris,  womes  about 
her  son's  workaholic  ways.  While  he's 
clearly  enjoying  the  challenge  of  fixing 
SGI,  "he's  gotten  much  older-looking," 


she  says.  "Sometimes,  I  think  his  !> 
cess  came  about  too  fast.  He  used  tc^e 
a  lot  of  fim,  but  now  it's  business,  bi- 
ness,  business." 

It's  just  that  addiction  that  ma\ 

books,  and  got  an  accounting  igi 
from  Golden  Gate  University  ir| 

CAREER  HIGHLIGHTS  Joinedf 


what  the  doctor  ordered  for  SGI. 
Belluzzo  retiuii  the  outfit  to  its  higl 
ing  days?  The  Windows  NT-based  \ 
Workstation  is  a  start.  Priced  as  lo 
$3,400,  the  workstation  offers  far  b 
graphics  than  similarly  priced  mad 
and  could  help  reel  in  SGi's  first  iv 
customers  in  years.  ^ 


CHILDHOOD  Son  of  a  machinist  in 
Santa  Rosa,  Calif.,  he  began  working 
odd  jobs  at  age  11,  from  sweeping  doc- 
tors' offices  to  picking  prunes  at  nearby 
orchards.  But  he  didn't  excel  at  school. 
"He  wasn't  a  most-likely-to-succeed 
kind  of  guy,"  says  a  childhood  friend. 

LIFE-CHANGING  MOMENT  After  a 
high-school  counselor  told  the  pudgy 
Belluzzo  that  he  wasn't  college-grade 
material,  he  dropped  50  pounds,  hit  the 


accountant  in  1975  and  quick 
up  the  ranks,  ultimately  becor 
No.  2  executive.  He  is  credited 
spearheading  HP's  success  in] 
and  PCs. 

WHY  HE  JOINED  SGI  "I  had  i 

if  I  wanted  to  be  a  career  guy|t 
a  troubled  company  to  glory,"  |j 

WHAT  HE  HATES  Ostentatiod; 
expense-account  padding,  ancfe 
called  "Rocket  Rick,"  a  nicknif 


:  Belluzzo  may  also  pay  a  price 
eking  gTowth  the  Wintel  way.  An- 
say  only  a  small  percentage  of 
indows  NT  mai'ket — say,  computer 
tors  or  special-effects  houses — 
care  about  cutting-edge  gi-aphics. 
rt  know  of  any  company  that  has 
the  jump  [fi-om  proprietaiy  to  in- 


I'at  as  the  new  NT  machines.  But  since 
former  cKo  Edward  R.  McCracken  pui"- 
chasetl  ('ray  Reseai'ch  Inc.  in  1995,  sales 
of  Cray's  supercomputers  have  plum- 
meted 40%  annually  as  customers 
moved  to  cheaper  machines.  And  while 
SGi's  superfast  Origin  servers  are 
beloved  by  customers,  SGi  remains 


earned  at  HP  for  his  meteoric  rise. 

HOBBIES  Running,  scuba-diving,  ski- 
ing— but  rarely.  "He's  definitely  a 
workaholic,"  says  his  mother,  Doris. 

HOME  LIFE  Separated  from  his  wife  of 
23  years,  who  didn't  want  to  relocate 
from  Boise,  Idaho,  to  Silicon  Valley.  Bel- 
luzzo keeps  an  apartment  in  Boise  for 
weekend  visits  to  his  two  teenage  boys. 

ON  WORK-LIFE  BALANCE  When  you 
work  this  hard,  it's  hard  to  be  close 
with  anyone,"  he  says.  "Clearly  this 
lifestyle  over  multiple  years  takes  a  toll 
on  a  relationship." 


-standard  technology]  successful- 
ys  Sun  Microsystems  Inc.  ceo 
J.  McNealy. 

desktop  market  is  only  part  of 
;o's  problems.  SGi's  future  rests 
ily  on  its  Unix  sei-vers  and  su- 
.puters,  which  biing  in  roughly 
sales  and  profit  margins  twice  as 


mired  in  small  markets  such  as  acade- 
mia  while  livals  Sun  and  hp  tap  into 
huge  commercial  markets.  Menill  Lynch 
analyst  Steven  Milunovich  expects  SGi 
will  lose  $89  million  on  sales  of  neai'ly  $3 
billion  for  fiscal  1999,  ending  June  30. 

Belluzzo's  plan:  rather  than  go  head 
to  head  with  stronger  rivals  in  exist- 


ing high-end  server  markets,  leverage 
SGi's  strengths  in  gi-aphics  to  create  new 
uses  for  these  $20,000-plus  sei-vers.  He 
has  launched  a  200-person  group  that 
will  work  closely  with  customers  in  six 
core  industries,  including  entertainment 
and  energy.  This  already  has  yielded 
some  wins.  SGi,  for  example,  edged  out 
IBM  in  September  when  Pacific  Life  In- 
sui-ance  Co.  opted  to  spend  $3  million  on 
an  Origin  2000  server  that  turns  mind- 
numbing  spreadsheets  into  gi-aphics.  "It 
has  a  veiy  powerfid  capability  that  no 
one  else  has,"  says  Pacific  Assistant 
Vice-President  Lisa  H.  Skinner. 

That's  the  kind  of  talk  Belluzzo  hopes 
to  hear  fi'om  more  customers.  He  has 
traveled  worldwide,  sometimes  embark- 
ing on  country-a-day  swings  through 
Europe  and  Asia.  That's  a  pace  Belluzzo 
hopes  he  won't  have  to  keep  up.  "I  don't 
want  to  retire  and  look  back  and  see 
that  I  never  took  a  two-week  vacation," 
he  says.  So  he  took  his  two  teenage 
sons  scuba  diving  in  Key  West  over 
Thanksgiving  break.  But  ask  him  when 
he's  really  likely  to  ease  up  and  he  is — 
per  usual — bintally  honest.  "Business  is 
what  I  Imow  how  to  do.  It's  my  strength 
and  my  weakness."  Or  rather,  SGi's 
strength  and  Ms  weakness. 

By  Peter  Bimvws  in  Mountain  View, 
Calif.,  with  Andy  Reinhardt  in  San 
Mateo,  Calif.,  a'>id  bureau  reports 
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spacious  interior  •  PrecisioliTrac™  suspension  system  •  All-Speed  Traction  C 
•  5-star  government  crash  test  rating**  •  8oo  446-8888  •  www.mercuryvehic 


Healthy  networks  don't  just  help  save  lives.  They  actually  propel  businesses.  That's  why  3Com  enables  networp 
imaging  for  everything  from  healthcare  and  financial  services  to  desktop  video  and  CAD/CAM  applicatip 
Visit  us  on  the  Web  at  www.3com.com/moreconnected  to  learn  how  3Com  networks  are  driving  the  applicatiT" 
that  drive  mission-critical  organizations.  Because  if  we  can  do  it  for  theirs,  just  imagine  what  we  can  do  for  ytfs 
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ikeover  Time 

3n  one  marketer  decided 
)wn  image  was  inadequate, 
)ent  22  months  on  an 
rhaul 


Technology 


page  6 


A  Print  Shop  for  Non-Pros 

Desktop  pubUshing  used  to  be 
dominated  by  intimidating 
programs.  Not  any  more.  New 
products  are  no-brainers  and 
can  save  you  a  bundle 


Finance  page  10 

finessing  401{k)s 

.New  pension  rules  let  you  offer 
extra  benefits  to  top  talent  while 
still  protecting  lower-paid  workers 


Under  30  page  14 

Pursuing  Wow 

Two  years  out  of  college,  Bradley 
Berkley  hatched  his  second  start- 
up, a  specialty  plastics  company. 
Now,  it's  doing  $10  million  in  sales 
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Ask  Enterprise  We  tell  you  how  to  find  the  best  mes- 
saging seiYice,  figure  the  cost  of  a  lease,  and  swap  files  on 
the  Web  Finance  How  much  is  your  company  worth? 
Advice  Keeping  your  best  people  in  a  hot  job  market 
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GAUGING  THE  STATE  OF  THE  STATES  | 

unemployment  and 
tax  rates  to  com-  | 
mercial  rents,  but 
uses  state  rather 
than  national  fig- 
ures  to   get  a 
clearer  picture  of 
the  local  economy. 
In  1991,  for  exam- 
ple, Nevada  small- 
business  conditions 
waned  while  Utah's 
picked  up.  And  fac- 
tors are  weighted 
according  to  their 
,mall  business.  High 


401(k)s:IIP@PaillZ 

Only  S0%  of  small-company 
ivorkers  are  covered  by  a  401(k). 
Most  employers  who  don't  offer 
the  plans  call  them  too  expensive. 
But  the  real  reason  may  he  igno- 
rance. In  a  recent  poll,  nearly  Iialf 
of  business  owners  got  at  least  two 
of  these  questions  ivrong: 

TRUE  OR  FALSE? 

1.  You  legally  must  match  > 
■  anything  an  employee 

contributes  to  a  401(k). 

2.  Once  you  set  up  a  plan, 
you  can't  terminate  it. 


Almost  daily,  government  and  finan- 
cial institutions  release  economic 
data.  Corporate  America  relies  on 
these  numbers  for  strategic  planning, 
but  knowing  the  money  supply  won't  aid 
local  entrepreneurs  much.  Now,  Jeff 
Thredgold,  former  chief  econo- 
mist for  KeyCorp.  an( 
founder  of  Thredgold  Eco- 
nomic Associates  in  Salt 
Lake  City,  has  developed 
a  formula  to  measure 
the  economic  environ- 
ment for  small  busi- 
ness. He  combines 
14  factors,  from 


SHAREWARE  OR 
SPAMWARE? 


impact  on 
employment  makes  governors  happy, 
but  drives  up  labor  costs.  The  indi- 
cator, developed  for  Utah,  is  now 
being  calculated  monthly  for  five 
Western  states  by  subsidiaries  of 
Zions  Bank  (www.zions- 
bank.com).  More 
states  will  soon  be 
covered. 


3.  You  can  set  up  a  plan 
for  less  than  $2,000. 

4.  You  can  share  the 
admmistrative  costs  of  a 
i   plan  with  employees. 


CD 


Cash-strapped  startups  may 
be  tempted  by  Net  offers  for 
free  auto-responders — soft- 
ware programs  that  automati- 
cally reply  to  E-mail  requests 
for  information  on  your  compa- 
ny or  product.  But  beware  the 
shareware.  Some  programs  are  backed 
by  spammers;  they  grab  any  E-mail  addi.  . 

going  through  your  system  and  pass  it  back  to  the  spammer  Shop  for  "free"  software  as  you  would  any  other 
product;  Check  third-party  reviews,  and  do  a  test  run  before  trying  anything  on  your  customers. 


SO  THEY  SAY 

"We  weren 't 
m  aking  the  time 
to  apply  our 
o  wn  advice  to 
ourselves. " 
— Moira  Shanahan, 
founder  of  marketing 
consultancy  Braindance, 
on  her  own  corporate 
makeover  (page  4) 


DATA;  EMPLOYEE  BENEFIT  RESEARCH  I 
AMERICAN  SAVINGS  EDUCATION  C 


DIGITAL  SECU 


Fingerprint  scanners  offer 
able  computer  security  the 
words,  and  now,  some  are 
low  three  digits,  so  even  tf 
businesses  can  let  their  fiij 
logging.  The  key  benefit  is 
prints  can't  be  forgotten 
guessed.  Compaq  Computf 
print  Identification  Techno! 
the  reading  hardware,  whii 
ed  to  a  monitor  or  PC,  plus 
ware.  It's  the  cheapest—} 
directly  from  Compaq  (80C 
Another  budget  option  is  Sj 
Fingerprint  Reader  from  All 
Computer  Technology  for 
$100  from  the  previous  ms 
755-1957). 


58%  OF  SMALL  BUSINESS  EXECUTIVES  SAY  THEY  WOULD  BE  WILLING  T(^ 
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The  Entrepreneur's  Education:  Hard  Knocks  U. 

WHAT  SKILLS  OR  KNOWLEDGE 


HOW  DID  YOU  LEARN  YOUR  JOB? 

AT  A  FORMAL 
INSTITUTION  OTHER 
(HS/COLLEGE)     T  " 


WORKING  AT  ANOTHER 
SMALL  BUSINESS 


32.5% 
17.7%  19.0% 


WORKING  FOR  A 
LARGE  BUSINESS 


FROMABUSINESS- 
"  OWNING  PARENT 


DO  YOU  NEED  TO 

ENHANCE? 

BUSINESS  FINANCE 

25.4% 

MARKETING 

22.8% 

BUSINESS  TAXES 

15.3% 

BUSINESS  LAW 

13.1% 

RAISING  CAPITAL 

12.6% 

Jl 


DATA  AMERICAN  EXPRESS  (POLL  OE  448  BUSINESS  OWNERS  WIIH  lEWER  IHAN  100  EMPLOYEES) 

IVY-COVERED  HALLS 
VS.  STREET  SMARTS 

ightly  more  than  half  of  enti'epre- 
iieurs  studied  business  in  school, 
with  40%  earning  a  bachelor's 
i  and  11.6%  going  for  an  MBA,  according  to  a  recent  American 
•ss  poll.  But  the  vast  majority  say  they  learned  the  most  useful 
s  at  Hard  Knocks  U.  Only  16.6%-  say  that  a  formal  education 
leir  primary  source  of  knowledge  about  starting  and  running  a 
!ss.  Of  course,  that's  not  to  say  they  couldn't  use  a  few  more 
s:  Most  admit  to  weakness  in  at  least  one  area  of  finance. 
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ENTERPRISE  ONLINE 


News  and  advice  from  our 
Small  Business  Website, 
enterprise.businessweek.com 

BANK  BARGAINS 

If  you  want  a  loan,  your  timing's  great.  The 
going  rate  on  small  commercial  borrowing 
tell  again  in  the  fourth  quarter.  Federal 
Reserve  data  show  that  the  average  rate 
on  loans  of  up  to  $100,000  was  9,13%, 
down  from  9.59%  in  the  prior  quarter  and 
9.66%  a  year  ago.  Loans  of  $100,000  to 
$1  million  cost  8.12%, 
shaving  almost  a  half- 
point  from  the  third 
quarter  and  down  from 
8.76%  in  1997's  fourth 
quarter.  The  best  rates 
on  the  smallest  loans 
(7.99%)  generally  came 
from  foreign-owned 
banks.  Small  domestic 
lenders  offered  the  worst 
deals,  averaging  9.4%. 
But  they  gave  the  long- 
est average  maturities. 


SMALL  BUSINESS 
LOAN  RATES 


oil   QUI   QIV    Ql    Oil    QUI  QIV 
'97  '98 
▲  PERCENT 

DATAiEEDERAL  RESERVE  BOARD 


7  global  is 
hie  these 
Here  are 
sites  that 
msinesses 
ate  intema- 
l  waters. 


web.idirect.com/~tiger/supersit.htm 

A  satisfyingly  comprehensive  starting  point 
that's  delightfully  easy  to  navigate 


www.go-global.com 

Easy  look-up  for  travel  extras: 
Holidays,  weather,  phone 
codes,  voltage,  etc. 


www.fita.org 

So  many  links  that  if 
you  can't  access  it 
through  here,  it  ain't 
international  biz 


www.imex.com/naftz.html 

A-to-Z  on  free-trade  zones, 
where  exports  escape  customs 
duties 


www.bena.com/ewinters/xculture.html 

Essays  on  cross-cultural  business  issues  to  consider 


www.dtonline.com/expand/excover.htm 

A  miniature  B-school  course 
in  exporting  from  Deloitte 
Touche  Tohmatsu 


NICE  IDEA 

Does  being  nice  to  workers  pay  off?  Yes, 
says  a  study  in  Han/ard  Business  Review, 
which  concludes  that  workers  who  get  time 
to  take  care  of  personal  crises  are  more 
productive.  The  study,  Work  and  Life:  The 
End  of  the  Zero-Sum  Game,  interviewed 
more  than  100  people,  focusing  on  super- 
visors who  made  extraordinary  accom- 
modations. Workers  always  responded  with 
great  loyalty — and  helped  managers  solve 
business  problems.  Co-author  Stewart  D. 
Friedman,  a  Wharton  School  professor,  cit- 
ed entrepreneurs  who  practice  these  ideas. 
One  owner  said:  "If  I  can't  get  one  of  my 
key  employees  to  the  doctor  in  the  middle 
of  the  day,  I'm  going  to  lose  her.  So  I  drive 
her  there,"  Another  lists  workers'  personal 
commitments  on  the  company  calendar,  so 
everyone  can  plan  around  those  dates, 

THE  RIGHT  CALL 

Which  long-distance  service  offers  the 
best  rates?  That  depends  on  which  plan 
and  options  you  pick.  You  can  sort  it  ail 
out  with  WebPricer  (www.trac.org).  Punch 
in  your  area  code  and  the  regions  you  call 
most  frequently;  back  comes  a  compari- 
son among  six  major  national  carriers. 

For  the  full  stories,  click  Online  Extras  at 
enterprise.businessweek.com 


^  >POUSES,  BUT  ONLY  48%  WOULD  HIRE  THEIR  OWN  MOTHERS 
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ENTERPRISE 


Marketin 


HOW'S  THIS 
FOR  A  CHANGE? 

A  marketer  prescribes  a  total  makeover-for  itself 

ill 


I  oii-a  Shanahan  was  planting  tulip 
bulbs  in  her  yard  in  suburban 
Atlanta  on  New  Year's  Day, 
1 1997,  when  she  began  mulling 
over  the  state  of  her  12-year-old  com- 
pany. By  any  measure,  NewsLetters 
Plus  seemed  successful — a  fast-gTowing, 
$10  million  business,  whose  48  employ- 
ees helped  big  companies  hone  their 
sales  strategy  and  image. 


Wlien  the  metamoiphosis  was  complete, 
even  former  clients  were  sui'prised — 
and  gave  them  a  second  look. 

It  was  a  familiar  drill  for  Shanahan. 
She  frecjuently  recommended  to  clients 
that  they  overhaul  their  identity  with 
steps  that  range  from  changing  a  com- 
pany's name  to  rethinking  its  mission. 
It's  something  thousands  of  businesses 
^Ypy^y^Ql^g     of  all  sizes  do  eveiy  year  to 


But  what  did  Shanahan    get  out  of  a  rut  or  raise 


see?  A  dull,  tired  company  name  that 
didn't  reflect  the  fii-m's  expanding  ser- 
vices; a  shabby,  overcrowded  office  that 
inhibited  employees'  creativity  and  did 
little  to  inspire  clients'  confidence;  a  top- 
heavy  management  structure  that 
pushed  clients  and  creative  staff  fur- 
ther apart;  a  company  that  had  gTown 
so  much  and  changed  so  fast  it  was  fac- 
ing an  identity  crisis. 

Then  Shanahan  had  an  epiphany. 
"We'd  been  so  busy  helping  clients 
hone  their  marketing  messages  and 
sales  techniques  that  we  weren't  mak- 
ing the  time  to  apply  our  own  advice  to 
ourselves,"  she  recalled. 

She  resolved  that  it 
was  time  for  her  com- 
pany to  undergo  a 
head-to-toe  makeover, 
one  that  would  reflect 
its  broadened  focus, 
which  now  went  far 
beyond  newsletter  pro- 
duction to  include  sales 
training  and  strategy, 
as  well  as  content  de- 
velopment for  Web 
sites  and  intranets. 
SWAT  TEAMS.  Over 
the  next  22  months, 
Shanahan  and  her 
staff  reinvented  News- 
Letters Plus  by  re- 
thinking all  aspects  of 
its  business  and  the 
image  it  projected. 
Then  they  resorted  to 
nearly  eveiy  device  in 
the  marketer's  tool  kit 
to  communicate  those 
changes    to  clients. 


IF  THIS  IS  YOU... 


Some  warning  signs 
that  your  name  or  image 
is  hurting  the  company 

CLIENTS  offer  even  slight 
criticism  of  your  image  or 
moniker.  Take  it  to  heart;  most 
are  probably  reluctant  to  bring 
up  such  a  sensitive  subject. 

PROSPECTS  aren't  biting, 
and  your  salespeople  have 
to  overexplam  what  you  do. 

STAR  RECRUITS  react 
negatively  to  your  name  and 
are  slow  to  respond  to  offers. 

INSIDERS  including  yourself 
feel  the  company  has 
outgrown  its  old  name  and 
image  because  its  mission 
has  expanded  or  changed. 


their  profiles. 

To  jump  start  the  process,  Shanahan 
often  suggested  a  company  retreat.  So, 
in  May,  1997,  she  staged  a  3/--day 
"Moi-])hathon"  for  a  handjjicked  gi-oup  of 
11  employees  from  all  levels.  They  met 
at  a  whimsical  pink  marble  mansion- 
tm-ned-bed-and-breakfast  in  rural  Tate, 
Ga.,  to  discuss  "who  we  want  to  be  as  a 
company  when  we  grow  up,"  says 
Shanahan. 

Activities  alternated  between  gioiel- 
ing  meetings  to  hash  out  sales  strategy 
and  offbeat  effoits  to  spur  creativity.  In 
one  such  workshop,  \'lce-President  Janet 
V.  Reed  was  told  to  bring  in  something 
that  she  felt  symbol- 
ized the  company.  "I 
brought  a  stewjjot  be- 
cause I  see  us  bub- 
bling over  with  ideas," 
she  says.  By  the  end 
of  the  weekend,  they 
had  reached  a  consen- 
sus: Their  company 
needed  to  be  "larger, 
smarter,  world-class, 
edgy,  and  aggTessive, 
the  be.st  of  the  best," 
says  Shanalian.  Every- 
one was  assigned  to 
SWAT  teams  to  tackle 
different  aspects  of  the 
makeover. 

Because  of  the  slow 
trademarking  process, 
the  highest  priority 
was  choosing  a  new 
name.  "Every  time 
we  were  pitching  for 
new  business,  I  felt 
like  we  had  an  uphill 


i2!ll! 


battle  to  prove  we  could  do  more 
newsletters,"  says  Shanahan,  p; 
larly  when  it  came  to  reaching  o 
nies  outside  of  her  region. 
"RAINMAKING."  The  name  game  bej 
earnest  eai-ly  that  summer  as  empli 
competed  for  $100  rewards  for  the^ 
suggestions.  One  afternoon  late  ii 
vember,  Shanahan  reviewed  a  f 
proposed  names  from  her  staff. 
Braindance,  jumped   off  the 
"Braindance  was  jarring,  but  I 
coming  back  to  it,"  she  says.  T( 
the  name  melded  two  concepts: 
storming  and  "i-ainmaking,"  or  bnK" 
in  business.  "It  had  an  energy  and,  ■' 
fulness  that  I  liked,"  she  says. 

To  test  it  on  clients,  Shanahan  t| 
to  a  marketer's  classic,  the  focus 
The  result?  They  split  50-50,  eithe 
ing  or  hating  it.  But  once  they  v*^ 
the  accom]3anying  gi'aphics  and  tl  '■ 
line— "Marketing  Muscle"— 75%  fa'i 
the  name,  including  ti;e  biggest  am 
clients.  Finally,  her  executive  team?! 
Braindance,  7  to  3. 
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iiiur  nianagei"  of  product 
development  for  American 
Express  TRS  Co.,  she  can 
find  everybody  she  needs 
in  one  blight,  cheeiy  space 
that  encoiu'ages  creativity. 
"Energy  spills  out  from 
everywhere,"  she  says. 

Shanahan  tried  to  cre- 
ate a  sense  of  suspense 
and  excitement  about  the 
"new"  company  during  the 
renovation  last  summer. 
Fh'st,  she  covered  over  the 
covered  over  the  large 
"For  Sale"  sign  in  front  of 
the  building  with  her  own 
eye-catching  one-line  ads 
that  changed  weekly.  They 
featured  such  puzzling 
plu-ases  as  "The  adventm-e 
begins"  and  "Ideas  spark." 
She  also  launched  a  series 
of  direct  mailings  to  5,000 
prospects  (including  some 
former  clients),  with  post- 
cards bearing  the  same 
one-liners  and,  later,  boxes 
of  logo-emblazoned  promo- 
tional goods  announcing 
the  firm's  relaunch.  Pete 
Kalison,  sales  program 
manager  for  Sun  Microsys- 
tems Inc.'s  Southern  U.  S. 
region,  had  hired  Shana- 


IRAIN  TEASERS: 

lanahan  sent 
le-line  puzzlers 
to  u^uOO  prospects  and 
former  clients 


SHANAHAN:  ADJUSTING  AN  IMAGE  OUTFIT'S  IMAGE 


'Ugh  some  clients  and  executives 
lier  to  adopt  the  name  right 
^  ^hanahan  waited.  She  wanted  to 
lut  in  concert  with  an  even  big- 
|) — a  move  fi'om  suburban  Tuck- 
er tianta's  bustling  Midtown  neigh- 
'h  I  in  September,  1998. 

I  e  spring,  the  company  bought  a 

1950s-era  two-story,  16,800- 
' "  it  building  on  Peachtree  Street 
million  and  spent  an  additional 

II  m  to  renovate  it  inside  and  out. 
'  enough  to  hold  twice  the  cuiTent 
fi  k1  boasts  13  spiffy  conference 
n  Airy,  wide-open  spaces  sport 

ilors,  curved  corrugated  metal 
I  lui  skylights. 

&   SPACE.  In  keeping  with  the 
ilij  ian  spirit  Shanahan  sought,  she 
•e<i  irivate  offices  and  eliminated 
nt!  ment  layers,  reorganizing  staff 
0  I  ustry-specific  strategic  units. 
CI  cs  already  see  a  difference.  Be- 
'  'ployees  labored  in  dark,  dreary 
^  and  in  three  separate  build- 
w,  says  Marika  Bitetzakis,  a  se- 


han  years  earlier  to  do  newsletters  for 
Apple  Computer  Inc.  He  called  as  soon 
as  he  received  his  box.  "I  had  no  idea 
her  company  did  all  these  other  tilings," 
Kalison  says. 

Observing  all  the  activity  from  her 
office  across  the  street,  competitor  Ruth 
P.  Doering,  39,  executive  vice-president 
of  Ketchum/Crescent,  was  impressed. 
"Braindance  did  a  gi'eat  job  of  building 
the  suspense,  and  tliis  campaign  allowed 
them  to  retell  their  stoiy,"  she  says. 

The  anticipation  climaxed  in  an  elab- 
orate publicity  blitz.  To  celebrate  the 
new  name  and  move,  Shanahan  com- 
missioned a  local  artist  to  handcraft  30 
metal  sculptui'es  of  the  company's  logo — 
a  head  with  rays  and  an'ows  shooting 


out  to  suggest  an  active  mind,  for  $80 
apiece.  She  and  Reed  hand-delivered 
them  to  clients.  For  added  pizzazz, 
Shanahan's  public-relations  fii'm,  which 
handled  media  publicity  for  the  launch, 
got  the  mayor  to  declare  Sept.  25,  1998, 
the  day  of  the  ribbon-cutting.  Brain- 
dance  Day.  That  attracted  extensive  lo- 
cal TV  coverage  and  helped  the  city  pub- 
licize the  migration  of  exciting  young- 
companies  to  the  Midtown  area.  At  5 
a.m.,  Braindance  employees,  with  the 
pohce  departments  blessing,  spray-paint- 
ed a  stencil  of  the  new  company  name 
and  logo  on  local  sidewalks. 
MEDIA  BUZZ.  Like  most  complete  im- 
age makeovers,  this  one  was  costly.  It 
absorbed  a  good  six  months  of  Shana- 
han's time,  which  she  might  have  spent 
getting  new  business.  Sales  were  flat 
at  $15  million  last  year,  vs.  typical  an- 
nual gi'owth  rates  of  25%  to  30%.  In 
direct  costs,  add  on  $350,000  spent  on 
the  retreat,  advertising,  PR,  and  mar- 
keting; $2.6  million  to  buy  and  rehab 
the  building;  and  $500,000  for  a  new 
computer  network  and  other  technology. 
To  maintain  the  buzz  about  Braindance, 
Shanahan  has  doubled  her  promotions 
budget,  to  4%  fi'om  2%  of  annual  rev- 
enues. She  ran  her  fu'st  national  ad  in  a 
marketing  magazine  this  month. 

Is  all  the  fuss  and  expense  worth  it? 
Image  consultant  Joey  Reiman,  presi- 
dent of  BrightHouse  Ideation  Corp.  in 
Atlanta  and  author  of 
Thinking  for  a  Living, 
says  a  true  makeover — 
one  that  both  inspires 
customers  and  invigo- 
rates employees — can 
work  wonders.  But  slap- 
ping on  a  new  name  for 
a  quick  fix  is  a  waste  of 
time.  He  says  Braindance 
took  the  right  approach: 
"A  makeover  has  to  be 
multidimensional.  Every- 
thing a  company  does 
communicates:  the  name, 
the  brand,  the  address, 
the  employees,  and  the  experience." 

For  Braindance,  anyway,  the  strategy 
seems  to  be  working:  Giant  travel  in- 
surer Ti-avel  Guard  International  of 
Stevens  Point,  Wis.,  liii-ed  Braindance  in 
•Januaiy  to  do  all  its  marketing  in  a  six- 
figiu-e  deal.  And  Sun  Microsystems  has 
begim  to  thi'ow  more  national  business 
Shanahan's  way,  too.  At  this  rate,  she 
expects  to  recoup  her  investment  in  less 
than  12  months.  That's  an  astounding 
retimi — and  a  sui'e  sign  that  makeovers 
can  be  more  than  skin-deep. 

By  Echo  Montgomery  Garrett 
in  Atlanta 


For  more  on  changing  a  company  name,  click 
Online  Extras  at  enterprise.businessweek.com 
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Michael  Rogak  has  a  small  business.  He  makes  chocolate. 


Michael's  dad,  Martin,  started  marketing  his  confections  to 
Brooklyn  in  1946.  Michael  is  still  in  Brooklyn  today,  but  his 
chocolate  is  enjoyed  just  about  everywhere  in  the  country. 

Michael  uses  his  computer  to  keep  track  of  his  growing 
business,  but  he'd  rather  spend  his  day  creating  candy.  So 
he's  getting  Microsoft  Windows  NT  Workstation  4.0  on  his 
new  computer.  It's  three  times  more  reliable  than  Windows  9J 

Which  means  instead  of  fiddling  with  his  computer,  Michael 
!    can  concentrate  on  making  truffles  and  buttercrunch  that  at', 
every  bit  as  good  as  his  dad's. 


0 


Windows  NT 
Workstation 


Microsoft 


,  to  go  today? 
rnicrosoft.com/sfnallbiz/windows/ 
1  {800»  WINDOWS  for  a  free  guide 


•bOFRES/lntefSearch  Windows  OS  User  Reliability  Study  (6/98).  Pafticipants  using  Windows  NT  Workstation  were  about  three  times  less  likely  to  experience  serious  system  slopoages  than  Windows  95  users  surveyed. 
'£'1999  Microsoft  Corporation  All  rights  reserved  Microsoft,  Windows,  the  Windows  logo.  Windows  NT  and  Where  do  you  want  to  go  todays  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  Untied  1^ 
and/or  other  countries. 
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THE  PRINT  SHOP 
ON  YOUR  DESK 

Self-publishing  programs  can  save  you  time — and  money 


Wlien  Charlie  Hayes,  a  spoils 
mai'keter,  needs  a  jazzy 
brochiu'e  for  a  cash-strapped 
cHent,  he  c-uts  a  corner  that 
few  notice.  He  does  it  himself,  on  the 
cheap.  Using  a  $100  self-publishing 
pi'ogTam,  Hayes,  of  Action  Gi'oup  in 
Foothill  Ranch,  Calif.,  lays  out  the 
document,  inserts  pictures,  selects 
typefaces,  and  keeps  on  tweaking  un- 
til everyone  is  satisfied.  Then  he 
gives  the  client — usually  a  race-car 
team — digital  copies  on  diskette  to 
revise  as  needed.  "If  they  need  to 
make  any  changes,  they  don't  have  to 
come  back  to  me,"  he  says. 

Until  recently,  it  wasn't  so  sim- 
ple. Desktop  publishing  was  domi- 
nated by  intimidating  progi'ams  like 
QuarkXPress  and  Adobe  PageMaker. 
But  change  is  coming  fast.  Last  yeai; 
2.4  million  small  companies  did  some 
form  of  desktop  publishing,  up  15% 
from  1997,  says  Access  Media  Inter- 
national in  New  York. 

Granted,  a  gTaphic  aitist  can  still  pro- 
vide a  imique  look.  But  if  yoiu'  materials 
are  simple — newsletters,  cu-culars,  pam- 


be  able  to  pimt  it  yourself  with  new, 
low-cost,  color  ink-jet  printers.  Impor- 
tant, too,  is  flexibility.  "You  get  control 
over  the  message,  the  quantity,  and  the 


phlets — and  if  they're  revised  SOFTWARE  timing,"  says  Roger  C.  Pai'ker, 
often,  check  out  some  of  the    a  consultant  and  author  of 


recently  updated  progi-ams  for  nonpro- 
fessionals. You  could  save  money  on  de- 
sign— the  pros  charge  up  to  $1,000  for  a 
foiu-page  newsletter — and  you  may  even 


Desktop  PubUshing  &  Design  for  Dum- 
tnies.  "It  allows  you  to  target  market 
segments  in  a  whole  new  way." 

Fu-st,  though,  make  swe  tliis  Ls  a  good 


use  of  your  time.  You  shouldn't 
hoiu"s  learning  this  stuff  just  to  savei 
on  simple  business  cards.  "You  cani 
sucked  into  too  much  do-it-yourself  v| 
you  should  be  on  the  phone  with ! 
tomers,"  says  consultant  Kellee  Hal 
owner  of  Mai-ketSpai-k  Sports  Mark^ 
in  Portland,  Ore.  She  leamed  in  "aj 
hours"  how  to  create  most  of  her  I 
materials  but  still  farms  out  comj 
work  such  as  slick,  foui-color  brochi 
If  you're  too  busy  to  learn,  let  a  [ 
level  employee  take  on  the  task 
suggests  Kneko  Bui-ney  of  the 
ers  In-Stat  Group,  hii-e  a  tech-s| 
high-school  student. 

You  may  already  have  the 
rudimentary  publishing  tools, 
own  a  major  word-processing  I 
gi'am.  Newer  versions  of  Micri 
Word  and  Corel  WordPerfect  inJ 
a  wide  variety  of  templates — ra 
to-use  layouts  that  have  picturea 
fake  text  as  placeholders  that| 
replace  with  your  own.  (In 
Word  and  WordPerfect,  look  il 
File  and  click  on  New).  These 
the  basis  for  newsletters,  annuij 
ports,  and  other  business  docuirl 
LOW  COST.  Not  happy  with 
look?  You  can  move  text  boxes! 
tui'es,  and  clip  art  and  substitut] 
ferent  typefaces.  The  downside: 
plates  lack  some  of  the  ons(l 
gTiides  and  prompts  that  mak(l 
publishing  programs  easier  tl 
low,  and  changing  things  on  the  pa^ 
mor-e  awkward  and  time-consumirf 
So  if  you  plan  to  do  a  lot  ofl 
own  publisliing,  considei'  specializecl 
ware  aimed  at  nonprofessionals! 
crosoft's  Publisher  98,  Corel's  Pr 
fice,  and  Broderbund's  Press\ 
(Press Writer  is  the  only  choice  foi 
owners.)  None  will  set  you  back| 
than  $100,  and  you'll  get  many 


DO-IT-YOURSELF 

TOOLS 

COST  PROS 

CONS 

POBUSHiO: 
WHAfS  RIGHT 
FOR  YOU? 

Word-processing  pro- 
grams, such  as  Microsoft 
Word  or  Corel  WordPerfect. 

None.  You  probably    Templates  included, 
already  have  one       familiar  formats,  ease 
on  your  computer.      of  use. 

Inflexible,  difficult  to  at 
page  layouts  or  to  impo 
images. 

There  are  three 
classes  of  products 
available.  Check 
them  out  to  see 
which  one  best 

INTERMEDIATE 

Dedicated  software.  Category 
leaders  are  MS  Publisher  98, 
Corel  Print  Office, 
Broderbund's  PressWriter. 

Under  $100,            Easy  to  learn  and 
use;  templates  pro- 
vide variety  of  styles; 
clean,  classy  results. 

Clumsy  interface  and  pi 
ing  glitches;  limited  tyf 
graphical  control;  not  ; 
always  available  forMit 

meets  your  needs, 

ADVANCED 

budget,  and  skills. 

QuarkXPress,  Adobe 
PageMaker 

$600  to  $800.          Flexible  and  powerful; 

can  handle  any  image, 
any  design, 

High  cost;  require  powf|j| 
computers  and  extensiji 
training,  J 
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"HOW  COME 
ONE  OF  OUR  DESKS 
IS  THE  SAME  PRICE 
IN  EVERY  SHOWROOM, 
BUTA69C  CUP 
OF  COFFEE  IS  $2.00 


IN  NEW  YORK?" 


Ben  Hopkins,  Truck  Driver 
Office  Furniture  USA 


:  in  unpredictability  getting  and  precisely  what  a  lot  of  the  nation's  top 

:  life  interesting.  it  costs.  At  Office  Furniture  manufacturers.  We  make 

!  you're  spending  USA,  we've  made  buying  the  same  deal  with  all  of 

'  Then  you  want  to  office  furniture  just  that  them:  "Give  us  your  best 

xactly  what  you're  simple.  See,  we  work  with  stuff  at  your  best  prices, 

A  whole  new  set  of  values. 


and  we  will  give  you  a 
lot  of  business  in  return." 
It's  a  good  deal  for  every- 
body Even  better,  once 
the  price  of  a  particular 
item  is  set,  we  guarantee 
it  won't  change  for  an 
entire  year.  This  way  you 
don't  have  to  worry  about 
waiting  for  sales  or  special 
promotions.  There's  no 
buyer's  remorse  thinking 
that  you  could've  gotten  | 
a  better  deal  because, 
frankly  there  just  isn't  one. 
And  you'll  see  the  same 
thing  when  you  visit  any 
of  our  nationwide  show- 
rooms. It's  consistent,  and 
all  consistently  good.  And 
when  was  the  last  time 
you  said  that  about  coffee? 
OFFICE  FURNITURE 

[•.-USA 

www.officefurniture-usa.com 
877-FIND-OFUSA 


features  that  pros  take  for  gi-anted.  The 
three  differ  mainly  in  template  design, 
clarity  of  onscreen  help,  and  ease  of 
use,  but  all  offer  a  much  gi-eater  vaiiety 
of  templates  than  word  processors. 

To  get  you  started,  each  i^rogram  of- 
fers step-by-step  guidance.  The  Win- 
dows progi-ams  use  the  familiar  "wiz- 
ard" approach,  which  gives  you  a  senes 
of  choices  to  create  a  document.  What 
do  you  want  to  make,  a  newsletter  or  a 
menu?  A  classic  look  or  art  deco?  Wliat 
color  scheme  works  best?  Click  the  last 
button,  and  you've  got  your  document. 
The  program  will  remember  your  fonts 
and  othei'  design  elements  if  you  want 
to  use  them  on  other  projects,  too. 
FAMILIAR  FACE.  Which  works  best?  Pub- 
lisher, with  its  familiar  Word-like  intei- 
face,  is  fastest  to  learn  and  has  the  most 
sopliisticated  designs;  it  also  offers  bettei' 
onscreen  guidance.  Piint  Office's  wizards 
can  be  confusing,  and  executing  some 
important  commands  takes  more  steps. 

These  programs  come  with  (;i)s  fiill  of 
clip  art  and  stock  photographs — from 
urban  skylines  to  farm  animals  in  sil- 
houette— but  most  are  too  Idtschy  for  a 
serious  business.  Plan  on  using  your 
own  originals  if  you  have  access  to  a 
scanner  or  a  digital  camera.  Print  Office 
and  the  newest  version  of  Pubhsher  also 
include  photo-editing  software  that  lets 
you  crop  and  sharpen  images  with  rela- 
tive ease,  but  PressWriter  can  make 
only  the  most  basic  changes. 

Handy  as  they  are,  templates  won't 
suit  everyone.  Jennifer  Liu,  general 
manager  of  the  Bertram  Inn  in  Brook- 
hne,  Mass.,  complains  they  look  "modern 
and  corporate."  She  conveys  the  b&b's 
Victoinan  image  by  choosing  her  own 
fonts  and  impoiling  photos  of  the  inn 
for  flyers  and  direct-mail  pieces. 

The  last  stage  of  self-publishing  is 
printing — another  chance  to  do  it  your- 
self Color  ink-jet  printei's  in  the  $;300-to- 
$500  range  can  now  produce  pages  that, 
to  an  untrained  eye,  pass  foi'  a  printer's 
job.  But  if  it's  a  high-volume  i-un  oi-  you 
want  glossy  paper,  you'll  have  to  send 
the  project  out.  That's  assuming,  of 
course,  you  can  find  someone  to  take  it. 
Some  local  print  services  are  Mac-ori- 
ented and  may  be  reluctant  to  accept  a 
I'c  file.  Others  won't  handle  print  jobs 
produced  by  anytliing  other  than  the  ba- 
sic word-processing  template  or  high- 
end  page-layout  program.  That  said.  Pub- 
lisher 98  does  allow  you  to  save  a  file  in 
PostScrijit,  a  computer  fomnat  favored 
by  the  gi-apliics  industiy.  Ideally,  youH  be 
handing  out  the  results  witliin  days.  And 
if  no  one  asks  whether  you  did  it  youi- 
self,  consider  it  a  compliment. 

By  Anthony  Paonifa  in  New  York 

Chat  with  desktop-publishing  expert  Roger  Parker 
Jan.  24  at  9  p.m.  EST,  AOL  keyword  BWTalk 
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401  (k)  PLANS  YOU 
CAN  LEARN  TO  LOVE 

New  rules  let  you  reward  top  talent — and  still  be  fair  to 


attracting  top  talent  in  this  tight|' 
market  (Enterprise — Dec.  7).  But 
companies  have  been  hobbled  by  i 
antidiscrimination  tests  required  I 
Internal  Revenue  Sei"vice.  The  foH 
is  fearsomely  complex,  but  in  pr' 
your  plan  will  flunk  the  test  if  thf 


Want  to  get  more  out  of  your 
401(k)  plan  for  yourself  and 
key  employees?  Until  this 
year,  it  was  almost  impossible, 
because  of  tough  federal  standards  de- 
signed to  protect  the  rights  of  youi'  low- 
er-paid workers.  But  new  rules  that 

took  effect  on  Jan.  1  let     RETIREMENT  PLANS     ei'-P^i<^  people 

you   legally   sidestep    participate  or 

that  baiTiei'.  The  result  could  be  a  show- 
er of  extra  benefits  for  entrepreneurs 
and  their  top  managers. 

Sound  selfish?  Not  really.  If  you  set 
up  a  new  "safe-harbor"  plan  the  right 
way,  everyone  in  your  company  can 
come  out  ahead. 

Offering  better  benefits  is  cioicial  for 


I 


tribute  enough.  And  you  don't  w 
fail:  The  prescribed  remedy  is  re( 
or  returning  some  of  the  401(k)  ( 
butions  of  your  top  earners. 

Unfoilunately,  neai'ly  half  of  all 
plans  failed  these  tests  in  1997,  il 
because  low-paid  workers  can't  aflf^t' 
set  veiy  much  money  aside  for  t' 


')0f( 
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music  business,  where  who  you  are  is  as  important  as  how  you  sound,  Vaughn  Gill  helps  artists 
ed.  But  when  he  started,  only  American  Express  Small  Business  Services  helped  him  compete  in  an 
:ry  of  giants.  With  the  Card,  he  had  spending  clout.  Now,  one  year  later  and  several  clients  larger,  he 
5  the  ongoing  savings  of  our  special  small  business 
lints  with  FedEx,  Mobil  and  Hertz.  Nice  performance.    kl.l}  M^H'^'^ 


Small  Business 


II  800-SUCCESS  or  visit  www.americanexpress.com.  Services 

■  . 
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If  you  set  up  a  new  "safe-harbor"  plan  the  right  way, 
everyone  in  your  company  can  come  out  ahead 


ment.  As  a  result,  contributions  fi-om  se- 
nior staffers  ty|3ically  are  lield  to  fai'  less 
than  the  $10,000  annual  maximum. 

Wliat's  more,  ninning  the  tests  can 
cost  $1,000  or  more  each  year,  not  to 
mention  the  agita:  "You  test  the  plan  all 
year,  working  yourself  silly  to  make  it 
come  out  right,"  says  Joan  H.  Vines,  a 
paitner  at  tax  accoimtants  Grant  Tliom- 
ton  in  Washington.  Perhaps  that  ex- 
plains why  only  30%  of  workers  at  small 
companies  are  covered  by  a  401(k)  plan. 

But  now,  two  "safe-harbor"  options 
let  you  dodge  the  tests.  Under  the  fii'st 
option — let's  call  it  "the  matching 
plan" — you  must  match  employee  con- 
tributions dollar  for  dollar  on  the  fu'st 
3%  of  pay,  plus  50^  on  the  dollar  for 
the  next  2%.  That's  more  than  many 
401(k)  plans  pay  these  days,  and  your 
employees  must  be  vested  immediately 
in  the  match  instead  of  waiting  for  up  to 
five  years.  The  cost:  Anywhere  from 
nothing  to  4%  of  payroll,  depending  on 
how  much  your  workers  participate. 

The  appeal  of  this  option  is  obvious: 
Since  many  lower-paid  workers  can't  af- 
ford to  put  money  aside,  they  won't 
sign  up— saving  you  lots  of  money.  But 
think  twice  about  such  a  cynical  strate- 
gy. Federal  rules  require  you  to  pro- 
mote the  plan  to  employees.  If  you 
guess  too  low  about  participation,  you 
will  blow  a  hole  in  your  budget.  Be- 
sides, squeezing  your  weakest  employ- 
ees to  give  yourself  a  raise  could  poison 
the  atmosphere  in  your  workplace. 
PREDICTABLE.  Far  more  appealing — and 
potentially  lucrative — is  the  second  safe- 
harbor  option,  which  we'll  call  the  3% 
plan.  You  simply  put  aside  3%  of  pay  for 
all  eligible  employees,  regardless  of 
whether  they  contribute.  Clearly,  work- 
ers who  can't  afford  to  save  are  better 
off  with  this  plan,  and  so  are  you:  Youi" 
budget  is  predictable.  You  are  automat- 
ically exempt  from  the  annual  antidis- 
crimination tests  plus  an  additional  test 
that  imposes  more  costs  on  your  plan  if 
more  than  60%  of  total  assets  are  held 
by  the  top  brass.  Then  comes  the  kick- 
er: Since  you  have  adopted  the  3%  plan, 
you  automatically  become  eligible  to 
boost  retirement-plan  payments  to  older 
workers — a  group  that  usually  includes 
owners  and  key  employees— using  an 
existing  method  called  cross-testing. 

Cross-testing  turns  the  idea  of  fair- 
ness on  its  head.  Instead  of  focusing  on 


how  much  workers  get  now,  it  focuses 
on  how  much  they  will  get  when  they 
retire.  The  goal:  to  make  sure  every- 
one's retirement  payment  is  equal. 
Thus,  you  could  set  aside  3%  of  salary 
for  a  35-year-old  and  10%'  of  salary  for 
a  55-year-old  if  it  would  bring  the  same 
monthly  benefit  at  65.  The  upshot:  Key 
employees  can  receive  as  much  as 
$30,000  or  25%  of  salary  in  total  re- 
tirement contributions  each  year, 
whichever  is  less. 


What's  more,  company  contributions 
aren't  salary  and  are  thus  free  of  fica 
and  Medicare  payi'oll  taxes,  notes  Glenn 
Rossman  of  Buck  Consultants  Inc.  in 
St.  Louis.  On  top  of  all  that,  says  Den- 
nis Coleman  of  PricewaterhouseCoop- 
ers  Kwasha,  the  3%  safe-harbor  contri- 
bution helps  you  pass  antidiscrimination 
tests  if  you  also  offer  an  old-fashioned, 
defined-benefit  pension  plan. 

"Tliis  is  a  really  exciting  opportunity," 
says  Maiilyn  R.  Bergen  of  Capital  Man- 
agement Consulting,  a  Portland  (Ore.)  fi- 
nancial planner  She's  consideiing  a  safe- 
harbor  not  just  for  clients  but  also  for 
her  own  company.  Cun-ently,  she  says, 
her  fii-m  doesn't  offer  a  401(k)  plan  be- 
cause preliminary  surveys  showed  that 
lower-level  employees  wouldn't  use  it 
enough,  drastically  limiting  benefits  for 
the  partners.  The  new  rales,  she  says, 
can  make  tlie  idea  much  more  viable. 

This  safe-harbor/cross-testing  combi- 
nation was  Strang  together  by  consul- 


tants at  Pioneer  Group  Inc.  in  B(fl 
who  dubbed  it  a  dash  401  (k)  plal 
double  advantage  safe  harbor.  B 
there's  nothing  to  prevent  anyone  ■ 
setting  up  similar  plans.  As  for  sifl 
up,  you  must  give  employees  30  H 
notice  about  which  safe-harbor  oH 
you  have  chosen  for  the  coming  yefl 
1999,  though,  you  get  a  break:  WH 
nesses  have  until  Mar.  1  to  notify  aBbi 
ers,  and  until  Dec.  31  to  amencfc 
plan.  You  can  switch  options  each  w: 


The  price?  After  setup  costs  ofV| 
$1,000  and  annual  fees  of  $1,000  ■ 
the  big  expense  is  the  immediate  ■||| 
ing.  This  means  workers  own  thl|| 
contribution  immediately,  regardl^E 
how  long  they  stick  around  after^H 
instead  of  waiting  for  up  to  five  ■! 
under  current  law.  Hi 

But  in  practice,  the  difference  ifli 
ligible  if  you  already  contribute 
to  3%  of  payroll  and  your  empl^H 
usually  stay  long  enough  to  vest.Bj 
most  small  businesses,  I  don't  thiiHi 
a  sigjiificant  issue  in  tenns  of  doflf 
says  Wil  Heupel,  a  principal  at  A(J^ 
ited  Investors  in  Minneapolis.  In*^ 
think  of  it  this  way:  Here's  a  charl 
do  what  you  have  to  do  anyway  I 
tract  good  employees — and  give  iM 
thing  extra  to  the  ones  you  need 

By  Lynn  Brenner  in  Ne'Mj^ 

For  more  data  on  safe  harbors,  click  Onlir 
Extras  at  enterprise.businessweek.com  imi 


Smoother  Saihng 


Here's  how  the  new  safe-harbor  retirement  plan  stacks  up  against  two  existir 
alternatives.  The  table  assumes  you  choose  the  3%  safe-harbor  plan. 


COMPANY  SIZE 

EMPLOYEE 
CONTRIBUTIONS 

EMPLOYER 
CONTRIBUTIONS* 

EXTRA  PAYMENTS 
TO  KEY  STAFF 

LOANS 

FAIRNESS  TESTING 


REGULAR  401  (K) 

Any 

Up  to  $10,000, 
capped  at  25%  of  pay 

Optional 


Yes 

Required 


3%  SAFE  HARBOR 

Any 

Up  to  $10,000, 
capped  at  25%  of  pay 

3%  for  all  workers 


Yes 


Yes 

Exempt 


SIMPLE  IRA 

Up  to  100  peopll 

Up  to  $6,000 
no  percent  cap 

2%  for  all  worki 
or  3%  match 

No 
No 

Exempt 


*Other  terms  apply 


DATA:  PIONEER  GROUP,  BUSINESS  WEEK 
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ACCPAC  for  Windows  helped  Toymax  International,  Inc.     fJ  I    %J  I  I 

^-  integrate  financial  reporting  and  boost  productivity  by  90%. 


."ACCPAC  is  always  rc  inventing  itscJf  and  pushing  the  ftonticfs  of  what  really  ,s  gonig  to  be  the  accounting  future." 
—Jonathan  Muir,  Controller,  ToyiTiax  International,  Inc.  , 


^hat  will  ACCPAC  do  for  you? 

^wm  the  Laser  Challenge®  game  system  to  Spice  Girls® 
igures^  business  can  be  fun.  Just  ask  Toymax. 
iight  years  mto  business,  and  with  almost  $100  million  in 
innual  sales,  Toymax  relies  on  ACCPAC  for  Windows  lor  its 
onsolidated  financial  reporting  across  its  ever-expanding 
Jobal  toy  development  empire. 

Viththe  help  of  New  York-based  Pyramid  Consulting,  Inc.,  .  .' 
bymax  found  that  migrating  from  a  DOS-based  financial 
lanagement  system  to  ACCPAC  for  Windows  was  child's 
lay.  And  going  public  was  simplified  with  ACCPAC  for 
Cindows  multi-currency  and  multi-company  capabilities. 
.CCPAC  for  Windows  tight  integration  with  Microsoft 
xcel  resulted  in  sophisticated,  automated  financial 
;portiiig,  easily  estabhshed  audit  trails,  and  customized 
lonthly  AP  accrual  reports,  improving  productivity  at 
oymax  by  a  dramatic  90% .  And  ACCPAC  for  Windows 
■amless  integration  with  third  party  apphcadons  has, 
Tiong  other  things,  significantly  helped  Toymax  save 


money  and  time  by  tracking  the  cost  of  development  and 
manufacturing. 

Moving  forward,  ACCPAC  for  Windows  Common  Object 
Model  (COM)  support  will  enable  users  at  Toymax  to 
view  and  update, data  using  tools  such  as  Visual  Basic  for    • . , 
Applications  (VBA)  and  MS-Query.  And  ACCPAC  for 
Windows  e.Business  application,  the  e.Advantage  Suite™,  will 
make  it  even  easier  for  customers  and  vendors  to  do  business 
with  Toymax  on  the  Web  in  the  future.  This  leads  to  further 
improved  business  processes  and  enhanced  productivity.  ' 
In  fact,  ACCPAC  for  Windows  gives  Toymax  everything  it 
needs  to  manage  the  entire  financial  information  flow  within 
the  corhpany. 

Which  leads  to  one  playful,  but  important  question: 

What  will  ACCPAC  for  Windows  do  for  you  ? 

To  find  out,  visit  us  at  WWW.aCCpaC.GOm,  or  call 

1.800.808.7000. 


't  Just  Manage  The  Bottom  Line... 

Improve  It! 


•max  is  a  trademark  of  Toymax  International,  Inc.  Visit  Tovmax  at  www.toymax  com 

idows  IS  a^trademark  of  IVlicrosoft  Corporation.  ©1999  ACCPAC  INTERNATIONAL,  INC.  All  Rights  Reserved. 


ACCPAC 

INTERNATIONAL 


ENTERPRISE 


Under  30 
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'I  Just  Want  To  Say 
One  Word...' 

AN  ENTREPRENEUR  LEARNS  TO  LOVE  PLASTICS 


Ihe  plastics  business 
was  no  more  alluring 
foi'  Bradley  D.  Berkley 
than  for  Dustin  Hoflman's 
character  in  The  Graduate. 
But  that  didn't  stop  the  28- 
year-old  fi-om  building  a 
specialty  plastics  company 
that  has  grown  to  $10  mil- 
lion in  sales  and  100  em- 
ployees in  four  yeare. 

Berkley  entered  the  industry  as  a  sales  rep  while  earn- 
ing a  University  of  Kansas  business  degr-ee  in  1992,  and 
took  a  full-time  job  after  gi-aduation.  At  fii'st,  he  says,  "I 
hated  plastics."  He  wasn't  tluilled  by  his  $28,000  salary, 
either.  But,  he  adds:  "After  about  a  year  I  started  going, 
'Wow,  I  see  the  potential  here.' "  With  one  startup  under 
his  belt — a  food  exporter  called  Intr-aco  that  he  co-found- 
ed in  1993  and  still  co-owns — he  went  for  another,  estab- 
lishing Global  Tool  &  Engineering  Inc.  in  October,  1994. 

He  started  as  a  broker-,  finding  suppliers  for  chents  who 
needed  customized  products.  By  1996,  he  was  ready  to 


make  CarTollton  (Tex. 
based  Global  a  fuU-fledg 
manufactm-ei-.  With  $2 
lion  fi-om  Agio  Capital 
Partnei-s  I  of  Minneapol 
he  expanded  fast — inde* 
a  bit  too  fast.  Over- 
capacity and  quality  pre 
lems  forced  him  to  shed 
two  of  four-  plants  in  19 
which  r-estor-ed  profitab; 
While  Global  is  little-known,  its  plastic  parts  are  fou 
in  cell  phones,  baby  monitor-s,  and  airline  seats.  Agilitj 
and  speed,  says  Berkley,  have  won  the  company  cus- 
tomers such  as  Motorola  Inc.  and  3M. 

Berkley  hopes  to  sell  Global  this  year-  to  a  joint- ven 
partner-,  ("MS  Hartzell,  a  privately  held  Richmond  (Ky.) 
manufactm-er  Deal  or  not,  he's  planning  his  next  start 
a  bank.  Not  like  the  one  his  gr-andfather  founded  and 
father  still  runs  in  Downs,  Kan.  This  will  be  an  Intern 
ventiu'e — "plastics"  for-  the  gi'aduate  of  the  '90s. 

By  Wendy  Zellner  in  Dt 
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SYMANTEC 


u 

NORTON 

NORTON  

s 

i/Veb  Services 

One  Suite  Way  to  Gear  Up 
for  Top  Performance. 

Introducing  Norton  SystemWorks.  Complete  versions  of  the  latest  award-winning 
utilities  for  Windows  95  and  Windows  98  from  Symantec  Corporation  -  now  available  for  the 
first  time  ever  in  a  single  integrated  suite.  Geared  to  work  together,  they  eliminate  the  confusion 
of  choosing  from  all  the  different  utilities  on  the  shelf.  Just  shift  up  to  Norton  SystemWorks  and 
you  have  everything  you  need. 

The  smartest  way  to  keep  your  computer  working.  Norton  SystemWorks  protects, 
maintains,  fixes  and  fine-tunes  your  system.  Easily  customized,  you  can  choose  whether  you  want 
Norton  SystemWorks  to  run  automatically  in  the  background,  or  personalize  it  to  suit  the  way  you 
prefer  to  manage  and  maintain  your  system. 

An  incredible  value.  Along  with  complete  versions  of  five  award-winning  utilities,  Norton 
SystemWorks  features  a  FREE  Bonus  Pack  that  includes  Norton  Mobile  Essentials,  Visual  Page, 
WinFax  Basic  Edition,  and  pcANYWHERE  Express.  $500  worth  of  software  for  just  $69.95!* 
More  than  30  million  customers  have  relied  on  Norton  products  to  protect  their  computers. 
And  at  this  price,  shouldn't  you? 

Gear  up  for  top  performance.  Go  to  your  local  reseller  to  get  five  award-winning 
utilities  plus  a  FREE  bonus  pack  for  one  amazing  price  -  just  $69.95! 


*Manufacturer's  suggested  retail  price. 


SYMANTEC. 


^  Symantec,  the  Symantec  logo.  Norton  AntiVirus,  Norton  Utilities,  pcANYWHERE,  and  WinFax  are  registered  U.S.  trademarks  of  Symantec  Corporation. 
"■  Norton,  Nofton  SystemWorks.  Norton  CrashGuard,  Norton  Web  Services.  Norton  Mobile  Essentials.  Norton  CleanSweep.  and  Symantec  Visual  Page 

are  trademarks  of  Svmanter  Cnmoration  WindnwR  and  the  Windows  Innn  Rrf  rpniqterpd  trademarks  nf  Mirrn.snft  r.nrnoration  All  othpr  brand  nameQ 


who  can 
help  yoi, 
manage 
the  det; 
of  your 
dream? 

You  have  goals  for 
business  and  foryo 
But  when  you  have 
dreann,  it  helps  to  I 
someone  nninding 
details. 

Talk  to  your  Ameri' 
Express  financial  a 
We  can  address  a  r 
of  personal  and  bu 
issues  such  as  casl 
tax  planning,  retire 
planning,  plusbem 
you  and  your  ennpl 
With  the  expertise 
insight  you  need  t( 
snnarter  decisions 
you  can  take  contr 
your  future. 

Do  more  for  your  b 
and  for  yourself. 
1-800-GET-ADVICE 
own  your  world 

www.americanexpress.com/a 
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ED  BY  ELLEN  LICKING 


AARTER  PATH  TO 
iRT  APPLIANCES 

)()n't  noti(;e  them, 
'ley're  everywhere: 
dded  controllers,  the 
1  chips  that  mn 
thing  from  coffee- 
rs  to  carburetors, 
than  4  billion  are 
ach  year — 15  times 
imber  of  computer 
fr-om  companies 
IS  Intel  Corp.  By 
analysts  say,  there 
be  more  than  200 
Ided  chips  in  eveiy 
lome. 
problem  is,  embed- 
lips  are  typically 
nized  for  each  use, 
I  manufacturers  to 
hundreds  of  vari- 
i'roduct  designers 
se  the  chips  also 
They  must  keep 
older  controllers  or 
ikingly  write  soft- 
br  new  ones.  But  a 
logy  to  be  unveiled 

26  could  change 
t — freeing  design- 
add  new  product 
is  without  throw- 
what  already 

MicroThread 
5or  from  startup 
in  Inc.  in  Sunny- 
■alif.,  is  the  silicon 
lent  of  a  blank 
t  can  be  taught  to 
hundreds  of  differ- 
bedded  controllers 
oftware  instead  of 
ired  transistors, 
ms  written  for 
3-old  devices  can 
changed  on  a 
■or  inside  the 
hread  chip  while 
itures  happily  run 
ie.  TeraGen  has 
up  two  big  chip- 
,  which  could  lead 
irter"  appliances 
end  of 

Andy  Reinhardt 


TURNING  A  GOOEY 
MESS  INTO 
GOBS  OF  CASH 

EVERY  YEAR,  ECG-PROCESS- 
ing  companies  dispose  of 
120,000  tons  of  eggshells.  But 
a  discovei-y  by  food  scientists 
at  Penn  State  University 
promises  to  help  companies 
cut  that  waste  and  make 
money  in  the  process.  Led  by 
professor  emeritus  Joseph  H. 
MacNeil,  the  team  has  found 
a  way  to  detach  the  thin 
membranes  lining  the  insides 
of  eggs  from  the  shells. 


I 


With  the  membranes  at- 
tached, the  shells  are  worth 
only  .$20  a  ton.  But  without 
them,  the  shells  can  be  used 
as  a  pulp  substitute  by  the 
paper  industiy  and  are  worth 
10  times  as  much.  The  mem- 
branes, which  contain  a  pro- 


tein called  collagen,  are  even 
more  valuable,  potentially 
worth  hundreds  of  dollars  a 
gram,  thanks  to  their  med- 
ical applications. 

MacNeil's  patent-pending 
sepai'ation  method  employs  a 
maclune  that  contains  razor- 
sharp  blades  to  scrape  the 
sticky  membranes  off  the  in- 
sides of  the  shells.  Philadel- 
phia-based Cutler  Egg  Prod- 
ucts Inc.  has  licensed 
MacNeil's  design  to  build  a 
prototyi^e  that  can  process  the 
shells  on  a  commercial  scale — 
roughly  15  tons  of  waste 
eggshells  a  day.  □ 


INNOVATIONS 


■  A  Stanford  University 
research  team  is  using  state- 
of-the-art  technology  to 
scan  and  digitize  some 
of  Michelangelo's  greatest 
works  of  art,  including  David 
and  Moses.  The  goal  of  the 
Digital  Michelangelo  Project 
is  a  comprehensive  three-di- 
mensional computer  archive 
that  captures  details  as  fine 
as  the  artist's  chisel  marks. 
The  team  has  a  special  scan- 
ner that  employs  laser 
beams  to  captm-e  the  images 
and  then  uses  advanced 
mathematical  equations  to 
convert  the  digital  data  into 
some  of  the  largest  3-D  com- 
puter models  ever  genei-at- 
ed — tens  of  gigabytes  for 
David  alone. 


■  The  "World  Wide  Waif- 
delays  caused  by  jammed 
Web  sites  and  pages  that  ei- 
ther won't  load  or  suddenly 


disappear — may  soon  be 
shortened.  Akamai  Technolo- 
gies Inc.,  founded  by  Massa- 
chusetts Institute  of  Technol- 
ogy mathematicians  and 
business  professionals,  has 
created  a  new  kind  of  net- 
work that  lets  users  down- 
load more  information  fastei' 
and  protects  against  crowds 
that  cripple  most  other  net- 
work servers.  FreeFlow,  the 
company's  fii-st  product,  uses 
high-powered  algorithms  to 
more  precisely  map  the  loca- 
tions of  their  users  and  as- 
sign computers  to  sei-ve  them 
locally.  One  of  FreeFlow's 
biggest  advantages  is  that  it 
won't  crash  during  heavy 
user  periods.  Five  of  the 
world's  most-visited  Web 
sites  are  currently  testing 
Akamai's  new  network. 


CELLUUR  DELIVERIES  THAT  HIT  THE  SPOT 


WHEN  SCIENTISTS  LEARNED 

how  to  make  antibodies 
that  could  home  in  on  spe- 
cific cells  or  tissues,  the  po- 
tential seemed  vast.  Attach 
a  dmg  or  an  imaging  agent 
— a  compound  doctors  can 
track  through  the  body — 
and  one  of  these  so-called 
monoclonal  antibodies 
should  be  able  to  diagnose 
or  treat  diseases  from  can- 
cers to  bone  infections.  But 


often,  monoclonals  prove  too 
big  and  cumbersome  to  be 
usefiil,  getting  stuck  in 
parts  of  the  body  where 
they  shouldn't  be.  Now,  Di- 
atide  Inc.  in  Londondeny, 
N.  H.,  has  devised  a  way  to 
make  peptides  roughly  100 
times  smaller  than  the  aver- 
age monoclonal. 

Because  Diatide's  pep- 
tides can  seek  out  particular 
molecules  on  a  cell's  surface, 


they  can  deUver  the  imag- 
ing agent  to  just  the  right 
spot.  Last  year,  the  Food  & 
Drag  Administration  ap- 
proved Diatide's  first  prod- 
uct, a  peptide  that  zeroes  in 
on  blood  clots  in  the  leg  so 
doctors  can  tell  if  they  need 
immediate  attention.  Next, 
with  FDA  approval  expected 
soon,  is  a  similar  product 
aimed  at  lung  cancer,  and 
then,  perhaps,  a  drag- 
equipped  peptide  that 
treats  disease.  John  Carey 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwfeb@businessweek.com 
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BUSINESS  TRAVEL 


REVOLT  OF  THE 
EXECUTIVE  CLASS 

They're  learning  how  to  beat  high  fares  and  low  semce 

The  fourth  quarter  of  1998  should 
have  been  a  glorious  one  for  the 
airline  industiy.  Fuel  costs  fell  18% 
for  the  year,  saving  caniers  some 
$2  billion.  Debt  is  down,  the  resilient 
economy  has  kept  planes  fuller  than 
ever,  and  fare  wars  seem  a  relic  of 
days  gone  by. 

Yet  canier  after  canier  sj)ent  the 
week  of  Jan.  18  preparing  to  an- 
nounce fourth-quarter  earnings  de- 
clines— for  a  combined  ZiV/o  industiy 
fall,  jjrojects  Salomon  Smith  Barney. 
Northwest  Airhnes  suffered  the  most, 
with  a  quarterly  loss  of  $181  million,  a 
hangover  from  its  summer  pilots' 
stiike.  Despite  picldng  uj)  Northwest's 
lost  business,  though,  the  other  major 
aii'lines  repoiled  weak  eaiTiings.  Delta 
Air  Lines  Inc.'s,  for  example,  were  up 
2%,  while  at  amr  Corp.,  parent  of 
American,  they  were  down  18%. 
And  this  year  doesn't  look  any  bet- 
ter. Salomon  expects  first-quarter 
pretax  earnings  to  fall  25%'.  The 
stocks  have  been  punished  accord- 
ingly, down  20%'  since  July  even  as 
the  s&P  500-stock  index  has  risen 
7%>.  For  airline  executives,  who 
have  made  a  habit  of  boasting  that 
they  have  overcome  the  industiy 's 
violent  cyclical  .swings,  it  is  a  nasty 
sight  indeed. 

FARE  FALL.  What  Went  wrong?  The 
crisis  in  Asia  continues  to  hurt,  but 
the  biggest  problem  was  right  here 
at  home  in  the  lucrative  business- 
travel  mai'ket.  Tliough  leisui'e  travelers 
continued  flying  at  roughly  their  usual 
pace,  business  travelers  learned  new 
ways  ai'ound  high-priced  fai'es.  By  push- 
ing u])  business  fares  far  faster  than  in- 
flation, the  au'lines  have  given  Coiporate 
America  a  huge  incentive  to  find  new 
ways  to  save.  For  the  fli'st  time  in  two 
years,  the  average  fare  paid  by  Ameri- 
can businesses  actually  dropped  slightly 
in  the  fourth  quarter  "Companies  are 
fed  up,"  says  Eric  J.  Altschul,  a  corpo- 
rate travel  consultant,  "and  now  more 
than  ever,  they  are  questioning  what 
they  can  do." 


Road  warriors'  new 
cost  consciousness 
has  hurt  the  big 
airlines'  profits 


That's  not  all — they're  also  takii^ 
tion.  Big  companies  sliced  travel  s| 
ing  by  17%,  according  to  the  Nai 
Business  Ti-avel  Assn.  The  result 
airline  industiy  has  been  liit  by  a  ( 
turn  even  as  the  rest  of  the  eco 
continues  to  grow. 

Certainly,  some  of  the  cutback 
from  the  usual  belt-tightening 
comes  when  companies  fear  the  e 
my  may  slow.  But  an  equal  sha 
the  blame  lies  with  the  airlines  t 
selves.  Over  the  past  three  years 
cost  of  business  travel  has  skyi'ocl 
while  the  quality  of  service  has  d 
orated.  The  average  published  fai 
an  unrestricted  one-way  ticket — 
typically  bought  by  Corporate  A 
ca— climbed  31%,  to  $461,  over  the 
four  years,  according  to  Ameiicai 
press  Ti-avel  Related  Sei"vices  Co 
at  the  end  of  last  year  did  prices 
off.  Over  the  same  period,  air  pa 
gers  have  encountered  more 
planes,  waited  through  longer  ai 
lines,  and  been  more  likely  to 
themselves  stuck  in  a  center  seal 
TAKE  THE  VAN.  Now  businesses  are 
ing  back — in  suiprising  and  inno^ 
ways.  Tliey're  using  new  technok 
find  the  cheapest  fares,  inst 
videoconferencing  units,  and  wi 
creasing  frequency,  even  chart 
their  own  planes.  Companie; 
tiuTiing  more  ofl;en  to  altei'nati\ 
ports  such  as  Oakland,  Calif., 
Mich.,  or  Providence  where 
can  be  much  cheaper.  To  || 
monopolistic  fares,  Blaf 
Decker  Cor}3.  has  started  f 
tling  employees  by  van  bei|| 
its  Towson  (Md.)  headquii 
and  a  North  Carolina  plarl 
miles  away  for  an  annual  s£| 
of  $50,000.  DaimlerChiyslet 
General  Motors  Coi-p.  havep 
the  extraordinaiy  step  of  i 
wilting  an  upstart  aii'line  tc ' 
prices  competitive  on  rou 
and  out  of  Detroit. 

The  airlines'  problem  isr 
nimiber  of  people  boaixling  ] 
Instead,  it's  the  newly  aggiv 
steps  that  businesses  are  taki 
avoid  paying  the  highest  fares.  C 
erage,  corporate  fliers  now  pay  6' 
the  published  unrestricted  fare,  a  • 
ing  to  American  Express,  down  ' 
74%  in  early  1996.  Even  airline  t 
fives,  who  remain  bullish,  admit  to 
worry:  "There's  tremendous  co  • 
about  what  demand  levels  are  go  J 
be  in  1999,"  says  James  E.  Goo' 
president  of  UAL  Coip.,  United  Aif' 
Inc.'s  parent  company. 

That  said,  don't  look  for  anj" 


68  BUSINESS  WEEK  /  FEBRUARY  1.  1999 


Romeo  &  Cleopatra? 
Starsky  &  Gretel? 
Laurel  &  Juliet? 

iJood  partners  make  a  difference.  Do  you  have  a  financial  advisor? 

:oocl  financial  advisors  work  with  you,  as  well  as 
'  r  you.  They  can  make  sense  of  the  thousands 

mutual  funds  you  have  to  choose  from.  And 

j|p  you  plan  out  a  sound  investment  strategy 

r  reaching  your  financial  goals.  Which  is  why, 
I  Kemper  Funds,  we  believe  that  one  of  the 

Dst  valuable  assets  any  investor  has  is  a  good 

ancial  partner. 

'  a  prospectus  on  any  Kennper  Fund  containing  more  information,  including  management  fees  and  expenses,  contact 
I  nper  at  the  number  above.  Investors  should  carefully  read  the  prospectus  before  investing  or  sending  money. 
!  1  Laurel  name  used  under  license  from  Larry  Harmon  Pictures  Corporation.       ©  1999  Kemper  Distributors,  Inc.  1064320 


If  you'd  like  more  information  on  the 
advantages  of  working  with  a  financial 
advisor,  please  call  1-800-KEMPER5 
for  a  free  brochure  from  Kemper. 
www.kemper.com 


KEMPER  FUNDS 

Long-term  investing  in  a  short-term  world'' 


The  Corporation 


culpas  fi'om  the  industry.  Airline  exec- 
utives believe  that  globalization  will 
keep  demand  for  business  travel 
strong — and  deny  that  they  overcharge 
for  their  services.  "There  has  been  a 
lot  of  brouhaha  about  the  punitive  na- 
ture of  business  travel  costs  that  is  just 
unfair,"  says  Frederick  W.  Reid,  chief 
marketing  officer  for  Delta.  He  says 
that  provitling  coi-porate  travelers  with 
plenty  of  du-ect  flights  and  the  ability  to 
make  last-minute  changes  justifies  the 
higher  fares. 

Still,  fares  have 
gone  high  enough  to 
attract  the  attention 
of  senior  management 
for  perhaps  the  first 
time.  "It's  no  longer 
just  the  travel  manag- 
er who's  concerned 
about  the  high  level  of 
aiifai'es.  It's  the  senioi- 
v-p  of  finance,  it's  the 
comptroller,  it's  the 
CEO,"  says  Norman  R. 
Sherlock,  e.xecutive  director  of  the  nbta, 
which  represents  2000  companies  that 
account  for  $65  billion  in  annual  travel 
spending.  An  executive  at  ConAgi'a  Inc. 
found  that  out  the  hard  way  when  he 


BUSINESS  FARES  TAKE  OFF 


500 


450 


AVERAGE  PUBLISHED  PRICE 
FOR  UNRESTRICTED  FARES 


Ql 


'96 


'94  '95 
DOLLARS 

DA1A-  AMERICAN  EXPRESS  CO 


was  chewed  out  during  a  conference 
call  by  CEO  Bruce  Rohde.  His  crime: 
buying  a  first-class  seat  to  Paris.  "I 
just  bitched  at  everybody  about  it," 
Rohde  says. 

A  WEB  OF  SAVINGS.  Ironically,  many 
companies  are  beginning  to  use  the 
same  tactics  aii'lines  have  long 
employetl  to  squeeze  eveiy  pos- 
sible penny  out  of  their  cus- 
tomei's.  Call  it  reverse  "yield  man- 
agement"— the  flip  side  of  the  process 
that  airlines  have  re- 
fined for  steei-ing  fhei's 
into  higher-fare  seats. 
Desktop  piTjgi-ams  al- 
low travel  managers 
to  search  the  Internet 
for  bargain  fares  nor- 
mally snapped  up  by 
leisui-e  travelers.  Com- 
panies have  also 
learned  to  use  convo- 
luted fare  structures 
to  their  advantage. 
Hewlett-Packard  Co., 
which  has  cut  travel  by  25%  over  the 
past  six  months,  for  a  savings  of  $100 
million,  recommends  that  employees 
sometimes  buy  advance  tickets  even 
when  they  aren't  sure  if  they'll  make  a 


trip — because  on  the  whole,  p 
penalties  for  cancellations  is  eh* 
than  buying  last-minute  tickets.  Q 
Oats  Co.  has  upped  the  average  ni 
of  days  before  a  ticket  is  bought 
10  to  15,  for  a  savings  of  $1  miUioi 


'97 


'98 


the  past  18 
months.  It  has  lots  of 
company:  62%  of  businesses  sa; 
they  are  increasing  their  use 
advance-purchase  fares,  accordir 

the  NBTA. 

Then  there's  videoconferencing, 
has  long  been  hailed  as  a  potentia 
stitute  for  travel.  While  many  fun 
require  face-to-face  contact,  plei 
other  tasks  can  be  done  via  fibei 
lines.  Hewlett-Packard  Chief  Exe 
Officer  Lewis  E.  Piatt,  for  examp 
cently  opted  to  skip  a  speech  in  f 
pore  and  deliver  it  instead  by  rea 
video.  A  March  NBTA  sm"vey  foum 
52%  of  companies  are  using  the 
nology — almost  double  the  1996  1 


te 


Both  of  these  men  are  traveling  2,00 


II 

if 


Tirt'd  of  scunvin<i  llirouffh  aiiportsy  Blcarv-cverl  nifrliiiiis?  Missini;  voiir  fiiiiilK  ?  Oii-nci  froiii  M(M  Wor 
has  tlic  answer,  (ilolial  coiiificiiciiig.  We  can  provide  e\ervlliiiig  voii  need  lor  voiir  ineetiiig  — audio 
NET  coMtereiiciuji  or  a  coiiiMiialioii  ol  all  lliiee.  We  II  e\cii  |)i'o\'ide  die  latesi  \  ideo  im )iiieiit.  \o  iiiattf 

(D  l'»"K  VK  I  WOlilDCOM.  In,  All  nf;lil,  i.  s,  n,-,l         \V..i  MCdin  i-,  lia.l.-.l  .mi  \ ASUAy  imiiIc,  U  CdM  I  .,,   n- iiili.niiali.i  Ml  I       l,l(  iuiii,  vi>i         vi,  l,  mi.-,  iil  rii.  morlii.  om  rcim  and 


aii; 


en  when  corporations  do  have  to 
ct  business  in  per-son,  they'i'e  find- 
iw  ways  to  avoid  the  commercial 
rs.  Outiight  ownership  of  a  pri- 
)iane  is  still  hard  to  justify  on  cost 
but  charters  and  fractional  ovra- 
)  may  add  little  additional  ex- 
— and  offer  far  more  convenience, 
amber  of  hours  flown  by  chai'- 
mes  climbed  S5%  last  year,  yf'\ 
fling  to  the  National  y^^"^ 

S\ 


ransportation  Assn. 


All  of  these  steps  to  cut  corporate 
travel  costs  can  hurt  the  major  air- 
lines, but  they  are  unlikely  to  rewrite 
the  i-ules  for  the  nation's  skyways.  That 
would  take  an  influx  of  new  competi- 
tors— something  the  major  carriers 
may  finally  be  more  vulnerable  to, 
though  starting  an  airline  remains 
^    immensely  difl^icult.  Already,  dis- 

FLIGHT  OF  THE  UPSTART 

Discount  carrier  I'ru  Air 
-with  carmakers'  help- 
is  keeping  competition 
alive  in  Detroit 


( 'onsult- 
lU])  Inc.,  for  example,  often 
s  an  eight-seat  plane  for  $3,000 
IS  between  Toronto  and  Boston, 
an  hour  each  way.  With  round- 
•es  on  a  commercial  carrier  i-un- 
iOO,  it  doesn't  take  many  passen- 
break  even.  Executive  Jet  Inc., 
ntvale  (N.J.)  company  owned  by 
1  E.  Buffett's  Berkshire  Hath- 
iJ  will  sell  companies  as  little  as 
■  h  of  a  plane.  Last  year,  it  flew 
houi-s,  up  from  95,000  in  1997. 


count  giant  Southwest  Air- 
lines Co.  has  increased  its  market  share 
by  44%  in  the  past  five  years,  according 
to  GKMG  Consulting  Services,  and  it 
will  soon  enter  the  metropolitan  New 
York  area. 

Meanwhile,  Midwest  Express — the 
full-price  Milwaukee  canier  that  catei's 
to  business  travelers  with  wide  all- 
leather  seats  and  cookies  that  ai'e  fresh- 
ly baked  on  board — saw  profits  rise 
about  40%  last  year,  according  to  ana- 
lyst's estimates.  And  in  Detroit,  18- 
month-old  Pro  Air  Inc.  is  being  under- 
written by  DaimlerChrysler  and  GM, 


which  ai-e  eager  to  keep  fares  competi- 
tive in  a  city  dominated  by  Northwest. 
In  January,  Pro  Air  starts  service  to 
New  York. 

THE  FEDS  STEP  IN.  The  government  may 
soon  make  it  easier  for  ui)staits,  most  of 
which  have  struggled  mightily  in  the 
'90s.  Measures  that  industi-y  critics  have 
long  pushed  are  finally  getting  atten- 
tion ft-om  a  gi-oup  of  bipartisan  heavy- 
weights, including  Vice-President  Al 
Gore  and  Senate  Commerce  Committee 
Chairman  John  McCain  (R-Ai-iz.).  They 
wony  that  the  major  air'lines  no  longer 
compete  vrith  each  other  in  many  mar- 
kets and  have  effectively  chased  new- 
comers off  theii-  routes.  After  President 
Clinton's  impeachment  trial.  Congress 
and  the  Administration  vrill  mull  an  ar- 
ray of  steps  aimed  at  spuning  competi- 
tion and  flefining  pi-edatoiy  behavior. 

Thei-e's  little  doubt  that  the  market 
could  handle  more  competition.  Of  the 
nation's  1,000  most  traveled  routes,  500 
lack  low-fare  service,  the  Transporta- 
tion Dept.  says.  That's  created  a  lot  of 
unhappy  business  travelers  eager  to 
pm'sue  altei'natives.  If  theu'  dissatisfac- 
tion causes  them  to  step  up  their  ef- 
forts, the  aii'line  industry's  future  could 
be  as  unpleasant  as  standing  in  line  at 
the  airport. 

By  David  Leonlwrdt  in  Chicago,  until 
bureau  reports 
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I  ■  your  needs,  we  can  liaiidlc  it.  And  if  (here  s  ever  a  (  (MK  crn.  \\e  liave  |)('Oj)le  ready  to  assist  vou.  'l-i/l. 
■  allying  the  way  tlie  world  meets.  So  von  can  get  where  vou  liave  to  go.  Without  ever  reallv  having  to...  go. 
\  age.  hitro(hiciiig  MCI  WorldCom  On-Net.  For  details,  visit  mciworldcom.com  or  call  1-800-475-3555. 
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Special  Report 


ou  would  think  that  mutual-fLind  shareholders 
should  be  all  smiles  these  days.  After  all,  the 
stock  market  was  really  fu'ed  up  last  year,  with  the  total  re- 
tiUTi  on  the  Standaixl  &  Poor's  500-stock  index  coming  in  at  a 
blistering  28.6%. 

Well,  maybe  shareholders  should  be  thinking  about  firing 
their  fund  managers.  Look  at  the  average  mutual  fund,  and 
you'll  wonder  what  these  highly  paid  specialists  were  doing 
with  the  money.  U.  S.  diversified  equity  funds  managed  to 
muster  an  average  total  retiuTi  of  only  14.1%.  Count  in  the  tn- 
temational  and  specialized  portfolios,  and  the  return  drops  to 
11.4%'.  And  last  year  was  no  exception:  The  funds  have 
trailed  the  s&p  500  in  each  of  the  last  five  years. 

Of  course,  shareholders  can't  fii'e  a  managei",  but  they  can 

fire  a  fund  by 
pulling  their 
money  out. 
With  such 

lackluster  performance  throughout  the  $5.4  trillion  industiy, 
investors  need  to  put  their  funds  under  a  microscope  to 
make  sure  that  they're  getting  the  most  for  their  money.  Is 
there  a  legitimate  reason  for  a  fund's  lagging  peribmiance,  or 
did  the  manager  make  some  bad  calls?  And  even  if  the  return 
was  acceptable,  did  the  manager  expose  you  to  higher  levels 
of  risk  than  you  might  have  been  comfortable  with?  In  an  era 
of  high  valuations  and  jitteiy  markets,  risk  matters. 

That's  how  businp:ss  wep:k's  annual  Mutual  Fund  Score- 
board can  help  you.  The  highlight  of  the  Scoreboard  is  the 
BUSINESS  WEEK  ratings,  which  incorporate  both  how  a  fund 
adds  to  your  wealth  and  how  much  risk  a  fimd  manager 
took  on  to  do  it.  These  ratings  start  with  a  fund's  five-year 
performance,  a  point  whei'e  many  other  performance  rat- 
ings also  end.  But  oui-  system  then  adjusts  the  returns  for 

72  BUSINESS  WEEK  /  FEBRUARY  1.  1999 


Which  equity  funds  give 
investors  the  most  for  thei 
money?  Our  Scoreboard 
gives  you  the  lowdown 


downside  volatility — we're  assuming  you're  not  upset  ii 
funds  go  up — and  re-ranks  the  funds.  The  top  7.5%  of  J 
funds  earn  As  for  superior  risk-adjusted  total  returns 
yeai",  104  fimds  earned  the  top  gi"ade  out  of  nearly  1,4( 
uity  funds  with  five  years'  history,  the  minimum  track  i 
I'equired  for  a  rating.  (Next  week,  we  rate  bond  funds. 
Scoreboard  data  are  prepared  by  Morningstar  Inc. 
RETURN  FOR  RISK.  The  A-list  is  a  wide-ranging  lot, 
Legg  Mason  Value  Primaiy  Shares,  up  an  astounding 
year  over  the  last  five,  down  to  the  plodding  but  s 
Fidelity  Asset  Manager:  Income,  with  just  a  9%  averai 
nual  return.  What  they  all  have  in  common  is  a  superi'i 
turn  for  the  amount  of  risk  they  took.  Smack  in  the  nl' 
of  the  list  is  mfs  Massachusetts  Investors  Trust  A,  vntT 
a  year  total  return  over  the  last  five.  The  fund,  now. 
$6.7  billion  in  three  classes  of  shares,  opened  for  busin; 
July,  1924.  Lead  portfolio  managei-  John  D.  Lauphin 
who  has  run  the  fund  since  1993,  describes  it  as  a  "cd' 
vative  growth"  portfolio  looking  to  invest  in  blu(|l 
growth  stocks  "at  the  right  price."  He  scored  well  oiu 
count,  last  year  buying  shares  of  IBM  at  prices  undertl 


each.  It's  now  $192,  and  is  one  of  his  largest  holdings. 

Large-cap  funds,  mainly  those  that  invest  in  large  growth 
stocks,  dominate  the  A-list.  That  shouldn't  be  surprising,  as 
large  caps  have  trounced  mid-cap  and  smaller-cap  compa- 
nies every  year  for  the  last  five  years.  And  gi-owth  fimds, 
which  emphasize  companies  with  more  reliable  and  sustainable 
earnings  growth,  have  prevailed  over  value  funds,  which  of- 
ten buy  more  cyclical  companies  when  they  are  out  of  favor 
and  bet  on  the  rebound.  Domestic  hybrid  funds,  which  are 
conservatively  nin  mixes  of  mainly  large-cap  stocks,  bonds, 
and  sometimes  cash,  are  also  well  represented  on  the  hst.  In 
foiu-  of  the  last  five  yeai-s,  the  bonds  added  some  stability  dui-- 
ing  volatile  stock  market  swings  and  capital  appreciation  as 
interest  rates  moved  downward. 

Few  mid-cap  and  small-cap  fLmds  made  it  to  the  A-list,  and 
not  one  international  fund.  Overseas  markets  in  general  have 
underperformed  the  U.  S.  every  year  since  1993.  Still,  in- 
vestor's need  to  diversify  away  from  large  caps.  That's  why 
we  also  rate  funds  against  others  in  theii'  category  (page 
76).  Looking  for  a  small-cap  gi'owth  fund  with  superior  risk- 
return  characteristics?  Check  out  Baron  Asset  or  Fasciano 
Funds.  Want  to  globalize  your  portfolio?  BT  International 

Investment  Equi- 
ty and  Fidelity 
Diversified  Inter- 
national stand  out 
among  the  foreign 
funds,  and  Dreyfus  Premier  Woi'ldwide  Growth  B  and  Janus 
Worldwide  shine  among  the  world  equity  funds.  (The  differ- 
ence between  world  and  foreign?  World  includes  U.  S.  stocks, 
foreign  doesn't.) 

TURNOVER  TALLY.  The  Scoreboard  is  a  comprehensive  guide 
to  fimd  performance  and  analysis.  In  the  Scoreboard,  which 
starts  on  page  86,  we  have  data  on  885  funds  with  assets  of 
at  least  $200  million.  Those,  plus  1,833  smaller  funds,  can  be 
found  in  an  interactive  version  of  our  Scoreboard  at  our 
Web  site,  www.businessweek.com.  Even  better,  that  online 
scoreboard  is  updated  monthly.  That  allows  you  to  keep  bet- 


Special  Report 


THE  BEST  MUTUAL  FUNDS 


a  We're  . . .  jui 
looking  for  an 
S&P-like  returl 
with  a  little 
extra 


HARINDRADESILVA 

Analytic  Enhanced 
Equity  Portfolio 


ter  watch  on  how  your  fimds  are  faring.  This  Special 
also  looks  at  the  flourishing  mutual-ftmd  "supeiTnarketl 
by  the  likes  of  Charles  Schwab,  P'idelity  Investment! 
now  even  the  Vanguard  Group,  and  how  they  can  si 
buying,  selhng,  and  managing  funds  (page  80). 

Our  Scoreboard  examines  total  return,  both  befor 
after  taxes.  It  highlights  sales  charges  and  expenses, 
which  cut  into  your  returns.  It  peeks  inside  fond  por 
reporting  on  percentage  of  the  assets  parked  in  cas| 
stocks'  price-earnings  ratios,  and  the  untaxed  gains  th 
locked  inside  and  could  be  passed  on  to  you.  It  asj 
"tuniover,"  the  relative  frequency  with  which  the  ma 
trades  the  seciuities.  High  turnover  can  often  lead  to 
costs  but  not  necessarily  higher  returns. 

Before  you  can  evaluate  how  your  funds  performeJ 
have  to  look  at  the  markets  they  invest  in.  Although  [ 
cap  stocks  have  been  outpacing  the  mid-  and  small 
for  years,  in  1998  the  disparity  intensified.  Stocks  witM 
ket  capitalizations  above  $20  billion  were  up  nearlj 
last  year,  according  to  Salomon  Smith  Bamey.  But  std 
the  next  tier,  $5  billion  to  $20  bOUon,  were  up  only  6.24 
the  $2  billion  to  $5  billion  stocks  were  down  6.1^ 


The  A-List 

These  equity  mutual  funds  have  earned  A's  for  delivering  the  best  risk-adjusted  total  returns  over  the  past  five  yea 

FUND  AVERAGE  ANNUAL     INVESTMENT  RISK  FUND 


AVERAGE  ANNUAL 
TOTAL  RETURN* 


INVESTMENT 
CATEGORY 


AVERAGE  ANNUAL 
TOTAL  RETURN* 


INVESTMENT 
CATEGORY 


ACCESSOR  GROWTH** 

26.7% 

Large-cap  Growth 

Low 

AMERICAN  CENT.  EQUIH  GROWTH  INV. 

23.9 

Large-cap  Value 

Low 

AMERICAN  CENT.  INCOME  &  GROWTH  INV.  23.7 

Large-cap  Value 

Low 

ANALYTIC  DEFENSIVE  EQUITY** 

17.2 

Large-cap  Blend 

Very  low 

ANALYTIC  ENHANCED  EQUITY** 

24.3 

Large-cap  Blend 

Low 

ATLAS  BALANCED  A** 

13.9 

Domestic  Hybrid 

Very  low 

BT  INVESTMENT  EQUITY  500  INDEX 

23.9 

Large-cap  Blend 

Low 

BT  INVESTMENT  LIFECYCLE  LONG-RANGE** 

15.6 

Domestic  Hybrid 

Very  low 

BT  INVESTMENT  LIFECYCLE  MID-RANGE** 

12.2 

Domestic  Hybrid 

Very  low 

CALDWELL  &  DRKIN  MKT.  OPPORTUNITY 

18.4 

Domestic  Hybrid 

Very  low 

CALIFORNIA  INVESTMENT  S&P  500  INDEX** 

23.8 

Large-cap  Blend 

Low 

CHASE  VISTA  BALANCED  A** 

14.9 

Domestic  Hybrid 

Very  low 

CHICAGO  TRUST  GROWTH  &  INCOME 

24.0 

Large-cap  Growth 

Average 

CLIPPER 

21.3 

Large-cap  Value 

Low 

COLUMBIA  BALANCED 

14.8 

Domestic  Hybrid 

Very  low 

COLUMBIA  COMMON  STOCK 

20.6 

Large-cap  Blend 

Low 

DEUWARE  DEVON  A** 

23.7 

Large-cap  Blend 

Low 

DOMINI  SOCIAL  EQUITY 

24.3 

Large-cap  Blend 

Low 

DREYFUS  APPRECIATION 

24.6 

Large-cap  Growth 

Low 

DREYFUS  S&P  500  INDEX 

23.4 

Large-cap  Blend 

Low 

21.3  Domestic  Hybrid  Low 

9.0  Domestic  Hybrid  Very  low 

22.8  Large-cap  Value  Low 

26.5  Large-cap  Blend  Low 

*1994-98  pretax  returns,  appreciation  plus  reinvestment  of  dividends  and  capital  gams 


EASTCLIFF  TOTAL  RETURN** 
FIDELITY  ASSET  MANAGER:  INCOME 
FIDELITY  DESTINY  I 
FIDELITY  DIVIDEND  GROWTH 


FIDELITY  231% 

FIDELITY  GROWTH  i  INCOME  22.7 

FIDELITY  SELECT  HEALTH  CARE  30.5 

FIDELITY  SPARTAN  MARKET  INDEX  23.7 

FIRST  AMERICAN  BALANCED  A**  14  2 

FIRST  AMERICAN  EQUITY-INCOME  A**  17.6 

FIRST  FUNDS  GROWTH  &  INCOME  III**  22.1 

FLAG  INVESTORS  COMMUNICATIONS  A  29.2 

FLAG  INVESTORS  VALUE  BUILDER  A  19.1 

FOUNDERS  BALANCED   15.0 

GABELLI  ABC**  9.4 

GABELLI  EQUITY-INCOME  18.7 

GABELLI  WESTWOOD  BALANCED  RETAIL**  16.2 

GABELLI  WESTWOOD  EQUITY  RETAIL**  21.1 

GALAXY  ASSET  ALLOCATION  RETAIL  A  15  6 

GALAXY  H  LARGE  CO.  INDEX  RETAIL  23  .6 

GAM  NORTH  AMERICA  A**  22.9 

GATEWAY  10.3 

hilliard  lyons  growth  a**  20.8 

hotchkis  &  wiley  balanced**  11.5 

Income'  fund  of  America  14.2 

mVESCO  BALANCED  19.3 

INVESCO  TOTAL  RETURN  16.2 

ISG  LARGE  CAP  EQUITY  A  24  8 

*Fund  data  In  Business  Week  Online 
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smallest,  those  below  $250  million,  dropped  24.1%. 
en  that  backdrop,  many  mid-  and  small-cap  fund  man- 
did  yeoman  work.  "This  year  especially,  you  have  to 
your  funds  against  those  in  their  category,"  says  Rus- 
nnel,  equity  editor  for  Moniingstar  Mntual  Funds. 
nked  Royce  Total  Return,  for  instance,  earned  a  paltry 
ast  year,  which  sounds  lousy.  But  it's  nearly  11  pei'- 
e  points  better  than  the  average  small-cap  value  fimd 
page  78). 

IG  HAND.  Even  funds  that  traffic  mainly  in  s&f  5()() 
were  not  assured  of  success.  Microsoft,  General  Elec- 
/al-Mart  Stores,  and  17  other  stocks  accounted  for 
60%  of  the  s&p's  return.  "There  were  15  or  20  big- 
last  year,  and  if  you  didn't  own  them,  you  were  out  of 
nning,"  says  Parker  Hall,  chief  executive  officer  of 
o-based  Lincoln  Capital  Management  Co.  and  portfolio 
3r  of  the  A-rated  Vanguard  U.  S.  Gi-owlh  Fund.  For- 
y  for  his  shareholders,  he  owned  enough  of  the  right 
to  eaiTi  a  40%  total  return  last  year,  beating  the  s&p 
the  average  lai"ge-cap  gTowth  fund.  Another  portfolio 
ir  who  held  a  vdnning  hand  was  Robert  E.  Stansky: 
ted  the  giant  Fidelity  Magellan  to  its  best  perfomiance 
995  and  the  best  showing  vs.  the  s&P  500  since  1993 
4).  Even  with  a  star  turn  in  1998,  Magellan's  overall 
s  still  just  C,  or  average. 

dominance  of  large-cap  stocks  has  worked  to  the  ad- 
;  of  many  fund  shareholders.  The  really  large  fimds 
uidreds  of  thousands  of  shareholders  invest  mainly  in 
ip  stocks — they  have  to,  in  order  to  put  their  billions 
— and  they  have  earned  good  retiuiis  (table,  page  78). 
s  made  it  easier  for  giant  management  companies  such 
iity  to  deliver  the  goods  to  theii"  millions  of  investors, 
n  is  closed  to  new  shareholders,  as  is  top-rated  Fi- 
Jrowth  &  Income  Portfolio.  But  the  company  offers 
tematives,  hke  Fidehty  Dividend  Growth  Fund  and 
18  venerable  Fidelity  Fund,  the  company's  original 
which  dates  back  to  1930.  Chai'les  Mangum,  who  took 
vidend  Grovd:h  two  years  ago,  scored  a  36.7%  re- 


i  i  You  end  up 

with  companies 
that  have 
more  visionary 
managements  ^  ^ 

AMY  DOMINI 

Do  mini  Social  Equity  Fu  nd 


tm-n  last  year,  vrith  a  cautious  10%  weighting  in  technology. 
"Technology's  fundamentals  are  gi-eat,  but  the  relative  valu- 
ations are  very  high,"  he  says.  Mangum,  who  has  run  two 
health-care  funds  for  Fidelity,  feels  more  comfortable  viath 
health-care  companies  and  has  about  20%  of  the  fimd  devot- 
ed to  those  stocks.  "Many  are  trading  at  neai-market  [price- 
earnings]  multiples  with  good  revenue  gi-owth." 

Still,  for  all  the  time  put  into  analyzing  companies  and 
managing  portfolios,  why  does  the  S&P  .500  seem  almost  un- 
beatable? Pait  of  the  reason  is  the  naiTowness  of  the  mai'ket's 
advance,  concentrated  in  relatively  few  stocks.  Another  part 
is  that  the  index  funds  invest  every  dollar  every  day,  an 
advantage  when  stocks  are  generally  rising.  Managed  funds 
keep  some  cash  for  redemptions — or  until  managers  can  find 
a  place  for  it.  Another  reason  for  the  index  funds'  strong  I'e- 
turns  lies  in  the  constiuction  of  portfolios.  The  s&P  is  cap- 
weighted,  so  the  movements  of  the  bigger  stocks  weigh  more 
heavily  in  the  index'  returns.  Most  managed  portfohos  are 
equal-weighted,  and  boy,  that  does  make  a  difference.  If  you 
calculate  1998's  s&P  retiuTi  giving  equal  weight  to  each  of  the 
500  stocks,  the  gain  would  have  been  less  than  half  as  much. 

Mutual  fimds,  by  and  lai'ge,  tiy  to  own  moi"e  equal  amounts 


AVERAGE  ANNUAL 

INVESTMENT 

RISK 

FUND                                  AVERAGE  ANNUAL 

INVESTMENT 

RISK 

TOTAL  RETURN* 

CATEGORY 

TOTAL  RETURN* 

CATEGORY 

!ED 

18,6% 

Domestic  Hybrid 

Very  low 

RIGHTIME  BLUE  CHIP 

15,3% 

Large-cap  Blend 

Very  low 

ft  INCOME  INVESTMENT** 

20.6 

Large-cap  Value 

Low 

RIGHTIME  MIDCAP** 

15,1 

Mid-cap  Blend 

Very  low 

lUITY  INVESTMENT** 

23.1 

Large-cap  Blend 

Low 

RIGHTIME  SOCIAL  AWARENESS** 

17,1 

Large-cap  Blend 

Very  low 

ULUE  PRIMARY  SHARES 

32,0 

Large-cap  Value 

Average 

ROYCE  TOTAL  RETURN 

16,7 

Small-cap  Value 

Very  low 

TNERS 

19.8 

Mid-cap  Blend 

Low 

SAFECO  EQUITY  NO  LOAD 

21,7 

Large-cap  Blend 

Low 

TNERS  SMALL-CAP 

18,5 

Small-cap  Value 

Very  low 

SEI  INDEX  S&P  500  INDEX  E 

23,8 

Large-cap  Blend 

Low 

;r  balanced** 

17,1 

Domestic  Hybrid 

Very  low 

SEQUOIA 

28,1 

Large-cap  Value 

Average 

21.9 

Mid-cap  Blend 

Very  low 

SMITH  BREEDEN  US  EQUITY  MKT.  PLUS** 

23.7 

Large-cap  Blend 

Low 

9.6 

Domestic  Hybrid 

Very  low 

SSGA  GROWTH  S  INCOME 

23.6 

Large-cap  Blend 

Average 

IWTH  S  INCOME** 

13.0 

Large-cap  Blend 

Very  low 

SSGA  SSP  500  INDEX 

23.8 

Large-cap  Blend 

Low 

fESTORS  TRUST  A 

23.0 

Large-cap  Blend 

Low 

STEIN  ROE  GROWTH  &  INCOME 

18,9 

Large-cap  Blend 

Low 

VERSIFIED 

15,1 

Domestic  Hybrid 

Very  low 

STRAHON  GROWTH** 

20,6 

Large-cap  Value 

Low 

lAUNCED 

15.6 

Domestic  Hybrid 

Very  low 

TORRAY 

24,2 

Large-cap  Value 

Average 

500  A 

23,5 

Large-cap  Blend 

Low 

TWEEDY.  BROWNE  AMERICAN  VALUE 

20,3 

Mid-cap  Value 

Low 

24,1 

Large-cap  Blend 

Low 

VALUE  LINE  ASSET  ALLOCATION 

22,1 

Domestic  Hybrid 

Low 

lUEST  BALANCED  VALUE  A 

20,8 

Domestic  Hybrid 

Low 

VANGUARD  ASSET  ALLOCATION 

19,6 

Domestic  Hybrid 

Very  low 

ABROAD 

24.9 

Large-cap  Growth 

Average 

VANGUARD  BALANCED  INDEX 

15,8 

Domestic  Hybrid 

Very  low 

17.9 

Domestic  Hybrid 

Very  low 

VANGUARD  EQUITY-INCOME  

19,6 

Large-cap  Value 

Low 

i Y  INDEX  A 

23,7 

Large-cap  Blend 

Low 

VANGUARD  500  INDEX 

24.0 

Large-cap  Blend 

Low 

JkRGE  CAP  EQ.  CON.  SV.** 

22.4 

Large-cap  Blend 

Low 

VANGUARD  GROWTH  INDEX 

-?7.8 

Large-cap  Growth 

Low 

PLUS  INSTITUTIOHAL 

24.9 

Large-cap  Blend 

Low 

VANGUARD  HEALTH  CARE    -   ^ 

28.4 

Health 

Low 

SET  ALLOCATION 

18.0 

Domestic  Hybrid 

Very  low 

VANGUARD  U.S.  GROWTH 

26.2 

Large-cap  Growth 

Low 

BLUE  CHIP  GROWTH 

23,9 

Large-cap  Blend 

Low 

VANGUARD  WELLESLEY  INCOME  ■ 

42.6 

Domestic  Hybrid 

Very  low 

CAPITAL  APPRECIATION 

12.8 

Domestic  Hybrid 

Very  low 

VONTOBEL  U.S.  VALUE** 

21.3 

Large-cap  Value 

Low 

F  DIVIDEND  GROWTH 

20,5 

Large-cap  Blend 

Very  low 

WASHINGTON  MUTUAL  INVESTORS 

22,1 

Large-cap  Value 

Low 

t  EQUITY  INDEX 

23,7 

Large-cap  Blend 

Low 

WEITZ  PARTNERS  VALUE 

22,2 

Mid-cap  Value 

Low 

(  EQUITY-INCOME 

19.9 

Large-cap  Blend 

Very  low 

WEITZ  VALUE 

21,6 

Mid-cap  Value 

Low 

1'  TH  INVESTMENT** 

22,5 

Large-cap  Growth 

Low 

WILSHIRE  TARGET  LGE.  CO.  GROWTH  INV.** 

26.7 

Large-cap  Growth 

Low 

of  each  stock.  That  means  selhng  shares  in  winners  as  they 
climb,  lest  they  become  too  large  as  part  of  the  entire  port- 
folio. Most  diversified  funds  keep  their  largest  holdings  well 
below  10%.  "By  trimming  back  larger  positions,  you're  con- 
trolling risk,"  says  William  N.  Goetzmann,  director  of  the 
International  Center  for  Finance  at  the  Yale  School  of  Man- 
agement. "An  equal-weighted  portfolio  is  probably  a  better  di- 
versified portfolio." 

And  as  part  of 
their  discipline, 
many  managers 
set  price  targets 
for  their  stocks — and  sell  when  they  hit  them.  But  that  dis- 
cipline doesn't  work  well  in  a  nmaway  market.  "We  used  to 
think  our  sell  disciphne  gave  us  an  advantage,"  says  Samuel 
C.  Harvey  of  the  A-rated  Hilliard  Lyons  Growth  Fund  A. 
"But  many  stocks  we've  regretted  selling  even  at  a  good 
profit,  and  it's  hard  to  find  new  ones  to  buy." 

For  sure,  in  the  realm  of  tech  stocks  at  least,  holding  on  has 
been  a  rewai'ding  strategy.  Look  at  Legg  Mason  Value,  up  48% 
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THE  BEST  MUTUAL  FUNDS 


last  yeai-.  Tlie  fund  acquii'ed  Ainerica  Online  and  Dell  Con 
several  yeai's  ago  at  a  mere  fi-action  of  today's  price.  AO 
makes  up  14.7%  of  the  $6.4  billion  portfolio,  and  Dell  8.7% 
have  to  hand  it  to  [manager]  Bill  Miller  for  seeing  the 
there  and  having  the  prescience  to  keep  them,"  says 
Brouwer  of  Bi'ouwer  &  Janachowski,  an  investment  ad 
fiiTn  that  puts  its  clients'  money  in  fimds.  But  Brouwer 
be  loath  to  buy  that  fimd  now,  since  its  net  asset  value 
porates  today's  high  market  prices  for  the  AOL  and  Dell 
Scoreboard  notes  each  fund's  largest  holding  and  the  pe 
age  of  assets  that  it  commands.) 
TAX  TIPS.  Concentrated  holdings  in  the  right  stocks  he 
you  don't  have  to  do  that  to  eai-n  a  good  return.  Considi 
alytic  Enhanced  Equity  Portfolio.  Since  October,  199 
fund  has  followed  a  stock-selection  system  called  £ 
Stocks,  developed  by  Robert  A.  Haugen,  a  finance  pro 
at  the  Graduate  School  of  Management  at  the  Univen 
CalifoiTiia  at  Irvine.  Drawing  from  the  S&P  .500,  this  syst 
tempts  to  build  a  portfolio  with  traits  that  you  can't 
any  one  stock:  liigh  gi-owth  rate,  high  retuiTi,  and  low  r 


The  Best  Performers  in  Their  Categories 

Ratings  funds  against  their  peers,  these  funds  earn  A's  for  five-year  risk-adjusted  total  returns.  Not  all  categories  have  rating 

since  some  lack  enough  funds  to  perform  a  ratings  review. 


AVERAGE  ANNUAL 
TOTAL  RETURN* 


LARGE-CAP  VALUE 


AMERICAN  CENT.  EQUITY  GROWTH  INV. 
AMERICAN  CENT.  INCOME  &  GROWTH  INV. 
CLIPPER 

FIRST  AMERICAN  EQUITY-INCOME  A** 
LEGG  MASON  VALUE  PRIMARY  SHARES 
T.  ROWE  PRICE  EQUITY-INCOME 
SEQUOIA 

VANGUARD  EQUITY-INCOME 
VONTOBEL  U.S.  VALUE" 
WASHINGTON  MUTUAL  INVESTORS 


LARGE-CAP  BLEND 


ANALYTIC  DEFENSIVE  EQUITY** 
ANALYTIC  ENHANCED  EQUITY** 
BT  INVESTMENT  EQUITY  500  INDEX 
DELAWARE  DEVON  A** 
DOMINI  SOCIAL  EQUITY 
FIDELITY  DIVIDEND  GROWTH 
FIDELITY  GROWTH  &  INCOME 
HILLIARD  LYONS  GROWTH  A** 
NATIONWIDE  D 

PIMCO  STOCKSPLUS  INSTITUTIONAL 
T.  ROWE  PRICE  BLUE  CHIP  GROWTH 
T.  ROWE  PRICE  DIVIDEND  GROWTH 
RIGHTIME  BLUE  CHIP 
RIGHTIME  SOCIAL  AWARENESS** 
VANGUARD  500  INDEX 


LARGE-CAP  GROWTH 


ACCESSOR  GROWTH** 

DREYFUS  APPRECIATION 

ISG  LARGE  CAP  EQUITY  A 

PAPP  AMERICA-ABROAD 

VANGUARD  GROWTH  INDEX 

VANGUARD  U.S.  GROWTH 

WILSHIRE  TARGET  LARGE  CO.  GROWTH  INV.' 


WEITZ  VALUE 


AVERAGE  ANNUAL 
TOTAL  RETURN* 

21.6% 


MID-CAP  VALUE 


SOUND  SHORE  19  8 

TWEEDY.  BROWNE  AMERICAN  VALUE  20.3 
WEITZ  PARTNERS  VALUE  22.2 
*1994-98  pretax  returns,  appreciation  plus  reinvestment  of  dividends  and  capital  gains 


MID-CAP  BLEND 

LONGLEAF  PARTNERS 

19.8 

MAIRS  &  POWER  GROWTH 

22.9 

MAP-EQUITY** 

21.9 

OAK  VALUE 

21,8 

RIGHTIME  MIDCAP** 

15.1 

MID-CAP  GROWTH 

WILLIAM  BLAIR  GROWTH 

19.9 

EXCELSIOR  INCOME  &  GROWTH 

12.8 

FRANKLIN  CALIFORNIA  GROWTH  A 

23.5 

NICHOLAS  II 

18.3 

T.  ROWE  PRICE  MID-CAP  GROWTH 

20.6 

STRONG  GROWTH 

24.5 

WADDELL  &  REED  GROWTH  B 

21.7 

SMALL-CAP  VALUE 

FAM  VALUE 

16.0 

LONGLEAF  PARTNERS  SMALL-CAP 

18.5 

ROYCE  TOTAL  RETURN 

16.7 

SMALL-CAP  BLEND 

GABELLI  SMALL  CAP  GROWTH 

13.2 

WASATCH  GROWTH 

16.8 

WEITZ  HICKORY 

23.8 

SMALL-CAP  GROWTH 

BARON  ASSET 

19.9 

FASCIANO 

17.5 

GABELLI  ABC** 

9.4 

GALAXY  SMALL  CAP  VALUE  RETAIL  A 

15.7 

NICHOLAS  LIMITED  EDITION 

15.8 

DOMESTIC  HYBRID 

CALDWELL  &  ORKIN  MARKET  QPPQRT. 

18.4 

COLUMBIA  BALANCED 

14.8 

EASTCLIFF  TOTAL  RETURN** 

21.3 

GABELLI  WESTWOOD  BALANCED  RETAIL** 

16.2 

INVESCO  BALANCED 

19.3 

JANUS  BALANCED 

18.6 

MAIRS  &  POWER  BALANCED 

17.1 

MERGER 

9.6 

PAX  WORLD 

PREFERRED  ASSET  ALLOCATION 
T.  ROWE  PRICE  CAPITAL  APPRECIATION 
VALUE  LINE  ASSET  ALLOCATION 
VANGUARD  ASSET  ALLOCATION 


INTERNATIONAL  HYBRID 


MFS  GLOBAL  TOTAL  RETURN  A 


FOREIGN 


BT  INVESTMENT  INTERNATIONAL  EQUITY 
EUROPACIFIC  GROWTH 
FIDELITY  DIVERSIFIED  INTERNATIONAL 
MANAGERS  INTERNATIONAL  EQUITY 
SOGEN  OVERSEAS  A 

UMB  SCOUT  WORLDWIDE  I'j 
WADDELL  &  REED  INTERNATIONAL  GROWTH  B  ia<«^ 


CAPITAL  WORLD  GROWTH  &  INCOME  1  j 

DREYFUS  PREMIER  WORLDWIDE  GROVirTH  B  lm>f 

JANUS  WORLDWIDE  if 
MUTUAL  DISCOVERY  Z 


DIVERSIFIED  PACIFIC/ASIA 


MERRILL  LYNCH  PACIFIC  B 


EUROPE; 


WRIGHT  EQUIFUND-NETHERLANDS 


NATURAL  RESOURCES 


AMERICAN  GAS  INDEX 


PRECIOUS  METALS 


SOGEN  GOLD  A 


TECHNOLOGY 


FRANKLIN  OYNATECH  A 


UNALIGNED 


FIDELITY  SELECT  FOOD  &  AGRICULTURE 


UTILITIES 


MFS  UTILITIES  B 

UAM  SAMI  PREFERRED  STOCK  INCOME 


*Fund  data  in  Business  Week  Online 
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Okay,  so  Sony's  been  putting  good  things  in  small  packages  since  the  Walkman®  personal 
de  history  some  20  years  ago.  But  the  Ultra  Personal"  projector  is  getting  people  to  do  more 
listen.  With  600  ANSI  lumens  of  brightness  and  XGA  resolution,  this  lightweight  projector 
Tie  of  the  most  brilliant  images  to  ever  hit  the  road.  Which  means  the  Ultra  Personal  projector 
npressive  on  screen  as  it  does  in  the  overhead  bin.  So  you  can  make  a  little  history  of  your  own. 

;•'  .  „  Ultra  Personal  VPL-XC50U/VPL-SC50U 
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risk.  "We're  disciplined," 
says  portfolio  manager 
Harindra  de  Silva.  "We 
rebalance  the  portfolio 
monthly  and  have  a  2% 
maximum  for  any  hold- 
ing." 0.  K.,  he'll  let  giants 
like  Microsoft  and  Gen- 
eral Electric  go  up  to  3%. 
"We're  not  making  big 
bets  but  just  looking  for 
an  s&p-like  retui'n,  with 
a  little  extra."  Since 
adopting  SuperStocks,  de 
Silva  says  the  fund  has 
earned  a  6%  annualized 
return  over  the  s&P. 

If  you're  undecided 
about 

might  choose  them  at 
least  for  taxable  accounts. 
Index  funds  are  among 
the  most  "tax-efBcient"  in- 
vestors. They  don't  ac- 
tively trade  the  stocks  in 
their  portfolios,  so  they 
rarely  make  capital-gains 
distributions.  And  with 
dividend  yields  so  low,  in- 
come distributions  are 

minimal.  Even  fewer  funds  beat  indexers  after  taxes  than  be- 
fore taxes.  Only  .56  equity  funds  in  oui-  Scoreboard  beat  the  S&P 
.500  pretax  over  the  past  five  years;  just  36  did  it  after  taxes. 

If  you're  shopping  for  index  funds,  you'll  find  them  in  the 
Scoreboard — and  10  pure  S&P  .500  funds  make  the  A-list.  For 

a  plain-vanilla  s&P 
fund,  buy  the  one 
with  the  lowest 
expense  ratio.  But 
not  aU  index  funds 

are  s&P  r,oo  plays.  Vanguai*d  Growth  Index  is  an  index  of  the 
gi'owth  half  of  the  s&p;  Wilshire  Target  Large  Company 
Growth  Portfolio  buys  the  large-cap  gi'owth  stocks  in  the 
Wilshire  .5000  index. 

Domini  Social  Equity  Fund  tracks  the  Domini  Social  Index, 
wliich  onetime  stockbroker  Amy  Domini  says  she  started  in 
1990  to  test  the  hyi^othesis  that  "social  investing  leads  to  low- 


The  Largest  Funds 

Here's  how  BUSINESS  WEEK  rates  the  largest  equity  funds. 


er  returns."  She 
with  the  s&P  500  : 
eludes  alcohol,  t 
and  gaming  stoi 
well  as  arms  mak 
polluters.  But  c 
says  she  also  judg 
panies  on  positiv 
ria — like  divers 
management  and 
rate  philanthropy, 
you  follow  our  ( 
you  end  up  with 
nies  that  have  nr 
sionary  managei 
says  Domini.  Hei 
ods  lead  her  tow 
vesting  in  high-t( 

index  funds,  you     FIDELITY  ADV.  GROWTH  OPP.    20.8      B+       20.8         Large-cap  Value       B+  less  in  what  sh 

"rustbucket  indu 
The  fund  earned 
erage  24.3%  vs.  : 
the  s&P  .500,  over  t 
five  years. 

Looking  into 
many  pros  sugge 
ing  the  laggard  f 
the  theory  that 
catch  up.  Beth  T 
who  runs  the  1 

Fund,  is  not  so  sui'e.  While  she  acknowledges  the  hi: 
ly  wide  valuation  gap  between  large-  and  small-cap  sto 
says  many  smaller  companies  will  continue  to  strugg 
power  of  scale  has  gi'own  increasingly  important,"  si 
Perhaps.  The  best  bet  is  to  stick  to  your  asset-al 
plan  and  be  sure  you  own  the  best  available  funds  in 
egories  that  are  appropriate  for  youi'  portfolio,  which  ; 
elude  small-cap  funds.  That's  just  what  our  Score! 
designed  to  help  you  do. 

By  Jeffrey  M.  Laderman  in  New  York,  with  ( 
Smith  in  Boston 

A  greatly  expanded,  interactive  version  of  this  Scoreboard  is  av;; 
www.businessweek.com.  It  features  some  2,700  equity  funds,  n' 
for  each  than  in  the  magazine,  and  several  ways  of  searching  fi 


FUND 

BILLIONS 

U VCnHLL 

RATING 

AVG.  ANNL. 

TflTAI 

RETURN* 

CATEGORY 

PATcrnDV 
tAlLuUni 

RATING 

FIDELITY  MAGELLAN 

$83.6 

c 

20.5% 

Large-cap  Blend 

C- 

VANGUARD  INDEX  500 

74.2 

A 

24.0 

Large-cap  Blend 

A 

WASHINGTON  MUTUAL  INV. 

51.8 

A 

22.1 

Large-cap  Value 

A 

FIDELITY  GROWTH  i  INCOME 

48.6 

A 

22.7 

Large-cap  Blend 

A 

INVESTMENT  CO.  OF  AMERICA 

48.5 

B+ 

20.0 

Large-cap  Blend 

B 

FIDELin  CONTRAFUND 

38.8 

B+ 

21.6 

Large-cap  Blend 

C 

VANGUARD/WINDSOR  II 

31.5 

B+ 

21.3 

Large-cap  Value 

B+ 

AM.  CENT.-20TH  C.  ULTRA  INV. 

27.2 

C- 

20.1 

Large-cap  Growth 

D 

VANGUARD/WELLINGTON 

25.8 

B+ 

16.2 

Domestic  Hybrid 

B 

FIDELITY  PURITAN 

25.7 

B+ 

15.2 

Domestic  Hybrid 

B 

JANUS 

25.5 

B+ 

21.2 

Large-cap  Blend 

B-i- 

FIDELITY  ADV.  GROWTH  OPP. 

20.8 

B+ 

20.8 

Large-cap  Value 

B-H 

FIDELITY  EQUITY-INCOME 

23.7 

B 

18.5 

Large-cap  Value 

c 

INCOME  FUND  OF  AMERICA 

22.9 

A 

14.2 

Domestic  Hybrid 

B-i- 

NEW  PERSPECTIVE 

21.3 

B 

16.5 

World 

B-i- 

EUROPACIFIC  GROWTH 

20.8 

C 

11.3 

Foreign 

A 

PUTNAM  GROWTH  S  INCOME  A 

20.3 

B 

18.9 

Large-cap  Value 

C 

FIDELITY  BLUE  CHIP  GROWTH 

19.9 

B+ 

22.7 

Large-cap  Blend 

B 

FIDELITY  EQUITY-INCOME  II 

19.5 

B+ 

19.3 

Large-cap  Value 

B 

MSDW  DIVIDEND  GR.  SECS.  B 

18.5 

B+ 

18.2 

Large-cap  Blend 

C 

*1994-98  pretax  returns,  including  appreciation  plus  reinvestment  of  dividends  and  capital  gams 

DATA:  MORNINGSTAR  INC 
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The  Fund  Categories 

Only  technology,  communications,  and  large-cap  growth  funds  beat  the  S&P  500  in  1998. 


CATEGORY 
TECHNOLOGY 
COMMUNICATIONS 
LARGE-CAP  GROWTH 
URGE-CAP  BLEND 
HEALTH 

MID-CAP  GROVITTH 

EUROPE 

UTILITIES 

LARGE-CAP  VALUE 

FiREIGN 

WORLD 


AVERAGE  ANNUAL  TOTAL  RETURN* 
1998    1996-98  1994-98  1989-98 

54.3     22.8      22,9  22,0 


46.4 
36.1 
22.1 
18.3 
18.3 
17.7 
17.5 
12.8 
12,0 
12.0 


25,4 
26.2 
23,3 
17.2 
15.5 
21.1 
17.2 
19.8 
9.7 
13.2 


19.7  20.6 

20.8  18.4 


19.5  15.3 
18.4  21.8 


14.9 
17.4 


15.9 
12.3 


13.4  13.9 
17.9  15.5 


7.3 
11.0 


8.5 
10.9 


CATEGORY 
DOMESTIC  HYBRID 

UNALIGNED  109  170 

MID-CAP  BLEND  9.5  17.7 
INTERNATIONAL  HYBRID  9.1  7.5 
JAPAN 
FINANCIAL 

SMALL-CAP  GROWTH  4  6 

MID-CAP  VALUE  15 

SMALL-CAP  BLEND  -2  4  12.8 

DIV.  PACIFIC/ASIA  -4.9  -114 

SMALL-CAP  VALUE  -5  9     13  8 


AVERAGE  ANNUAL  TOTAL  RETURN* 
1998    1996-98  1994-98  1989-98 

12.0     14.6      13.0  12.3 


13.7 
15.5 
6.1 


16.0 
14.8 
3.9 


7.1 

5.1 


-7.0 
25.3 
10.6 
15.6 


-2.3  0.1 
23,1  21.9 


11.9 
14.3 
11.1 
-7.4 
12.4 


15.5 
13.5 
11.0 
2.1 
12.1 


AVERAGE  ANNUAL  TOTAL  Rff 
1998  1996-98  1994-98 


CATEGORY 

PACIFiC/ASIA  EX-JAPAN -10.4  -12.3  -11.2 
PRECIOUS  METALS      -12  7   -18  9    -13  6 


-16.2  10.8 


REAL  ESTATE 

NATURAL  RESOURCES  -22  4      2  5 

DIVERS.  EMRG.  MKTS.  -26.3     -9  0 

LATIN  AMERICA  -38  7 

U.S.  DIVERS.  FUNDS  14  1 

ALL  EQUin  FUNDS 

S&PSOO  28.6    28.2  24.0 

*Pretax  return,  appreciation  plus  reinvestment  of 
and  capital  gams.  NA=Not  available 

DATA;  MORNINGSTAR,  INC 


-1.1 

18.9 


7.7 
5.8 
-11.1 
-6.9 
16.7 


11.4    15.0  13.6 
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;s  10  we  listen  to.  Whether  it's  in  health  care,  education  or  corporations,  ^  ^ 

d  the  best  service  requires  understanding  what  customers  want.  ^ 


ide  us  the  leading  food  and  facilities  management  services  provider 

\merica  is  our  ability  to  turn  this  understanding  into  innovative 

 S  F  RV I C  F  S 

)proaches  for  serving  our  customers.  That's  the  art  of  service,  \ 


Sodexho  Marriott 


't|  id  it's  what's  made  us  trendsetters,  ourselves. 

]  J  .  "Marriott"  IS  a  registered  trademark  of  Marriott  International,  Inc., 

deXnOmarriOtt.com  used  pursuant  to  license,  ©1998,  Sodexho  Marriott  Services,  Inc. 


BIGGER  MAY 
JUST  BE  BETTE 

"Supermarkets"  offer  investors  convenience  and  selection 

w 


hen  the  fii'st  supeiTnarkets  ap- 
peared on  the  American  land- 
scape, consumers  abandoned 
the  local  butcher,  baker,  and 


gi'eengrocer  in  droves  in  favor  of  the  se- 
lection, convenience,  and  lower  prices  found 
at  the  cavernous  new  megamaits. 

There's  a  similar  scramble  occumng  in 
the  mutual-fimd  arena,  as  seemingly  eveiy 
bank  and  discount  broker  is  racing  to  as- 
semble "supemiarkets"  stocked  with  thou- 
sands of  fimds — even  those  sponsored  by 
competitors.  "One  of  our  goals  is  to  be  in 
the  center  of  oiu-  investors'  entii"e  portfolios, 
not  just  off  on  the  side,"  says  Geoffrey 
Mackey,  marketing  manager  for  Milwaukee- 
based  Strong  Funds,  which,  along  with 
Scudder  Kemper  Investments,  recently 
opened  a  supennarket. 

And    even    Vanguard    Group — whose 
founder  and  foiTner  chaimian,  Jolui  C.  Bogle, 
long  derided  supeiTnarkets  as  "mutual-fimd 
casinos" — has  added  some  2,600  outside 
fimds,  if  only  for  defensive  purposes.  "We 
didn't  put  oiu-  FundAccess  progi'am  in  place 
to  attract  new  investors  but  to  keep  our 
own  clients,  who  wanted  a  sector  fund  or 
sometlung  else  we  didn't  provide,  from  going 
elsewhere,"  admits  Joseph  Rizzello,  head  of 
Vanguard's  brokerage  service. 
BIG  SWITCH.  Should  you  start  investing  at  a 
supermarket?  If  you're  one  of  the  countless 
early  fundholders  still  juggling  a  half-dozen 
or  more  funds  fi'om  diffei'ent  families,  the  su- 
permarkets could  simplify  your  life.  Instead 
of  receiving  separate  monthly  or  quarterly 
statements  from  each  fimd  family,  supemiarkets  like  Chai'les 
Schwab  &  Co.  can  provide  a  single,  consolidated  state- 
ment— and  a  single  1099  at  tax  time  showing  the  previous 

year's  purchases 
and  redemptions. 
What's  more,  if 
you're  an  investor 
who  likes  to 
switch  among  fimds,  using  a  supermarket  can  spare  you  the 
time  it  takes  to  receive  the  proceeds  fi'om  one  fund  and  in- 
vest them  in  another. 

Generally,  the  supermarkets  say  they  require  anywhere 
from  five  days  to  a  nionth  to  consolidate  your  fund  hold- 
ings. After  that,  you  can  shift  your  assets  overnight,  al- 
though more  and  more  supennarkets  are  quietly  imposing 
penalties  to  discourage  investors  fi-om  switching.  One  of  the 

80  BUSINESS  WEEK  /  FEBRUARY  1,  1999 


Special  Report 


THE  BEST  MUTUAL  FUNDS 


most  aggTessive  crackdowns  is  coming,  perhaps  not  sm'  1^ 
ingly,  fi'om  Vanguard,  which  slaps  a  penalty  equal  to  ifl^il 
any  assets  transfeiTed  within  a  year.  "We  have  the  mos 
strictive  redemption  policy  in  the  industry,"  admits 
guard's  Rizzello.  "And  if  we  see  a  customer  using  this 
gi-am  for  mai'ket  timing,  we'U  ask  them  to  exit  the  progT 
There  are  also  trade-offs  on  the  service  front.  Foi 
stance,  there's  no  way  that  the  phone  reps  at  Jack  Whi 
Co. — a  discount  broker  that  boasts  one  of  the  largest  s 
tions,  with  roughly  7,500  funds — can  be  conversant  in 
subtle  distinctions  between  each  fund.  For  its  part,  St 
Funds  now  ec|uips  each  of  its  phone  representatives  w 
copy  of  Morningstar  Inc.'s  Principia  Plus  software  so 
can  provide  detailed  information  on  each  of  the  80  fund 
its  menu. 

And  while  the  supermarkets  do  offer  consolidatec 


:ome  to  VPN  Advantage=^.  the  next  generation  virtual  private  networking         mind,  our  Proactive  Service  Guarantees  stand  as  the  ultimate  safety  net. 


ice  from  GTE  Internetworking.  Anyone  struggling  to  balance  a  teetering 
y  of  business  communications  needs  will  now  find  the  Internet  a  safer, 
e  cost-effective  and  comfortable  place  to  do  business.  A  place  unfettered 
taff  or  budget  limitations,  thanks  to  one  of  the  world  s  largest,  fastest  and 
t  rigorously  engineered  backbone  networks.  End-to-end  encryption  and^ 
stop  monitoring  assure  you  of  the  highest  level  of  security  commercially 
able.  Over  600  US  Points  of  Presence  as  well  as  global  access  deliver  the 

I 

rior  performance  and  reach  your  company  needs.  To  further  ease  your 


The  Internet  is  not  to  be  feared.  It  s  to  be  gsed.  Let  the  architects  of  the 
Internet  show  you  the  way 


www.internetworking.gte.com  or  800.J172.A 5;fr5, 


NTERNETWORKIN  G  A 


POWERED  BY  BBN> 
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counting  on  any  funds  transfeiTed  from  other  brokers  or 
fund  companies  when  you  join,  they  say  they  can't  get  your 
transaction  liistoiies  fi'om  yoiu*  old  ftmds.  "Genei'ally  speaking, 
the  cost-basis  information  falls  back  on  the  client,"  admits  a 
Vanguard  spokesman.  If  you  can  piy  this  information  out  of 
your  old  fimd  companies  oi'  brokei's,  a  few  supermarkets, 
including  Schwab,  will  manually  enter  this  data  into  your 
new  account. 

More  and  more  brokerages  are  offering  "no  transaction 
fee"  (NTF)  progi'ams  that  waive  the  traditional  commissions, 
which  generally  nm  from  $25  to  $150  on  a  $50,000  fund  in- 
vestment. Of  the  roughly  7,500  funds  on  Jack  White's  shelves, 
1,300  are  NTF  fimds,  1,700  ai'e  no-loads  with  commissions,  and 

4,500  are  funds 
with  sales  loads. 

Of  coiu"se,  what- 
ever- supennai'kets 
lose  by  waiving 
the  traditional  commissions  on  NTF  funds,  they  make  back  by 
charging  the  fund  managers  themselves  with  special  "ad- 
ministrative" fees — usually  0.25%  to  0.35%  a  year  of  the  in- 
vested assets.  "We're  handling  a  lot  of  the  shareholder  ser- 
vicing," says  Schwab  Vice-President  Greg  Gable.  "The  fees 
ai-e  just  substituting  for  some  of  the  costs  the  fimd  companies 
would  otheinvise  have  to  bear  themselves." 

Yet  most  of  Wliite's  other  funds — 4,500,  to  be  exact — still 
incur  up-fi'ont  "sales  loads."  Ditto  for  Waterhouse  Seciuities 
Inc.,  where  more  than  two-thirds  of  its  7,500  fimds  are  load 
fimds.  Wliile  load  funds  were  originally  designed  to  compen- 
sate stockbrokers  and  financial  planners  foi'  their  investment 
advice,  the  loads  here  ai'e  pocketed  by  the  supeimarket — even 
though  they  didn't  provide  any  advice.  The  supermarkets 
contend  that  they're  offering  load  funds  like  those  from 
PIM(X)  Funds— whose  Innovation  Fund  recorded  a  smart  79% 
retum  last  year — -because  customers  are  clamoring  for  them. 


And  the  bi-okers  say  they  are  legally  prevented  ffom  waivi 
the  loads. 

So  where  should  you  shop?  If  you're  ah-eady  holding 
half-dozen  fimds  from  different  families,  the  simplest  cow. 
may  be  to  choose  the  supermai-ket  that  canies  the  larg; 
number  of  yom-  cmi-ent  holdings.  Here,  you  may  want  to  d 
each  supermarket  or  check  their  Web  sites. 
CHOICE  TOOLS.  Latecomers  like  Sti-ong  and  Vanguard 
making  no  efforts  to  match  White  and  Watei'house  Secuiit 
fund  for  fund.  Instead,  they're  promoting  the  notion  tl 
they're  only  selecting  the  better-perfbnning  funds.  Fund  c, 
sultants  say  that  Vanguard,  to  its  credit,  has  a  higher  p 
centage  of  fimds  with  Morningstar's  top  ranking  than 
competitors. 

If  you're  looking  for  help  selecting  funds  that  fit  yi 
needs,  yoiu'  options  drop  c[uicldy,  since  most  supennai'kets 
away  from  providing  direct  advice.  Both  Schwab  and  Fid 
ty  Investments,  however,  have  assembled  extensive  n 
works  of  financial  planners  who  are  conversant  in  the  fui 
carried  by  these  giants,  and,  for  a  fee,  can  help  suggest 
proper  mix. 

E*Ti"ade  and  Schwab  also  provide  some  of  the  best  tcj 
for  choosing  funds  at  then-  Web  sites.  E*Trade  offers  a 
sci'eening  feature  that  lets  users  sort  through  the  3,000-pi 
fimds  it  offers  by  17  criteria — twice  as  m.any  as  Schwj 
screen — including  pei'formance,  annual  turnover,  and 
agement  tenure.  For  its  part,  Schwab  provides  one  of  I 
best  asset-allocation  services,  a  Java-based  progi-am  that! 
fers  six  recommended  models  based  on  the  user's  invf 
ment  horizon  and  tolerance  for  risk. 

But  Schwab  doesn't  recommend  the  funds.  Picking 
the  investor's  job.  And  that's  the  hitch  with  the 
supermarkets:  You  get  aisle  after  aisle  of  funds, 
it's  up  to  you  to  stock  your  basket. 

By  Deem  Fonst  in  Atla 


Sizing  up  the  Mutual-Fund  Supermarkets 


TOTAL 
FUNDS 


NO-FEE 
FUNDS 


CHARGE  FOR  BUY/SELL 
OTHER  NO-LDAD  FUNDS 


MINIMUM  HOLDING  PERIOD 
FOR  NO-FEE  FUNDS 


PENALTY  FOR  EARLY 
SALES  OF  NO-FEE  FUNDS 


LIMITS  ON 
FUND  SWITCHES 


CHARLES  SCHWAB 

800  435-4000 
www.schwab.com 


1,640 


1,024 


$39  and  up 


180  days 


0.75%,  or 
$39  minimum 


No 


E*TRADE 

800  786-2571 
www.etrade.com 


4,300 


1,187 


$24.95 


90  days 


$24.95 


No 


FIDELITY 

800  544-9697 
www.fidelity.com 


3,900-h 


900-H 


$35  and  up  direct; 
;;28.95  online; 
S28  on  Touclr-Tone 


180  days 


Standard 

transaction 

fee 


Maximum  15 
in  12  mos.  or 
standard  fees  apij 


JACK  WHITE 

800  233-3411 
www.jackwhiteco.com 


Roughly 
7,500 


1,300 


^27  direct; 
b24  online 


90  days 


$50,  less  than 
$100,000;$100, 
more  than  $100,i 


None 


SCUDDER 

800  700-0820 
www.scudder.com 


8,000+ 


800+ 


$35 


6  months 


Standard 
transaction  fee 


Yes* 


STRONG 

800  368-1550 
www.strong-funds.com 


$0 


90  days 


$50 


No 


VANGUARD 

800  992-8327 
www.vanguard.com 


2,600+ 


948 


$35 


1  year 


1%,  or 

$50  minimum 


Yes* 


*  At  discretion  of  brokerage 
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Go  out  to  eat.  Way,  way  out. 


id  of  paddling  down  the  stream  of  monotony,  why  not  a  change  of  scenery? 


The  new  Ford  Explorer  Limited  is  the  perfect  choice  to  make  a  smooth  transition  to  a  new  setting. 


Look,  we  all  need  a  break  from  the  local  scene  routine. 


New  1999  Ford  Explorer  Limited 

Leather  seating  surfaces.  2go-watt  MACH"^' audio  system. 
aiJable  side-impact  airbags!  Available  ControJ-Trac  system  for  automatic  4WD  traction  when  needed.     "ff  1|  If  t  ^ 


Explorer  is  a  Low  Emissions  Vehicle  that  runs  cleaner  than  most  passenger  cars  on  the  road  today.  ^ 


luarter  1999.  Always  wear  your  safety  belt  and  secure  children  in  the  rear  seat. 


1-800-258-FORDor 
www.fordvehicle5.com 


SAILING  PAST 
THE  S&P 

How  Robert  Stansky  got  Fidelity's  Magellan  back  on  couk^ 


Robert  E.  Stansky  says  1998  was 
no  fluke.  Last  year,  he  managed 
the  nation's  biggest  mutual 
fund — Fidelity  Investments' 
Magellan  Fund — to  a  decisive  victoiy  over 
its  main  rival,  the  Standai'd  &  Poor's  500- 
stock  index.  Magellan  returned  83.2%  to 
investors,  vs.  a  28.6%  gain  for  the  S&P 
500,  and  Stansky  is  convinced  he  can  re- 
peat. "I  always  said  I  could  beat  the  s&p," 
he  says.  "If  I  didn't  think  I  could  do  it 
again  this  year,  I  wouldn't  be  here." 

Whether  Stansky  outperforms  the  in- 
dex that  he  is  benchmarked  against  is 
more  than  a  matter  of  personal  pride.  If 
Magellan  falls  behind  the  s&p  500  again, 
disillusioned  investors  will  keep  bailing- 
out  and  the  $83  billion  fimd  could  lose 
its  ranking  as  the  nation's  largest  mutual 
fimd,  probably  to  Vanguard  Group's  pas- 
sively managed  Vanguard  500  Index 
Fund,  which  seeks  simply  to  match  the  s&p  500,  not  beat  it. 

At  stake  is  not  only  Stansky's  own  stock-picking  prowess 
but  also  the  veiy  notion  that  an  actively  managed  fund  can 
beat  a  passively  managed  one.  Tlie  overall  track  record  is  not 
impressive.  Last  year,  only  17%  of  actively  managed  funds 
beat  the  s&p  .500. 

"VERY  EXPENSIVE."  Stansky,  43,  who  has  managed  money  for 
Fidelity  since  1984,  has  been  under  the  microscope  ever 
since  taking  over  Magellan  from  Jeffi'ey  N.  Vinik  in  June, 
19%.  Skejitics  said  that  no  mere  mortal  could  significantly  out- 
perfoiTn  the  market  with  such  a  big,  imwieldy  fimd,  as  Peter 
Lynch  routinely  did  as  Magellan's  manager  in  the  '80s.  Indeed, 
Magellan  trailed  the  S&P  50o  in  Stansky's  fii'st  VA  years.  Last 

year,  though,  it 
came  out  ahead 
for  the  fii'st  time 
since  1993,  finish- 
ing in  the  top  16% 
of  1,472  gi'owth  funds  tracked  by  MoiTiingstar  Inc. 

Magellan  didn't  pull  well  ahead  of  the  s&p  ,500  index  until 
the  last  two  months  of  1998.  Starting  on  Aug.  31 — after  the 
mai'ket  timibled — Stansky  went  on  a  teclmology  buying  sjjree. 
By  yeai'end,  tech  stocks  reached  25.8%  of  assets,  vs.  19.8%-  for 
the  s&p  500  (table).  Stansky  also  owned  Intei'net  stocks  such 
as  Yahoo!  Inc.  and  Amazon.com  Inc.,  but  not  enough  to  have 
a  big  impact  on  the  fund's  perfomance. 

Under  Stansky,  Magellan  is  more  conser-vative  than  it  was 
under  any  of  its  previous  managers.  Lynch  traded  fi'equently 
and  usually  owned  700  to  800  stocks,  sometimes  more  than 
1,000.  Vinik,  who  ran  the  fund  fi-om  1992  to  1996,  also  ti-aded 
rapidly,  tried  to  time  the  market  and  bought  $20  billion  in 


Stansky's  Top  1( 


Biggest  holdings  as  of  Dec.  31,  1 

COMPANY 

FOURTH-QUARTE 
STOCK-PRICE INCR 

GENERAL  ELECTRIC 

28% 

MICROSOFT 

26 

AMERICA  ONLINE 

178 

INTEL 

38  ^ 

CISCO  SYSTEMS 

50 

HOME  DEPOT 

55 

MCI  WORLDCOM 

47 

LUCENT  TECHNOLOGIES 

59 

WAL-MART 

49  i 

I 

MERCK 

14  ' 

S&P  500  INDEX 

21 

DATA:  FIDELITY  INVESTMEKTS  INC,  BUSINESS  WEEX ; 

Special  Report 
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bonds.  Stansky  liquidated  the  bond  portfolio  and  tiimm( 
number  of  stocks  fi'om  455  to  324,  sticking  mainly  with 
caps.  Tech,  fi]iancial  seivices,  health  cai-e,  and  retail  accoi 
58%  of  Magellan's  assets.  The  rest  is  in  industrial,  e 
media,  and  consumer  stocks.  Stansk>'  trades  slowly  (i 
turnover  of  holdings  is  only  ;34%)  and  doesn't  tiy  to  gues 
ket  turns.  MageOan  was  only  4%  more  volatOe  than  the  f 
last  year  Under  Vinik,  it  was  sometimes  36%  more  vollS 

Stansky  isn't  planning  any  big  changes  in  1999.  e 
coimting  on  big  caps  to  continue  to  dominate.  "I  can't  irj 
any  scenario  that  would  restore  earnings  to  small-cap 
without  also  boosting  lai'ge  caps,"  he  says.  His  favorite  ij 
also  remain  the  same:  high  tech,  financial,  health,  and 

Talking  to  Stansky,  you  might  start  to  won^/  about 
"The  market's  veiy  expensive.  I  expect  lots  of  volatilitj 
economy  isn't  so  robust,"  he  says.  But  don't  expect 
suddenly  funnel  money  into  cash  or  bonds.  He  sees  his 
tiying  to  beat  the  s&p  -500,  so  he  expects  to  stay  ftilly 
ed  in  lai"ge-cap  stocks.  If  Magellan  loses  value  but  the  ' 
falls  more,  he  can  still  claim  victory.  So  fai*  tliis  year  (tlJ 
Jan.  19),  Magellan  is  up  2.5%,  vs. '1.8%-  for  the  s&p  500 

Magellan's  1998  results  may  help  stanch  its  bleeding  1 
sets.  Since  Stansky  took  over,  investors  have  on  net* 
drawn  about  $11.1  biUion,  according  to  Alpha  Equi 
search  Inc.  The  fund  was  closed  to  new  retail  invest'? 
Sept.  30,  1997,  but  remained  open  to  investors  throU 
delity-sponsored  401(k)  retu'ement  plans.  Much  of  the 't' 
has  gone  into  index  fimds.  Says  Stansky:  "I  don't  lii 

them  for  buying  index  fimds  I  didn't  give  people  &^ 

not  to  buy  index  fluids."  Now,  he  hopes,  he  has. 

By  Geoffrey  Smith  in  n 
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If  business  is  war,  we've  just  turned  Windows  NT® 
into  a  graphically  superior 


TING 

<,395 


For  years,  leading  companies  have  relied  , 
on  high-performance  visual  computing 
solutions  from  Silicon  Graphics®  to  gain 
a  competitive  advantage.  In  fact, 
Graphics'  solutions  are 
;apon  of  choice  for 
of  the  world's  most 
demanding  tasks,  including 
iQtive  3D  modeling,  cinematic  special  effects,  even 
imulation  for  fighter  pilots.  Now  our  new  line  of  visual 
tations  lets  you  harness  Silicon  Graphics'  visual  firepower  on  the 
3WS  NT  platform.  Featuring  our  Integrated  Visual  Computing 
architecture  with  the  Cobalt'"  graphics  chipset,  these 
hrough  machines  move  graphics  data  six  times  faster  than 


:ium*JI 


AGP  2X-based  workstations' —  helping  you  increase 
productivity  and  improve  your  bottom  line.  Best  of  all, 
pricing  starts  at  just  $3,395,  allowing  you  to  bring  the 
visual  computing  power  of  Silicon  Graphics  to  your 
company  without  declaring  war  on  your  budget. 


Silicon  Graphics  320'"  Visual  Workstation 

•  S///con  Graphics  Integrated  Visual  Computing  architecture 
wi&i  Cobalt  graphics  chipset 

•  Supports  up  to  two  /nteP Pentium*//  processors  (up  to  450MHz) 

•  110  bandwidth  up  toll  times  greater  than  other  PC  workstations" 

•  Ultra  ATA  or  optional  Ultra!  SCSI  drives  up  to  28GE>  total  capacity 

•  Microsoft'' Windows  NT'' Workstation  4.0 

•Add  the  SuperWide'  1 7.3"  Silicon  Graphics  I600SW" 
digital  flat  panel  monitor  (shown)  for  only  $2,495 


$  SiliconGraphics 


To  get  information,  find  a  local  reseller  or  to  order  call  I  888  SGI-9369 


or  visit  us  at 


www.sgi.com/go/visual 


*Bandwid1ii  based  on  graphic  lo  main  memory  "I/O  bandwidth  as  compated  to  32-bit  PCI  Pnces  quoted  ate  lor  U  S  only 

;*  jSSicon  Graphic,  Inc  All  nghB  reserved  Silicon  Graphic  is  a  registered  trademarV,  and  the  Silicon  Graphic  logo,  Silicon  Graphic  520,  Cobalt,  SuperWide  and  Silicon  Graphic  1600SW  are  trademarks,  of  Silicon  Graphic,  Inc  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered 
'  trademarks,  of  Intel  Corporation  Miaosott.  Windows  and  Windows  NT  are  registered  trademarks  ol  Microsoft  Corporation.  All  other  trademarks  are  property  of  their  respective  owne5 


Equity  Funds 

MUTUAL  FUND  SCOREBOARD 


How  to  Use  the  Tables 

BUSINESS  WEEK  RATINGS 

Overall  ratings  are  based  on  five- 
year,  risk-adjusted  returns.  They  are 
calculated  by  subtracting  a  fund's 
risk-of-loss  factor  (see  RISK)  from 
historical  pretax  total  return.  To  get 
a  positive  rating,  the  fund  must 
beat  the  S&P  500  on  a  risk-adjust- 
ed basis.  Category  ratings  are  based 
on  risk-adjusted  returns  of  the 
funds  in  that  category.  The  ratings 
are  as  follow/s: 


SUPERIOR 


MANAGEMENT  CHANGES 

X  indicates  the  fund's  manager  has 
held  the  job  at  least  10  years;  & 
indicates  a  new  manager  since  Dec. 
31,  1997. 


B+ 

VERY  GOOD 

B 

ABOVE  AVERAGE 

C 

AVERAGE 

C- 

BELOW  AVERAGE 

D 

POOR 

F 

VERY  POOR 

S&P  500  COMPARISON 

The  pretax  total  returns  for  the  S&P 
500  are  as  follows:  1998,  28.6%; 
three-year  average  (1996-1998), 
28.2%;  five-year  average  (1994- 
98),  24.0%;  10-year  average 
(1989-98),  19.2%, 
CATEGORY 

Each  U.S.  diversified  fund  is  classi- 
fied by  market  capitalization  of  the 
stocks  in  the  portfolio  and  by  the 
nature  of  those  stocks.  If  the  medi- 
an market  cap  is  greater  than  $12 
billion,  the  fund  is  large-cap;  from 
$1.2  billion  to  $12  billion,  mid- 


cap;  and  less  than  $1.  '; 
small-cap.  "Value"  fur 
whose  stocks  have  prit 
and  price-to-book  ratic 
the  average  of  the  stoc 
market  capitalizations, 
funds  have  higher  thai 
and  p-b  ratios.  "Blend 
those  in  which  the  rat 
average.  Hybrids  mix  j 
bonds,  and  possibly  o1 
World  funds  generally 
stocks;  foreign  funds  i 
and  regional  foreign  II] 
indicated. 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1998  m 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

%  CHG 

SALES 

PRE-  1 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

$MIL. 

1997-98 

CHARGE  (%) 

RATIO  (%) 

TAX  j 

AARP  BALANCED  STOCK  &  BOND 

Domestic  Hybrid 

773.5 

1 6 

No  load 

0.84 

6.4  j 

AARP  CAPITAL  GROWTH 

c 

Large-cap  Blend 

D 

1 550.2 

27 

No  load 

0.87 

23.7  ( 

AARP  GROWTH  &  INCOME  X 

B 

Large-cap  Value 

B 

4 

No  load 

0.67 

6. 1  i 

ACCESSOR  SMALL  TO  MID  CAP 

c 

Mid-cap  Blend 

C 

257.4 

106 

Nn  Innri 

1.15 

15.3  ! 

ACORN  ± 

C- 

Mid-cap  Growth 

B 

3585.0 

-3 

No  load 

0.56 

6.0 

ACORN  INTERNATIONAL 

c- 

Foreign 

B 

1726.1 

6 

No  load 

1.19 

1 

1 5.4  1 

ACORN  USA 

Small-cap  Blend 

281 .5 

53 

No  load 

1 .35 

5.8  1 

AIM  ADVISOR  FLEX  C  X 

Domestic  Hybrid 

B 

669.0 

1 1 

1 .00*  * 

2.20t 

12.4  I 

AIM  ADVISOR  MULTIPLEX  C 

c 

Mid-cap  Value 

c 

-17 

1  00** 

2  42t 

-0  3  1 

AIM  AGGRESSIVE  GROWTH 

D 

Small-cap  Growth 

C 

3069.3 

-17 

5.501 

1.06t 

5.0 

AIM  BALANCED  A 

B 

Domestic  Hybrid 

c 

1319.2 

93 

4.75 

0.98t 

12.5 

AIM  BLUE  CHIP  A 

B+ 

Large-cap  Blend 

B 

1 366.1 

140 

5.50 

1 .31 1 

30.4 

AIM  CAPITAL  DEVELOPMENT  A 

Small-cap  Growth 

828.7 

34 

5.50 

1.32t 

4.5 

AIM  CHARTER  A 

C 

Large-cap  Blend 

C- 

4260.5 

21 

5.50 

1.09t 

26.8 

AIM  CONSTELLATION  A 

C- 

Mid-cap  Growth 

c 

14304.0 

2 

5.50 

l.llt 

18.9 

AIM  EUROPE  GROWTH  A  (a)  &, 

C- 

Europe 

F 

416.6 

-5 

5.50 

1.751 

16.8 

AIM  GLOBAL  AGGRESSIVE  GROWTH  B 

World 

1011.6 

-16 

5.00** 

2.30t 

3.4 

AIM  GLOBAL  GROWTH  &  INCOME  B  (b) 

B 

International  Hybrid 

B 

504.0 

7 

5.00** 

2.15t 

19.6 

AIM  GLOBAL  GROWTH  B 

World 

314.5 

36 

5.00** 

2.29t 

21.4 

AIM  GLOBAL  HEALTH  CARE  A  (c) 

C- 

Health 

c 

396.3 

-6 

4.75 

1.77t 

18.4 

AIM  GLOBAL  TELECOMMUNICATIONS  A  (d) 

D 

Communications 

F 

783.2 

-9 

4.75 

1.79t 

18.1 

AIM  INTERNATIONAL  EQUITY  A 

C- 

Foreign 

c 

1806.2 

13 

5.50 

1.47t 

13.4 

AIM  SELECT  GROWTH  B  (e) 

C- 

Mid-cap  Growth 

B 

315.4 

-11 

5.00** 

1.99t 

26.1 

AIM  SUMMIT 

C 

Mid-cap  Growth 

B+ 

2242.0 

36 

8.50 

0.68 

34.4 

AIM  VALUE  B 

B 

Large  Blend 

C 

9678.3 

42 

5.00** 

1.85t 

31.7 

AIM  WEINGARTEN  A  X 

C 

Large  Growth 

C 

7276.2 

24 

5.50 

1.07t 

33.1 

ALGER  CAPITAL  APPRECIATION  B 

C- 

Large  Growth 

D 

261.7 

22 

5.00** 

2.38t 

37.4 

ALGER  GROWTH  B  X 

C 

Large  Growth 

C- 

426.2 

50 

5.00** 

2.08t 

44.1 

ALGER  MIDCAP  GROWTH  B 

C- 

Mid-cap  Growth 

B 

205.8 

25 

5.00** 

2.19t 

31.1 

ALGER  SMALL  CAPITALIZATION  B  X 

D 

Mid-cap  Growth 

D 

483.2 

-15 

5.00** 

2.14t 

9.9 

ALLIANCE  A 

C- 

Large  Blend 

F 

1006.2 

-13 

4.25 

1.03t 

-2.7 

ALLIANCE  GROWTH  &  INCOME  A 

B 

Large  Blend 

C 

1091.0 

33 

4.25 

0.91t 

21.2 

ALLIANCE  GROWTH  B  X 

C 

Large  Blend 

D 

4894.8 

30 

4.00** 

1.95t 

27.2 

ALLIANCE  PREMIER  GROWTH  B 

B 

Large  Blend 

C- 

3440.6 

278 

4.00** 

2.25t 

48.3 

ALLIANCE  QUASAR  B 

C- 

Small  Growth 

B 

750.6 

36 

4,00** 

2.38t 

-5.3 

ALLIANCE  REAL  ESTATE  INVESTMENT  B 

Real  Estate 

244.1 

-17 

4.00** 

2.26t 

-20.8 

ALLIANCE  TECHNOLOGY  B 

c- 

Technology 

C 

1846.4 

80 

4.00** 

2.38t 

%i 

ALLIANCE  WORLDWIDE  PRIVATIZATION  A 

Foreign 

362.3 

-25 

4.25 

1.73t 

AMCAP  X 

B 

Large  Growth 

B 

5830.0 

29 

5.75 

0.68t 

30.0 

AMERICAN  BALANCED  X 

B+ 

Domestic  Hybrid 

B 

5881.4 

17 

5.75 

0.65t 

11.1 

AMERICAN  CENTURY  BALANCED  INV. 

B 

Domestic  Hybrid 

C- 

998.6 

7 

No  load 

1.00 

16.3 

AMERICAN  CENTURY  EQUITY  GROWTH  INV. 

A 

Large  Value 

A 

2018.8 

162 

No  load 

0.69 

25.5 

AMERICAN  CENTURY  EQUITY  INCOME  INV. 

Mid-cap  Value 

326.1 

10 

No  load 

1.00 

13.0 

AMERICAN  CENTURY  GLOBAL  GOLD 

F 

Precious  Metals 

C^ 

228.5 

-3 

No  load 

0.67 

-12.2 

AMERICAN  CENTURY  INCOME  &  GROWTH  INV. 

A 

Large-cap  Value 

A 

4284.7 

140 

No  load 

0.66 

27.7 

■Includes  redemption  fee.  '"Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  ^ 
(a)  Formerly  GT  Global  Europe  Growth  A.  (b)  Formerly  GT  Global  Growtti  &  Income  B.  (c)  Formerly  GT  Global  Health  Care  A.  (d)  Formerly  GT  Global  Telecommunications 
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1  tGE 

luying  a  fund.  Many 
<:  lis  "load"  out  of  the 
/  -nent,  and  for  ratings 

urns  are  reduced  by 
3  5.  Loads  may  be 

hdrawals. 

TIO 

i  998  as  a  percent- 
net  assets,  a  mea- 
ich  shareholders 
■ment.  Footnotes 
'atio  includes  a 

;    which  spends 

f  loney  on  marketing. 

1:  s  1.44%. 

T  HL  RETURN 
'in  to  investors, 
.-stment  of  divi- 

1  pital  gains  at 

:f  ices. 

)  )TAL  RETURN 

'I  adjusted  for  federal 
5  ordinary  income 


and  capital  gains  taxed  at  highest 
rate  applicable  in  each  year;  uses 
31%  tax  rate  on  income  since 
1993.  Capital  gains  are  assumed 
to  be  long-term. 
YIELD 

Income  distributions  as  a  percent 
of  net  asset  value,  adjusted  for 
capital-gains  distributions. 
HISTORY 

A  fund's  returns  relative  to  all 
other  funds  for  four  periods, 
which  from  left  to  right  are:  Jan., 
1989-June,  1991;  July,  1991- 
Dec,  1993;  Jan.,  1994-June, 
1996;  July,  1996-Dec.,  1998. 
The  numbers  designate  which 
quartile  the  fund  was  in  during 
the  period:  Dfor  the  top  quar- 
tile; B  for  the  second  quartile; 
El  for  the  third  quartile;  □  for 
the  bottom  quartile.  No  number 
indicates  no  data  for  that  period. 


TURNOVER 

Trading  activity,  the  lesser  of  pur- 
chases or  sales  divided  by  aver- 
age monthly  assets. 
%  CASH 

Portion  of  fund  assets  not  invest- 
ed in  stocks  or  bonds.  A  negative 
number  means  the  fund  has  bor- 
rowed to  buy  securities. 
%  FOREIGN 

Portion  of  funds  assets  invested 
in  non-U. S.  securities. 
PRICE-EARNINGS  RATIO 

The  average,  weighted  price-earn- 
ings ratio  of  stocks  m  a  fund's 
portfolio,  based  on  last  12 
months'  earnings. 
UNTAXED  GAINS 
Percentage  of  assets  in  portfolio 
that  are  unrealized  and  undistrib- 
uted capital  gains.  A  negative 
figure  indicates  losses  that  may 
offset  future  gains. 


LARGEST  HOLDING 

Comes  from  the  latest  available 

fund  reports. 

RISK 

Potential  for  losing  money  in  a 
fund,  or  risk-of-loss  factor.  For 
each  fund,  the  three-month  Trea- 
sury bill  return  is  subtracted  from 
the  monthly  total  return  for  each 
of  the  60  months  in  the  ratings 
period.  When  a  fund  has  not  per- 
formed as  well  as  Treasury  bills, 
the  monthly  result  is  negative. 
The  sum  of  these  negative  num- 
bers is  divided  by  the  number  of 
months.  The  result  is  a  negative 
number,  and  the  greater  its  mag- 
nitude, the  higher  the  risk  of  loss. 
This  number  is  the  basis  for  BW 
ratings,  category  ratings,  and  the 
RISK  column. 

BEST  &  WORST  QUARTERS 

The  fund's  highest  and  lowest 
quarterly  returns  of  the  past  five 
years. 


lAL  TOTAL  RETURNS  (%)  HISTORY 

PORTFOLIO  DATA 

RISK 

TELEPHONE 

5  YEARS            10  YEARS     RESULTS  VS. 

TURNOVER   CASH   FOREIGN  P-E  UNTAXED 

LARGEST  HOLDING 

LEVEL 

BEST  WORST 

RfTAX  AFTERTAX    PRETAX  AFTERTAX    ALL  FUNDS 

%       %      RATIO  GAINS  (%) 

COMPANY  (%  ASSETS) 

QTR   %RET     QTR  %RET 

NA 

NA 

NA 

NA 

in 

AuDr3(TD 
MVCI  dgC 

Q 

14 

25 

12 

Ford  IVIotor  (2) 

NA 

NA 

Ann  199  99ft9 

8.8 

16.9 

16.3 

14.2 

Einicin 

HVCI dgc 

Q 

31 

38 

Schering-Plough  (3) 

Average 

15  98 

25  8 

m  98 

-15  4 

Ann  199  99ft9 

8  1 

15.6 

16.4 

14.3 

EJCaUul 

2 

1 5 

25 

22 

Ford  IVIotor  (3) 

Low 

n  97 

15  5 

in  98 

-13  8 

Ann  199  99A9 

3  S 

17  0 

NA 

NA 

Ein 

E3U 

nign 

2 

NA 

27 

1  A 
1  O 

Berkshire  Hathaway  CI.  A  (3) 

Average 

ut  so 

TTT  QG 
111  so 

—  1  O.D 

Qnn  ~i^o  iRn/i 

C3UU- 

2.7 

10.3 

16.3 

14.2 

BOEIE] 

Low 

8 

10 

27 

42 

Liberty  Media  CI.  A  (4) 

Average 

nz  98 

17.9 

in  98 

-19.5 

800-922-6769 

7  9 

7  3 

NA 

NA 

MUM 

1  Q 

ou 

Tieto  CI  8  (5) 

Average 

T  QQ 
1  90 

1  fl  9 

TTT  QQ 
111  30 

-ID.  1 

Qnn  QOI  C7CQ 

NA 

NA 

NA 

NA 

Low 

10 

1  T 
1  -3 

CalEnergy  (6) 

MA 

MA 

Qnn  Q09  C7CQ 
0UU-9ZZ-0  /b3 

5  1 

13  2 

13  6 

117 

Very  low 

1  n 
1  u 

9T 

American  Home  Products  (1) 

Very  low 

TT  0~l 

11  y  / 

lit; 

TTT  Ofi 

111  yo 

7  1 
—  i.o 

Qnn  i^i;^  1 1  c:c 

D  7 

9  5 

NA 

NA 

EIEI 

Av6r3gc 

1 
1 

Zo 

u 

CarrAmerica  Realty  (1) 

Low 

11  a/ 

1  1  1 

in  98 

-14.5 

Qnn  ticA  1 1  Rc 

7.4 

16.7 

20.8 

19.4 

BaOEI 

Average 

10 

2 

33 

35 

Veritas  Software  (1) 

High 

IS98 

25.3 

10  98 

-22.8 

800-347-4246 

B.3 

15.0 

15.6 

14.4 

ElBBB 

Average 

8 

4 

34 

16 

S&P  500  Index  (Fut.)  (Long)  (4)  Low 

IS  98 

13.5 

ni98 

-8.9 

800-347-4246 

4.1 

22.1 

18.4 

17.0 

□OOD 

Low 

7 

4 

36 

25 

S&P  500  Index  (Fut.)  (7) 

Average 

IS  98 

24.5 

0198 

-11.0 

800-347-4246 

NA 

NA 

NA 

NA 

B 

Low 

7 

2 

34 

10 

SunGard  Data  Systems  (1) 

NA 

NA 

800-347-4246 

9.7 

17.0 

18.8 

16.5 

High 

1 

4 

35 

33 

Philip  Morris  (4) 

Average 

IS  98 

26.1 

0198 

-11.9 

800-347-4246 

5.5 

15.3 

20.6 

19.3 

□□□□ 

Average 

7 

4 

38 

38 

BMC  Software  (1) 

High 

IS  98 

24.8 

0198 

-15.6 

800-347-4246 

3.9 

9.3 

8.6 

8.2 

□□OB 

High 

3 

99 

34 

21 

Nokia  CI.  A  (4) 

High 

198 

23.3 

0198 

-21.0 

800-347-4246 

NA 

NA 

NA 

NA 

□ 

Average 

12 

67 

33 

20 

WM-Data  CI.  B  (1) 

NA 

NA 

800-347-4246 

2.4 

10.6 

NA 

NA 

□B 

Average 

3 

58 

26 

29 

Bristol-Myers  Squibb  (4) 

Very  low 

IS  98 

12.0 

m98 

-7.9 

800-347-4246 

NA 

NA 

NA 

NA 

B 

High 

10 

66 

33 

26 

MCI  Communications  (2) 

NA 

NA 

800-347-4246 

>.8 

13.4 

NA 

NA 

□OB 

High 

12 

25 

41 

12 

Pfizer  (7) 

High 

IS  98 

21.6 

0198 

-11.3 

800-347-4246 

J.9 

6.2 

NA 

NA 

□□ 

Low 

2 

55 

36 

33 

Nokia  CI.A  (5) 

High 

IS  98 

26.8 

m98 

-24.0 

800-347-4246 

).9 

9.2 

NA 

NA 

OB 

Average 

14 

100 

29 

24 

Renault  (2) 

Average 

198 

14.7 

0198 

-14.6 

800-347-4246 

M 

15.3 

NA 

NA 

BB 

High 

7 

2 

40 

44 

Dell  Computer  (3) 

High 

IS  98 

29.2 

0198 

-14.5 

800-347-4246 

1.3 

18.9 

18.9 

16.4 

OBBD 

Average 

4 

4 

36 

41 

Dell  Computer  (3) 

High 

IS  98 

29.9 

0198 

-12.3 

800-347-4246 

).3 

18.5 

NA 

NA 

BD 

High 

8 

9 

35 

30 

American  Intl.  Group  (4) 

Average 

IS  98 

27.1 

0198 

-12.3 

800-347-4246 

1.5 

17.6 

18.8 

16.4 

□□BO 

High 

7 

9 

38 

25 

MCI  Communications  (3) 

Average 

IS  98 

28.0 

0198 

-12.2 

800-347-4246 

!.8 

25.7 

NA 

NA 

OB 

High 

13 

2 

45 

30 

Tyco  Intl.  (3) 

High 

n95 

29.5 

0198 

-12.5 

800-992-3863 

!.1 

19.9 

21.8 

19.7 

OOBD 

High 

19 

1 

44 

30 

Safeway  (3) 

High 

IS  98 

25.0 

0198 

-8.3 

800-992-3863 

1.0 

17.8 

NA 

NA 

OB 

High 

12 

4 

38 

16 

Elan  ADR  (3) 

High 

IS  98 

27.3 

m98 

-14.5 

800-992-3863 

!.2 

9.9 

18.9 

16.2 

OBO^ 

High 

10 

2 

37 

21 

Medlmmune  (3) 

High 

IS  98 

24.1 

0198 

-20.2 

800-992-3863 

i.4 

10.3 

15.5 

11.2 

BBBB 

High 

0 

5 

22 

2 

MBNA  (6) 

High 

IS  98 

23.7 

0198 

-24.3 

800-227-4618 

1.7 

16.9 

16.5 

12.5 

B^BD 

Average 

3 

1 

27 

19 

Bristol-Myers  Squibb  (5) 

Average 

IS  98 

23.3 

m98 

-13.8 

800-227-4618 

1.9 

18.5 

21.0 

18.6 

aoBo 

Average 

1 

10 

30 

33 

MCI  WorldCom  (6) 

Average 

IS  98 

28.6 

0198 

-16.4 

800-227-4618 

.0 

24.8 

NA 

NA 

DO 

Average 

4 

9 

42 

27 

Nokia  CI.  A  ADR  (7) 

High 

IS  98 

30.8 

0198 

-12.3 

800-227-4618 

L4 

9.9 

NA 

NA 

aau 

High 

4 

6 

24 

-6 

Budget  Group  (4) 

High 

196 

18.7 

0198 

-28.6 

800-227-4618 

U 

NA 

NA 

NA 

Low 

4 

5 

25 

-17 

Equity  Office  Properties  Tr.  (5) 

NA 

NA 

800-227-4618 

i.8 

28.0 

NA 

NA 

DO 

Average 

10 

6 

45 

41 

Dell  Computer  (8) 

High 

IS98 

39.6 

IS  97 

-16.6 

800-227-4618 

«A 

NA 

NA 

NA 

m 

Average 

4 

95 

24 

6 

Viag  (3) 

NA 

NA 

800-227-4618 

.0 

16.5 

17.3 

14.1 

BBBO 

Low 

22 

NA 

36 

42 

Philip  Morris  (4) 

Average 

IS  98 

22.0 

0198 

-8.6 

800-421-4120 

.2 

11.5 

13.4 

10.7 

BBBB 

Low 

13 

10 

26 

14 

Hewlett-Packard  (1) 

Very  low 

0  97 

10.0 

194 

-3.7 

800-421-4120 

.2 

10.4 

13.4 

11.4 

BQBB 

High 

4 

NA 

45 

17 

S&P  500  Index  (Fut.)  (4) 

Low 

n97 

12.3 

0198 

-6.9 

800-345-2021 

.9 

20.8 

NA 

NA 

BOO 

High 

1 

2 

27 

17 

BellSouth  (3) 

Low 

IS  98 

23.1 

0198 

-13.9 

800-345-2021 

NA 

NA 

NA 

B 

High 

3 

NA 

21 

1 

Mercantile  Bancorp.  (4) 

NA 

NA 

800-345-2021 

.6 

-15.2 

-3.5 

-3.9 

□BOQ 

Low 

0 

78 

30 

-78 

Barrick  Gold  (17) 

Very  high 

196 

19.0 

IS  97 

-31.4 

800-345-2021 

.7 

20.9 

NA 

NA 

BOO 

High 

1 

1 

28 

19 

Microsoft  (3) 

Low 

IS  98 

22.2 

m98 

-11.3 

800-345-2021 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 


MUTUAL  FUND  SCOREBOARD 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1998  R 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

Moot  1 0 

o/  PUP 
/o  LNu. 

SALES 

rVDCMCC 

PRE- 

OF EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

$MIL 

1997-98 

CHARGE  (%) 

RATIO  (%) 

TAX 

AMERICAN  CENT.  STRAT.  ALLOC:  MOD.  INV. 

OoniBStic  Hybrid 

271  7 

32 

No  l03d 

1  in 

1  O  Q 

AMERICAN  CENTURY  UTILITIES 

B 

utilities 

B 

307  2 

49 

No  l03d 

u.  /  z 

A 

4.1  A 

AMERICAN  CENTURY  VALUE  INVESTOR 

B 

Mid-cap  Value 

B+ 

2082  6 

—  14 

No  lo3d 

1  nn 

D.U 

AMERICAN  CENTURY-20THC.  GIFTRUST 

F 

Small-cap  Growth 

D 

920  3 

_y 

Nn  Inari 

nu  lUdU 

1  nn 

-  1  O.  1 

AMERICAN  CENTURY-20THC.  GROWTH  INV.  & 

C 

Large-cap  Growth 

D 

6493.2 

26 

No  load 

1.00 

36.8 

AMERICAN  CENTURY-20THC.  HERIT.  INV.  A 

D 

Mid-cap  Growth 

c- 

1070  7 

—16 

nu  lUdu 

1  nn 
1  .uu 

_n  9 

AMERICAN  CENTURY-20THC.  INTL.  DISC.  INV. 

Foreign 

799  2 

28 

2  00* 

1  70 

AMERICAN  CENTURY-20THC.  INTL.  GR.  INV. 

C- 

Foreign 

B 

2640  0 

48 

nu  lUdu 

1  38 

ion 

AMERICAN  CENTURY-20THC.  SELECT  INV. 

C 

Large-cap  Blend 

D 

6498  3 

30 

nu  lUdu 

1  nn 
1  .uu 

AMERICAN  CENTURY-20THC.  ULTRA  INV. 

c- 

Large-cap  Growth 

D 

27150.0 

21 

No  load 

1.00 

34.6 

AMERICAN  CENTURY.-20THC.  VISTA  INV. 

F 

Mid-cap  Growth 

p 

954.9 

-42 

Nn  Iniirl 
11 U  lUdU 

1  00 

-14  3 

AMERICAN  GAS  INDEX 

c 

Natural  Resources 

A 

230  4 

-6 

nu  lUdu 

0  85 

U.O 

AMERICAN  MUTUAL  X 

B+ 

Large-cap  Value 

B+ 

g 

5  75 

0  58t 

1  d.  p 

AMERICAN  NATIONAL  INCOME 

B 

Large-cap  Value 

c 

202  1 

2 

5  75 

1  05 

o.o 

AMSOUTH  BALANCED  PREMIER 

Domestic  Hybrid 

328.6 

7 

No  load 

NA 

13.6 

AMSOUTH  EQUITY  PREMIER  & 

Large-cap  Value 

958.6 

9 

nu  lUdU 

NA 

1ft  4 

ARIEL  APPRECIATION 

B 

Mid-cap  Blend 

B* 

283.8 

39 

nu  lUdU 

1  26t 

19  6 

ARIEL  GROWTH  ± 

B 

Mid-cap  Blend 

B 

201 .8 

16 

Mn  Inari 
nu  lUdU 

1  21 1 

9  9 

ARTISAN  INTERNATIONAL 

Foreign 

504.7 

68 

nu  lUdU 

1  45 

32  2 

ATLAS  GROWTH  &  INCOME  A 

B 

Large-cap  Blend 

C 

224.6 

53 

No  load 

1.1  Ot 

26.1 

BABSON  GROWTH 

B+ 

Large-cap  Growth 

B+ 

512  1 

29 

No  load 

n  nn 

u.ou 

"XO  9 

BABSON  VALUE  X 

C 

Large-cap  Value 

C- 

1 453.8 

4 

Mn  In^H 
nu  lUdU 

0  97 

6  1 

BARON  ASSET  X 

c 

Small-cap  Growth 

A 

5672.3 

50 

Mn  InQrt 
nu  lUdu 

1  32t 

4  3 

BARON  GROWTH  &  INCOME 

Small-cap  Growth 

343.7 

-17 

Mn  In^H 
nu  lUdU 

1  37t 

0  1 

BARON  SMALL  CAP 

Small-cap  Growth 

470.0 

65 

No  load 

1.39t 

2.2 

BERGER  100 

I) 

Large-cap  Growth 

f 

1566.5 

-9 

nu  lUdu 

1  30t 

16  2 

^RGER  GROWTH  &  INCOME  & 

c 

Large-cap  Growth 

C- 

347.3 

2 

nu  lUdu 

1  44t 

22  5 

BERGER  SMALL  COMPANY  GROWTH  A 

D 

Small-cap  Growth 

c 

670.2 

-15 

nu  lUdu 

1  4g-j^ 

3  2 

BERNSTEIN  EMERGING  MARKETS  VALUE 

Diversified  Emerging  Mkts. 

422.7 

25 

2,00* 

1  75 

-21  1 

BERNSTEIN  INTERNATIONAL  VALUE 

c 

Foreign 

B+ 

5147.5 

10 

No  load 

1.27 

11.0 

BNY  HAMILTON  LARGE  CAP  GROWTH  INST 

1  srQP-rsn  RIpnrt 

LCIIgC  Uap  DICIIU 

417.6 

12 

nu  lUdu 

NAt 

23  5 

BOSTON  1784  GROWTH  &  INCOME 

B 

Large-cap  Growth 

C 

579.1 

1 5 

Nn  In^ri 

11 U  lUdU 

0.90t 

22  7 

BOSTON  1784  GROWTH 

Mid-cap  Growth 

203  4 

-31 

Nn  Inari 
nu  lUdU 

0  91^ 

1  4 

BOSTON  1784  INTERNATIONAL  EQUITY 

Foreign 

446.2 

2 

nu  lUdu 

1 .24t 

12.5 

BRAMWELL  GROWTH 

Large-cap  Growth 

248.5 

66 

No  load 

1.66t 

34,5 

BRANDYWINE  BLUE 

c_ 

Miri-mn  Rrnwth 

c 

356.8 

-40 

Nn  ln;tri 

1 .06 

-1.0 

BRANDYWINE  X 

c- 

Mid-cap  Growth 

c 

4890.0 

-42 

Nn  InaH 

1 .04 

-0  7 

BRAZOS/JMIC  SMALL  CAP  GROWTH 

Small-cap  Growth 

382  6 

314 

Mn  InsH 
nu  lUdU 

1  35 

13  6 

BRINSON  GLOBAL  (EX-U.S.)  EQUITY  1  (f) 

C 

Foreign 

B+ 

487  5 

20 

Nn  In^iri 
nu  lUdu 

1  00 

14  4 

BRINSON  GLOBAL  N 

International  Hybrid 

578.5 

-7 

No  load 

1.1 9t 

8.0 

RRIN^nN  II  ^   pnillTY  1 

Large-cap  Diend 

691  2 

36 

Nn 

nu  lUdu 

0  80 

18.6 

BT  INVESTMENT  EQUITY  SOO  INDEX 

A 

Large-cap  Blend 

A 

873.3 

35 

Nn  Inarl 
nu  lUdu 

0.25 

28.6 

BT  INVESTMENT  INTL.  EQUITY 

C 

Foreign 

A 

1400  2 

144 

nu  lUdu 

1  50 

20  8 

CALDWELL  &  ORKIN  MARKET  OPP. 

A 

Domestic  Hybrid 

A 

374.6 

166 

2.00*i 

1.17 

22.4 

CALVERT  SOCIAL  INV.  BALANCED  A  (g) 

B 

Domestic  Hybrid 

C- 

674.1 

9 

4.75 

1.12t 

17.5 

Cikl  VPRT  WnDI  n  VAI  IIP  IMTI    rnlllTY  A 

rui  ctgll 

221  5 

10 

4  75 

1  76t 

16.1 

CAPITAL  INCOME  BUILDER  A 

B-f 

Domestic  Hybrid 

B 

9238  7 

1 8 

5  75 

0  65t 

118 

CAPITAL  WORLD  GROWTH  &  INCOME  A 

B 

World  Stock 

A 

Qcqc  q 

1 8 

5  75 

0  82t 

16.2 

CCB  EQUITY  (h) 

Large-cap  Blend 

227  4 

14 

4  50 

1  oot 

24.4 

CENTURY  SHARES  X 

C 

Financial 

D 

415.3 

0 

No  load 

0.82 

7.0 

Mid-cap  Blend 

p 

657  0 

-1 9 

nu  lUdu  ^ 

1  07 

10  3 

CGM  MUTUAL  X 

c- 

Domestic  Hybrid 

F 

942  0 

-2 1 

Mn  Insri 
nu  lUdU 

0  98 

8  2 

CGM  REALTY 

Real  Estate 

435.0 

-1 1 

Nn  Inart 

I1U  IU<3U 

1 .00 

-21 .2 

CHASE  VISTA  CAPITAL  GROWTH  A  (i) 

c 

Mid-cap  Blend 

C- 

769  8 

-1 2 

5  75 

1311 

5  5 

CHASE  VISTA  GROWTH  &  INCOME  A  (j) 

c 

Large  Value 

C- 

1602.0 

4 

5.75 

1.27t 

14.1 

Q 

Mid-cap  Growth 

375.2 

-33 

3  QOj 

1 .42 

-3.4 

CHICAGO  TRUST  BALANCED  A 

Domestic  Hybrid 

241  1 

25 

Nn  ln:iri 
nu  lUdu 

1 .07 1 

25.7 

CHICAGO  TRUST  GROWTH  &  INCOME 

A 

Large-cap  Growth 

B-i- 

428  2 

48 

Nn  ln:ir1 
nu  lUdu 

1 .07 1 

35.5 

CITIFUNDS  BALANCED  (k) 

c 

Domestic  Hybrid 

D 

236  4 

4 

Mn  In^H 

nu  lUdu 

1  02t 

7.8 

CITIFUNDS  LARGE  CAP  GROWTH  (1) 

B+ 

Large-cap  Growth 

B 

487,0 

87 

No  load 

1.05t 

37.2 

CITISELECT  FOLIO  300 

nnmpctir  Huhrirt 
Liuiiicoiiu  nyui  lu 

337  7 

-3 

Mn  InQfl 

nu  lUdu 

1  50t 

6.6 

CITISELECT  FOLIO  400 

Domestic  Hybrid 

396  3 

-16 

No  toad 

1  65t 

4.5 

CITIZENS  INDEX 

Large-cap  Growth 

437  9 

70 

Mn  InsH 

nu  lUdu 

1  59t 

42.8 

CLIPPER  X 

A 

Large-cap  Value 

A 

1 234  2 

50 

Nn  tnari 
nu  lUdu 

1 .08 

19.2 

COHEN  &  STEERS  REALTY  SHARES 

C- 

Real  Estate 

B 

2145.6 

-38 

No  load 

1.05 

-18.1 

COLONIAL  A 

B 

Domestic  Hybrid 

C- 

993.4 

7 

5.75 

1.14t 

13.1  1 

COLONIAL  SELECT  VALUE  A 

C 

Mid-cap  Blend 

B 

421.3 

19 

5.75 

1.03t 

14.4  1 

COLONIAL  SMALL  CAP  VALUE  A 

C- 

Small-nap  Blend 

C 

405.4 

45 

5.75 

1.42t 

-6.2  - 

COLONIAL  U.S.  GROWTH  &  INCOME  B  (m) 

B 

Large-cap  Blend 

C- 

782.2 

62 

5.00** 

2.16t 

19.2 

COLONIAL  UTILITIES  B  A 

B 

Utilities 

c 

777.3 

9 

5.00** 

1.97t 

21.3 

•Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  }Not  currently  accepting  new  accounts.  §Less  tfian  0.5%  of  assets,  NA=Not  available.  NM^ 
(f)  Formerly  Brinson  Non-U. S.  Equity  I.  (g)  Formerly  Calvert  Social  Investment  Mgd.  Grth.  A.  (h)  Formerly  111  Corcoran  Equity,  (i)  Formerly  Vista  Capital  Grovrth  A,  (j)  Form' 
&  Income  A.  (k)  Formerly  Landmark  Balanced  A.  (I)  Formerly  Landmark  Equity  A,  (m)  Formerly  Colonial  U.S.  Stock  B. 
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Equity  Funds 


UAL  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS 
ORETAX  AFTERTAX 


10  YEARS 
PRETAX  AFTERTAX 


RESULTS  VS 
ALL  FUNDS 


TURNOVER 


CASH 

% 


FOREIGN  P-E    UNTAXED    LARGEST  HOLDING 
%      RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR   %RET     QTR  %RET 


NA 

NA 

NA 

NA 

EI 

High 

6 

20 

31 

10 

Microsoft  (1) 

NA 

NA 

17.2 

15.0 

NA 

NA 

□D 

AV6r3g6 

1 

5 

24 

24 

MCI  WorldCom  (7) 

Low 

DZ  97 

18.0 

I  94 

-8.7 

800-345-2021 

17.8 

13.5 

NA 

NA 

□B 

High 

4 

1 

24 

-5 

Mercantile  Bancorp.  (5) 

Low 

n  97 

12.9 

III98 

-10.9 

800-345-2021 

7.4 

6.0 

17.7 

15.8 

□□□□ 

High 

8 

1 

38 

9 

Nova (GA) (3) 

Very  high 

IS  98 

22.7 

11198 

-30.3 

800-345-2021 

19.3 

15.2 

18.7 

15.9 

□BOD 

AV6r3g6 

4 

1 

44 

29 

S&P  500  Index  (Fut.)  (4) 

High 

IS  98 

20.5 

IB  95 

-8.4 

800-345-2021 

10.3 

7.9 

13.7 

11.6 

BDBB 

Average 

5 

1 5 

35 

12 

Mylan  Laboratories  (6) 

High 

IS  98 

1 7.7 

m  98 

-21 .2 

NA 

NA 

NA 

NA 

B 

High 

10 

93 

36 

26 

MarscholIek  Lautenschlager  (4) 

NA 

NA 

800-345-2021 

1 1.7 

9.6 

NA 

NA 

□□B 

High 

9 

99 

35 

18 

Novartis  (Reg.)  (2) 

Average 

I  98 

18.0 

11198 

-17.9 

800-345-2021 

19.3 

15.1 

17.1 

13.9 

Average 

5 

0 

40 

26 

General  Electric  (4) 

Average 

IS  98 

22.4 

11198 

-7.4 

800-345-2021 

!0.1 

17.4 

24.0 

22.1 

□DBD 

High 

2 

3 

41 

30 

MCI  WorldCom  (5) 

High 

IS  98 

23.0 

in  98 

-1 1.8 

800-345-2021 

5.2 

4.0 

1 1.5 

9.9 

□BDQ 

High 

8 

2 

35 

9 

Ascend  Communications  (4) 

Very  high 

in  94 

18.4 

in  98 

-27.5 

onn  o>fc  omi 

3.2 

1 1.9 

NA 

NA 

BBB 

Very  low 

3 

NA 

23 

42 

Duke  Energy  (5) 

Low 

IB  97 

12.9 

I  94 

-6.5 

800-343-3355 

7.3 

14.3 

15.2 

12.3 

BBBB 

Low 

24 

2 

26 

33 

Ameritech  (3) 

Very  low 

IB  98 

12.4 

ni  98 

-5.7 

800-421-4120 

4.2 

11.7 

14.0 

1 1 .2 

Lovi/ 

17 

3 

22 

30 

Schering-Plough  (5) 

Low 

I  98 

10.8 

ni  98 

-12.2 

800-231-4639 

NA 

NA 

NA 

NA 

4 

3 

31 

NA 

Pharmacia  &  Upjohn  (2) 

NA 

NA 

800-451-8382 

NA 

NA 

NA 

NA 

6 

2 

30 

NA 

Wal-Mart  Stores  (3) 

NA 

NA 

onn  /fci  0*300 

8.3 

16.0 

NA 

NA 

BQO 

Low 

3 

NA 

25 

40 

Century  Telephone  Entprs.  (6) 

Low 

IS  98 

23.4 

m  98 

-12.9 

800-292-7435 

6.0 

13.3 

13.5 

1 1.4 

QBQQ 

Low 

1 

NA 

23 

40 

Specialty  Equipment  (6) 

Low 

IS  98 

20.1 

m  98 

-15.6 

800-292-7435 

NA 

NA 

NA 

NA 

B 

High 

2 

96 

31 

16 

Union  BanK  Switz.  (Reg.)  (4) 

NA 

NA 

800-344-1770 

0.2 

17.5 

NA 

NA 

BOO 

High 

8 

NA 

41 

29 

Tyco  Intl.  (4) 

Average 

IB  98 

20.4 

m  98 

-9.5 

800-933-2852 

1.9 

18.6 

1 6.3 

13.5 

clClEiiS 

Low 

1 

1 

39 

51 

Cardinal  Health  (5) 

Low 

IB  98 

26.2 

m  98 

-9.5 

onn  /loo  OTCC 
800-4^2-2 /bo 

7.3 

16.1 

15.6 

14.2 

Very  low 

1 

9 

22 

23 

Chase  Manhattan  (3) 

Average 

IB  98 

14.1 

in  98 

-17.8 

800-422-2766 

9.9 

19.6 

16.9 

16  2 

□DOB 

Low 

2 

4 

38 

20 

Charles  Schwab  (8) 

High 

IB  98 

26.6 

ni  98 

-23.5 

800-992-2766 

NA 

NA 

NA 

NA 

B 

Low 

0 

3 

38 

31 

Choice  Hotels  Intl.  (10) 

NA 

NA 

800-992-2766 

NA 

NA 

NA 

NA 

2 

10 

33 

-5 

Iron  Mountain  (6) 

NA 

NA 

800-992-2766 

1.2 

7.8 

19.5 

16.9 

Ufl&Jci 

Very  high 

8 

1 

37 

20 

Cadence  Design  Systems  (6) 

High 

IS  98 

30.4 

m  98 

-19.4 

r\r\r\  ouil  •tnf\1 

800-333-1001 

%A 

1 1.5 

16.3 

14.2 

BOEIEI 

Very  high 

1 1 

6 

39 

19 

Microsoft  (3) 

Average 

IB  98 

20.9 

m  98 

-7.9 

800-333-1001 

5.3 

14.7 

NA 

NA 

High 

14 

5 

43 

23 

TSI  Intl.  Software  (2) 

High 

nZ  98 

26.6 

m  98 

-29.2 

800-333-1001 

NA 

NA 

NA 

NA 

□ 

Low 

5 

99 

16 

-67 

EDP  (5) 

NA 

NA 

212-756-4097 

9.8 

7.8 

NA 

NA 

BB 

Low 

2 

100 

24 

-1 

Banca  Commerc.  Italiana  (4) 

Average 

198 

18.6 

m  98 

-17.7 

212-756-4097 

NA 

NA 

NA 

NA 

5 

6 

37 

NA 

Pfizer  (4) 

NA 

NA 

800-426-9363 

1.8 

18.1 

NA 

NA 

□B 

Low 

g 

16 

41 

50 

Microsoft  (5) 

Average 

IS  98 

17.3 

m  98 

-12.8 

800-252-1784 

NA 

NA 

NA 

NA 

□ 

Average 

g 

22 

39 

24 

Aspect  Development  (6) 

NA 

NA 

800-252-1784 

NA 

NA 

NA 

NA 

High 

9 

100 

33 

21 

Glaxo  Wellcome  (4) 

NA 

NA 

800-252-1784 

NA 

NA 

NA 

NA 

n 

Average 

6 

4 

41 

40 

Computer  Sciences  (4) 

NA 

NA 

800-272-6227 

i.5 

13.1 

NA 

NA 

HOB 

Very  high 

2 

5 

44 

10 

Ascend  Communications  (6) 

High 

in  97 

19.9 

m  98 

-19.9 

800-656-3017 

1.6 

10.9 

18.2 

15.5 

OOOB 

BJBBUIBJBIIbA 

Very  high 

3 

6 

43 

12 

Ascend  Communications  (6) 

High 

m  97 

19.0 

m  98 

-18.9 

800-656-3017 

MA 

NA 

NA 

NA 

4 

3 

42 

12 

Bright  Horizons  Family  Sol.  (3) 

NA 

NA 

800-426-9157 

1.7 

8.4 

NA 

NA 

OB 

Low 

2 

100 

27 

12 

Royal  Dutch  Petroleum  (2) 

Average 

IS  98 

17.2 

in  98 

-13.7 

800-448-2430 

ik 

NA 

NA 

NA 

Average 

1 

30 

28 

0 

Brinson  Emg.  Mkt.  Debt  (5) 

NA 

NA 

800-448-2430 

llA 
'  1M 

NA 

NA 

NA 

n 
U 

Low 

1 

1 

29 

1 6 

Lockheed  Martin  (5) 

NA 

NA 

onn  AAQ  Oynn 
l3UU-44o-z4JU 

.9 

22.7 

NA 

NA 

eo 

Low 

8 

2 

33 

54 

Microsoft  (3) 

Low 

IB  98 

21.4 

ni98 

-9.9 

800-730-1313 

.8 

14.9 

NA 

NA 

BB 

Average 

9 

98 

31 

14 

Credito  Italiano  (2) 

Average 

198 

19.4 

m98 

-16.6 

800-730-1313 

.4 

16.2 

NA 

NA 

OBO 

Very  high 

54 

2 

37 

13 

Viacom  CI.  B  (4) 

Very  low 

IB  95 

11.0 

195 

-1.2 

800-237-7073 

.8 

9.7 

11.5 

9.0 

BQQB 

Very  high 

3 

4 

35 

-10 

Cardinal  Health  (2) 

Low 

IS  98 

12.4 

ffl98 

-6.5 

800-368-2748 

.6 

7.1 

NA 

NA 

OB 

Average 

8 

99 

26 

15 

Zurich  Allied  (3) 

Average 

15  98 

18.0 

m98 

-14.8 

800-368-2748 

.7 

12.4 

14.7 

12.6 

BBBB 

Low 

26 

41 

19 

25 

First  Union  (3) 

Very  low 

IS  96 

9.8 

194 

-5.8 

800-421-4120 

.4 

13.2 

NA 

NA 

BB 

Low 

17 

64 

25 

19 

Deutsche  Telekom  (2) 

Low 

IS  98 

15.0 

ni98 

-9.7 

800-421-4120 

lA 

NA 

NA 

NA 

Average 

3 

5 

32 

33 

General  Electric  (3) 

NA 

NA 

800-422-2080 

.6 

17.9 

18.2 

16.3 

QBBQ 

Very  low 

2 

NA 

21 

73 

Progressive  (9) 

Average 

n97 

19.9 

m98 

-17.4 

800-321-1928 

9.3 
7.1 
NA 
12.0 
8  14.2 


21.1  16.4 

13.8  10.7 
NA  NA 

19.9  18.2 
21.6  19.1 


OOBB 

BDOB 
B 

asiBB 

DBBB 


Very  high 
Very  high 

High 
Average 
Average 


10 
18 
NA 

3 
2 


22 
31 
20 
29 
31 


8 
0 
-18 
25 
25 


Nokia  CI.  A  ADR  (6) 
Philip  Morris  (7) 
SL  Green  Realty  (8) 
Liberty  Media  CI.  A  (3) 
Philip  Morris  (2) 


High 
Average 

Average 
Average 


IB  98  29.4 
IB  98  19.3 
NA 

IB  98  17.5 
IB  98  16.6 


ffl  98-21.7 
ffl  98-13.8 
NA 

m  98-19.6 
m  98-12.2 


800-345-4048 
800-345-4048 
800-345-4048 
800-348-4782 
800-348-4782 

800-525-3863 
800-992-8151 
800-992-8151 
800-721-1899 
800-721-1899 

800-846-5200 
800-846-5200 
800-223-7010 
800-776-5033 
800-437-9912 

800-426-3750 
800-426-3750 
800-426-3750 
800-426-3750 
800-426-3750 


4  9.9 

A  NA 

0  23.0 

0  8.0 

1  17.9 


NA 
NA 
NA 
NA 
NA 


NA 
NA 
NA 
NA 
NA 


BO 
O 
DD 

BOB 
BBEl 


High 
Low 
Low 
High 
Average 


4 
NA 
NA 

2 
1 


28 
39 
38 
24 
44 


22 
28 
40 
4 
26 


Jones  Apparel  Group  (3) 
Freddie  Mac  (2) 
EMC/Mass.  (4) 
AT&T  (3) 
Microsoft  (7) 


Very  high 

Average 

Low 
Average 


IS  98  24.7 
NA 

IB  98  23.7 
n97  12.3 
IS  98  22.6 


ffl  98-29.3 
NA 

ffl  98  -9.0 
ffl  98  -8.6 
ffl  98  -7.7 


|A  NA  NA  NA  B  3  24  25  9  National  Rural  Utils.  Coop.  (1)  NA  NA 

A  NA  NA  NA  B  4  34  23  9  National  Rural  Utils.  Coop.  (1 )  NA  NA 

|A  NA  NA  NA  □  Very  low      1  0  39  47  Microsoft  (8)  NA  NA 

3  18.0  17.6  14.7  BBDD  Low       36  5  23  14  Philip  Morris  (12)                  Low  n  97  14.2  194  ^.8 

[6  8.8  NA  NA  BB  Low        4  NA  23  0  Vornado  Realty  Trust  (7)         Average  IB  96  19.7  ffl  98-1 1.9 


9  13.0 

fB  16.9 

[ID  14.1 

^3  16.8 

1 1  12.8 


14.2  11.8 

16.7  13.7 

11.4  10.9 

NA  NA 

NA  NA 


BBBB 
BBOB 
□BOB 
BO 
OB 


Average 
Average 

Low 
Average 
Very  low 


3 
3 
11 
5 
1 


17 
NA 
0 
NA 

13 


22 
28 

19 
29 
26 


27 
33 
2 
26 
38 


Bristol-Myers  Squibb  (2) 
Kroger (3) 
aiogic  (2) 
Citigroup  (3) 
GTE  (4) 


Low 
Average 

High 
Average 

Low 


n97  15.6 

IS  98  19.7 

IS  98  18.7 

IS  98  21.4 

IS  97  14.7 


ffl  98  -7.5 
ffl  98-15.6 
ffl  98-26.1 
ffl  98-14.2 
194  -9.2 


DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 


MUTUAL  FUND  SCOREBOARD  ' 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1998  ReS 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

1 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

SMIL 

1997-98 

RATin  1°/  \ 

TAX 

1 

A 

Domestic  Hybrid 

A 

925.8 

17 

No  load 

0.68 

20  1 

COLUMBIA  COMMON  STOCK 

A 

Large-cap  Blend 

B-f 

■754.5 

-4 

No  load 

0.77 

26.3 

COLUMBIA  GROWTH 

B 

Large-cap  Growth 

B 

1 588.2 

20 

No  load 

0.71 

30.3 

COLUMBIA  SPECIAL  &. 

c- 

Mid-cap  Growth 

B 

869.0 

-30 

No  load 

0.98 

16.6 

CONCERT  INVMT.  GROWTH  &  INCOME  B  (n) 

Large-cap  Blend 

11914 

_^ 

c  nn** 

1  QQ+ 

18.1 

CUNl*fcK  1  InVta  1  MtN  1  UnUnln  B  [a) 

Large-cap  Blend 

4105.5 

2 

5.00** 

1.88t 

27.3 

± 

CRABBE  HUSON  EQUITY  A  (p) 

C- 

Mid-cap  Value 

F 

205.7 

-46 

No  load 

1.42t 

-8.8 

m 

DAVIS  FINANCIAL  A 

B+ 

Financial 

B 

460.7 

60 

4.75 

1.07t 

14.2 

DAVIS  N.Y.  VENTURE  A 

B 

Large-cap  Value 

c- 

6820.3 

47 

4.75 

0.91 1 

14.7 

I 

DELAWARE  A 

B+ 

Domestic  Hybrid 

B 

640  6 

1  0 
1  z 

D.ID 

17.4 

1 

DELAWARE  DECATUR  INCOME  A 

B 

Large-cap  Value 

C 

1947.0 

0 

5.75 

0.88t 

9.9 

DELAWARE  DECATUR  T/R  A 

B 

Large-cap  Value 

c 

1014.4 

13 

5.75 

1.13t 

10.6 

i 

DELAWARE  DELCAP  A 

D 

Mid-cap  Growth 

c 

674.4 

-10 

5.75 

1.36t 

17.7 

DELAWARE  SMALL  CAP  VALUE  A 

c 

Small-cap  Value 

c 

282.2 

0 

5.75 

1.39t 

-5.1 

DELAWARE  TREND  A 

o 

Small-cap  Growth 

B 

—  1  1 

1 .34t 

13.6 

DrA  INTERNATIONAL  SMALL  COMPANY 

Foreign 

272.7 

34 

No  load 

0.75 

8.2 

DODGE  &  COX  BALANCED 

B+ 

Domestic  Hybrid 

B 

5770.0 

14 

No  load 

0.55 

6.7 

DODGE  &  COX  STOCK 

B 

Large-cap  Value 

c 

4458.4 

9 

No  load 

0.57 

5.4 

DOMINI  SOCIAL  EQUITY 

A 

Large-cap  Blend 

A 

635.8 

1 1 1 

No  load 

1.17t 

33.0 

DREYFUS 

c- 

Large-cap  Value 

F 

^39 1 .  1 

—  1 

no  loaa 

n  71 

17.2 

UKtirUz*  AKf Kti*IA  1  lUN 

A 

Large-cap  Growth 

A 

4168.9 

1 1 1 

No  load 

0.87 

30.9 

i  I 

DREYFUS  BALANCED 

B+ 

Domestic  Hybrid 

B 

322.1 

-13 

No  load 

0.96 

9.7 

; 

DREYFUS  DISCIPLINE  STOCK  X 

B+ 

Large-cap  Blend 

B 

2817.6 

71 

No  load 

0.90t 

26.6 

DREYFUS  GROWTH  &  INCOME 

c 

Large-cap  Value 

D 

1777.5 

-9 

No  load 

1.01 

12.8 

DREYFUS  GROWTH  OPPORTUNITY 

c 

Large-cap  Value 

o 

469  4 

—6 

nu  lUdu 

1  .uo 

16.1 

;  1 

DREYFUS  MIDCAP  INDEX 

C 

Mid-cap  Blend 

C 

273.0 

6 

1.00* 

0.50 

18.4 

:  I 

DREYFUS  NEW  LEADERS 

c- 

Mid-cap  Blend 

c- 

691.5 

-20 

1.00* 

1.12 

-4.0 

DREYFUS  PREMIER  CORE  VALUE  A  (q) 

c 

Large-cap  Value 

D 

556.2 

-5 

5.75 

1.14t 

7.1 

1  1 

DREYFUS  PREMIER  WORLDWIDE  GROWTH  B 

B-f 

World 

A 

658.5 

121 

4.00** 

2.00t 

27.7 

1 1 

DREYFUS  S&P  500  INDEX 

A 

Large-cap  Blend 

B-f 

£  1  3  J.  t 

3U 

1  nn* 

n  E;n 

28.1 

i 

DREYFUS  SMALL  COMPANY  VALUE 

C 

Small-cap  Value 

C 

327.4 

-19 

1.00* 

1.21 

-6.3 

1 14 

DREYFUS  THIRD  CENTURY 

C 

Large-cap  Growth 

c 

1049.0 

30 

No  load 

0.97 

30.2 

1 1) 

DRIEHAUS  INTERNATIONAL  GROWTH 

Foreign 

222.3 

22 

No  load 

2.1 1 

15.2 

EATON  VANCE  BALANCED  A  (r) 

B-f 

Domestic  Hybrid 

c 

271.2 

3 

5.75 

0.97 

13.4 

i  il 

EATON  VANCE  TAX-MGD.  GROWTH  B  A 

Large-cap  Blend 

c  nn** 

24.5 

N 

EATON  VANCE  UTILITIES  A  (SJ 

C 

Utilities 

D 

409.3 

12 

5.75 

1.13 

23.6 

I  1 

ENTERPRISE  GROWTH  A  X 

B-f 

Large-cap  Growth 

B 

827.6 

95 

4.75 

1.43t 

30.9 

1  a 

EUROPACIFIC  GROWTH  & 

c 

Foreign 

A 

20797.9 

10 

5.75 

0.86t 

15.5 

s 

EVERGREEN  B 

Mid-cap  Blend 

727.7 

32 

5.00** 

2.19t 

6.2 

« 

EVERGREEN  BALANCED  B  (t)  &. 

B-f 

Domestic  Hybrid 

c 

c  nn** 

1 

1  t 

12.7 

10. 

EVERGREEN  FOUNDATION  B 

Domestic  Hybrid 

1372.2 

47 

5.00** 

2.04t 

11.1 

N 

EVERGREEN  GROWTH  &  INCOME  B 

Mid-cap  Blend 

1014.0 

41 

5.00'* 

2.21 1 

4.4 

t 

EVERGREEN  SMALL  CO.  GROWTH  B  (u) 

D 

Small-cap  Growth 

218.7 

-84 

5.00** 

1.36t 

-17.0 

!  1, 

EVERGREEN  TAX  STRATEGIC  B 

Domestic  Hybrid 

248.0 

88 

5.00** 

2.18t 

5.0 

« 

EVERGREEN  VALUE  A  & 

c 

Large-cap  Value 

c- 

ARI  1 
HO  I .  / 

1  Q 

9.5 

11) 

EXCELSIOR  BLENDED  EQUITY  A 

B 

Large-cap  Blend 

C 

665.0 

23 

No  load 

0.99 

28.7 

11! 

EXCELSIOR  INTERNATIONAL 

o 

Foreign 

C- 

230.1 

29 

No  load 

1.43 

7.9 

5.1 

EXCELSIOR  VALUE  &  RESTRUCT.  A 

B 

Mid-cap  Blend 

B-f 

597.1 

160 

No  load 

0.89 

10.3 

as 

EXECUTIVE  INVESTORS  BLUE  CHIP 

B-f 

Large-cap  Blend 

B 

419.5 

0 

4.75 

0.75t 

17.8 

II! 

EXPEDITION  EQUITY  INSTITUTIONAL 

Large-cap  Blend 

-3 1 Q  n 

no  1030 

1  nn 

28.5 

1  HI 

FAM  VALUE  X 

B 

Small-cap  Value 

A 

357.7 

8 

No  load 

1.24 

6.2 

1  \^ 

FASCIANO  X 

B 

Small-cap  Growth 

A 

233.2 

318 

No  load 

1.30 

7.2 

i  IgQ 

FEDERATED  AMERICAN  LEADERS  B 

Large-cap  Value 

1620.7 

72 

5.50** 

1.89t 

16.6 

'  M 

FEDERATED  EQUITY-INCOME  B  AL 

Large-cap  Blend 

1224.1 

47 

5.50** 

1.84t 

14.9 

M 

FEDERATED  GROWTH  STRAT.  A 

C- 

Mid-cap  Growth 

B 

601 .5 

23 

5.50 

1.14 

16.3 

FEDERATED  SMALL  CAP  STRAT.  B 

Small-cap  Blend 

234.2 

22 

5.50** 

2.19t 

0.9 

u 
^ 

FEDERATED  STOCK  &  BOND  A 

B-f 

Domestic  Hybrid 

B 

206.2 

23 

5.50 

1.21t 

1 1.2 

FEDERATED  STOCK  A 

B-f 

Large-cap  Value 

B-f 

1534.2 

26 

No  load 

0.99 

17.3 

11,4 

FEDERATED  UTILITY  A 

Utilities 

809.8 

4 

5.50 

1.14 

13.7 

in 

FIDELITY  ADVISOR  BALANCED  T  A 

Domestic  Hybrid 

Q 

2997.2 

0 

3.50 

1  17  + 
I.]  /T 

15.5 

j.t 

FIDELSTV  ADVISOR  EQUITY  GROWTH  T 

B 

Large-cap  Growth 

B 

5194.8 

25 

3.50 

1.29t 

38.7 

FIDELIT\  ADVISOR  EQUITY  INCOME  T 

B 

Large-cap  Value 

B 

2637.0 

17 

3.50 

1.21t 

16.1 

U.J 

FIDELITY  -'■DVISOR  GROWTH  &  INCOME  T 

Large-cap  Blend 

399.6 

176 

3.50 

1.59t 

30.3 

U 

FIDELITY  >  DVISOR  GROWTH  OPP.  T  X 

B+ 

Large-cap  Value 

B+ 

24823.6 

18 

3.50 

1.27t 

24.0 

13.1 

FIDELITY  Al'VISOR  MIDCAP  T 

Mid-cap  Blend 

367.2 

8 

3.50 

1.44t 

14.4 

m 

FIDELITY  ADVISOR  NATURAL  RES.  T 

D 

Natural  Resources 

C 

279.5 

-45 

3.50 

I.39T 

-16.3 

FIDELITY  ADVISOR  OVERSEAS  T. 

C- 

Foreign 

B 

1138.1 

3 

3.50 

1.65t 

11.3 

a 

FIDELITY  ADVISOSt  S  i  RAT.  OPP.  T 

C- 

Small-cap  Blend 

C 

444.8 

-15 

3.50 

1.231 

0.8 

1.8 

FIDELITY  ASSET  MAN.iVSER 

B 

Domestic  Hybrid 

C- 

12879.2 

6 

No  load 

0.74 

16.1 

15 

FIDELITY  ASSET  MAf>)^'CER:  GROWTH 

C 

Domestic  Hybrid 

D 

5119.9 

10 

No  load 

0.80 

18.1  J 

111 

*  includes  redemption  fee.  *  ■  in  ludes  deferred  sales  charge.  1 12(b)- 1  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  N 
(n)  Formerly  Common  Sense  wth  &  Income  B  (o)  Formerly  Common  Sense  Growtti  B.  (p)  Formerly  Crabbe  FHuson  Equity  Prim,  (q)  Formerly  Dreyfus  Core  Value  Inv.  (r) 
tional  Investors,  (s)  Formerly  E.  i^raditional  Total  Return,  (t)  Formerly  Keystone  Balanced  K-1.  (u)  Formerly  Keystone  Small  Company  Grov^th  S-4, 


Equity  Funds 


lAL  TOTAL  RETURNS  {%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS  10  YEARS     RESULTS  VS.  TURNOVER   CASH   FOREIGN  P-E    UNTAXED    LARGEST  HOLDING  

fiETAX  ARERTAX    PROAX  ARERTAX    ALL  FUNDS  %       %      RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR   %RET     QTR  %RET 


4.8  12.2 

■0.6  17.7 

■1.3  18.2 

4.5  1 1 .4 

NA  NA 


NA  NA 

NA  NA 

18.8  15.4 

16.8  14.1 

NA  NA 


an 
BBoa 
BaaB 

B 


High  1 

Average  2 

High  1 

High  16 

Average  1 

High  5 

High  5 

Very  low  1 

Very  low  4 

Average  3 

Average  2 

Average  4 

High  9 

Average  4 

High  6 


2  37 

1  37 
NA  42 

2  41 
7  29 


17 
29 
39 
30 
7 


Microsoft  (3) 
Microsoft  (4) 
Microsoft  (4) 
American  Stores  (5) 
Dell  Computer  (3) 

MCI  WorldCom  (3) 
Amgen  (4) 

American  Express  (7) 
American  Express  (6) 
Rite  Aid  (4) 


Very  low 

Low 
Average 

High 


IS  98  12.9 
13  98  23.3 
IS  98  25.6 
12  98  23.2 
NA 


mge  -^.8 

in  98-1 1.5 
ffl  98-14.6 
m  98-12.8 
NA 


800-547-1707 
800-547-1707 
800-547-1707 
800-547-1707 
800-544-5445 


k  NA  NA 

0.0  7.6 

5.5  23.9 
1.8  20.1 

5.6  12.7 


NA  NA 

NA  NA 

NA  NA 

20.4  18.0 

14.4  11.6 


D 

□BQ 

□aa 
ooon 

BBBB 


36 
24 
23 
25 
28 


6 
0 
74 
26 
24 


High 
Average 
Average 
Very  low 

Low 
Low 
High 
Average 
High 


NA 

0  97  18.8 
IS  98  20.1 
12  98  21.4 
12  S8  15.1 


NA 

in  98-19.9 
ffl  98-15.9 
ffl  98-14.4 
ffl  98  -5.5 


800-544-5445 
800-541  -9732 
800-279-0279 
800-279-0279 
800-523-4640 


7.7  13.5 

B.8  15.3 

3.4  9.6 

2.1  10.2 

4.0  11.3 


13.9  10.2 

15.2  12.0 

14.7  12.4 

15.4  13.6 

19.0  15.7 


□BBB 
BBBB 
□BBB 
BOOB 
□□DB 


10 
10 
NA 
NA 
3 


27 
27 
43 
20 
45 


5 
12 
24 
21 
24 


Bestfoods  (3) 
Bestfoods  (3) 
Staples  (5) 
Trigon  Healthcare  (2) 
EMC/Mass.  (4) 


n97  13.7 
n97  15.3 
IB  98  24.7 
n97  15.3 
12  98  22.9 


ffl  98  -9.8 
ffl  98-10.9 
ffl  98-16.3 
ffl  98-16.0 
ffl  98-15.8 


800-523-4640 
800-523-4640 
800-523-4640 
800-523-4640 
800-523-4640 


NA 

NA 

NA 

NA 

4 

NA 

NA 

21 

NA 

NA 

NA 

310-395-8005 

\.2 

12.2 

14.1 

12.1 

BBBB 

Low 

4 

9 

24 

13 

ALCOA  (2) 

Very  low 

0  97 

11.0 

ffl  98 

-7.9 

800-621-3979 

!.3 

16.5 

16.1 

14.3 

BBQB 

Low 

5 

9 

24 

18 

Pharmacia  &  Upjohn  (3) 

Average 

n97 

15.4 

ffl  98 

-14.3 

800-621-3979 

».3 

23.8 

NA 

NA 

oao 

Very  low 

1 

0 

34 

32 

Microsoft  (6) 

Low 

IS  98 

24.6 

m98 

-9.8 

800-762-6814 

!.2 

7.9 

11.8 

8.5 

BQBB 

Very  high 

3 

4 

25 

22 

General  Electric  (3) 

Average 

IS  98 

20.3 

m98 

-12.9 

800-373-9387 

.6  24.1 

.3  10.6 

.1  21.0 

.2  9.2 

.5  10.0 


18.5  17.5 

NA  NA 

19.9  17  9 

NA  NA 

12.0  8.6 


Booa 

BQ 
QBOa 

BB 
□□BB 

don 

BDBD 
□BflB 
BD 

Ban 

dm 

BQBD 

BBBB 

a 


Very  low  4 

Very  high  1 2 

Average  1 

High  14 

High  4 


31 
27 
32 
26 
26 


32 
7 
25 
14 
24 


Pfizer  (6) 
Biogen  (2) 
Microsoft  (3) 
Biogen  (3) 
Coastal  (3) 


Low 
Very  low 
Average 
Average 
Average 


IS  98  20.5 

IS  98  10.8 

IB  98  22.6 

IB  98  18.5 

IS  98  20.5 


ffl  98-10.2 
ffl  98  -7.1 
ffl  98-12.2 
ffl  98-1 1.7 
ffl  98-1 1.4 


800-373-9387 
800-373-9387 
800-373-9387 
800-373-9387 
800-373-9387 


15.4 
9.6 
12.6 
19.6 
21.8 


NA  NA 

14.2  11.7 

13.6  9.6 

NA  NA 

NA  NA 


Low  8  0  31  15  America  Online  (3)              Average  12  98  27.8  ffl  98-14.6  800-373-9387 

Average  11  4  29  26  Metromedia  Fiber  Net  CI.  A  (2)   High  n97  17.8  ffl  98-20.4  800-373-9387 

Average  2  8  23  13  Waste  Management  (2)         Average  n  97  15.3  ffl  98-14.6  888-338-8084 

Very  low  8  38  30  25  Pfizer  (5)                           Low  12  98  19.9  ffl  98-13.0  800-554-4611 

Very  low  3  2  33  38  Microsoft  (3)                       Low  IB  98  21.3  ffl  98-10.1  800-373-9387 


14.3 
17.6 

NA 
11.4 

NA 


NA  NA 

16.8  14.2 

NA  NA 

13.3  9.9 

NA  NA 


High        1  2  23  -7  Emmis  Broadcasting  CI.  A  (2)  Average  12  98  24.6  ffl  98-27.2  800-373-9387 

Average      4  NA  36  35  Merck  (4)                        Average  12  98  24.3  ffl  98-1 1.4  800-373-9387 

6  100  36  7  Nokia  CI.  A  ADR  (3)  NA  NA  800-560-6111 

3  13  33  21  Sofamor/Danek  Group  (3)       Very  low  0  97  11.2  ffl  98  -5.2  800-225-6265 

6  6  36  16  Automatic  Data  Processing  (2)  NA  NA  800-225-6265 


Low 
Very  low 

High 

Low 

Low 

Very  low  18 

Average  4 

Very  low  1 1 

Low  15 

High  8 

Average  1 

Average  9 

Low  0 

High  6 

Low  -2 

High  12 
1 


8.8 
24.5 
9.6 
NA 
10.7 


12.8  9.6 

20.3  18.1 

13.3  11.9 

NA  NA 

12.1  9.5 


BBQQ 
BBOa 
BDBB 
B 

BQBB 


3 
4 
14 


30  26  33  Energis(17)  Low  12  98  14.4  1  94  -7.7  800-225-6265 

NA  40  31  Bristol-Myers  Squibb  (4)  Average  12  98  26.8  ffl  98-14.0  800-432-4320 

100  27  24  Mannesmann  (3)  Average  IB  98  17.9  ffl  98-13.6  800-421-4120 

1  27  44  Clear  Channel  Communs.  (4)  NA  NA  800-343-2898 

1  33  24  Johnson  &  Johnson  (2)  Very  low  fl  97  10.4  1  94  -4.4  800-343-2898 


NA 
NA 

1.9 
NA 
13.7 


NA  NA 

NA  NA 

13.6  10.3 

NA  NA 

14.8  11.9 


B 
B 

aOBQ 
B 

BQBB 


29 
28 
30 
25 
30 


24 
21 
-13 
8 
28 


Intel  (3) 

Webster  Financial  (1 ) 
DeVry (2) 
Perkin-Elmer  (1) 
General  Electric  (3) 


Very  high 
Average 


NA 
NA 

n97  17.9 
NA 

n97  11.7 


NA 
NA 

ffl  98  -29.4 
NA 

ffl  98  -9.2 


800-343-2898 
800-343-2898 
800-343-2898 
800-343-2898 
800-343-2898 


19.2 
5.1 
20.5 
17.2 
NA 


18.1 
6.9 
NA 
NA 
NA 


16.6 
6.1 
NA 
NA 
NA 


BBBD 

aa 

□QB 


99 
12 
3 
NA 


33 
27 
28 
33 
36 


55 
13 
15 
9 
25 


Pfizer  (5) 

Brambles  Industries  (3) 
Philip  Morris  (3) 
General  Electric  (3) 
McKesson  (4) 


Average 
High 

Average 
Low 


nZ98  22.4 
12  98  16.3 
12  98  22.9 
12  98  19.7 
NA 


ffl  98-12.1 
ffl  98-14.9 
ffl  98-20.5 
m98-13.1 
NA 


800-446-1012 
800-446-1012 
800-446-1012 
800-423-4026 
800-922-2085 


14.8 
16.0 
NA 
NA 
14.0 


16.0  15.0 

15.6  14.1 

NA  NA 

NA  NA 

15.8  12.8 


OBBB 

aaoB 

Q 

B 

OQBB 


Very  low  12 

Average  20 

Average  1 

Average  4 

High  3 


NA 
NA 

5 
5 
3 


18 
27 
26 
27 
42 


38 
5 
13 
16 
25 


Conmed  (6) 
Pulitzer  Publishing  (4) 
PECO  Energy  (3) 
Bristol-Myers  Squibb  (2) 
America  Online  (2) 


Low 
Average 


High 


ffl  97  17.0 
0  97  14.3 
NA 
NA 

IB  98  27.3 


ffl  98-15.2 
ffl  98-13.4 
NA 
NA 

ffl  98-20.3 


800-932-3271 
800-848-6050 
800-341-7400 
800-341-7400 
800-341-7400 


NA 

10.8 
17.4 
10.2 
8.8 


NA 
11.8 


NA 

9.0 


16.2  13.0 
14.0  11.2 
13.4  11.1 


□ 

BQBB 
BBDEl 
BBGIB 
BBQB 

da 

DB 

ODBO 
B 


High  3  2  30  12  S&P  500  Index  (Fut.)  (6)  NA  NA  800-341-7400 

Average  4  6  26  13  Federated  High-Yield  (4)        Very  low  0  97  1  0.5  ffl  98  -5.2  800-341-7400 

Average  1  6  26  24  Lexmark  International  CI.  A  (2)    Low  IS  98  16.5  ffl  98-1 1.3  800-341-7400 

High  11  3  22  19  PECO  Energy  (3)                   Low  IB  97  12.9  194  -7.2  800-341-7400 

Average  5  9  29  21  American  Home  Products  (2)      Low  0  97  12.6  ffl  98  -5.9  800-522-7297 


20.4 
17.3 

NA 
19.1 

NA 


NA  NA 

NA  NA 

NA  NA 

20.2  18.3 

NA  NA 


High  6 

Average  3 

Average  1 0 

Low  7 

Very  high  8 


2 
8 
6 
12 
1 


38 
24 
33 
29 
30 


36 
29 
15 
2 
16 


Johnson  &  Johnson  (3) 
Citicorp  (3) 
Time  Warner  (3) 
Fannie  Mae  (5) 
McKesson  (3) 


Average 
Low 

Low 


IB  98  24.1 
12  98  17.8 
NA 

12  98  20.5 
NA 


ffl  98  -6.0 
ffl  98-12.3 
NA 

ffl  98  -7.7 
NA 


800-522-7297 
800-522-7297 
800-843-3001 
800-522-7297 
800-522-7297 


4.6  11.9  9.8  QDilQ  High  5  29  23  -24  Total  CI.  B  ADR  (6)                 High  ffl  97  14.2  IS  97-13.2  800-522-7297 

8.2  NA  NA  BDB  Average  8  98  24  -2  Alcatel  Alsthom  (2)  Average  12  98  17.3  ffl  98-17.8  800-522-7297 

8.6  13.0  10.6  BBBB  High  1  6  20  17  Whole  Foods  Market  (8)          High  ffl  97  18.1  ffl  98-18.0  800-522-7297 

9.5  13.9  11.6  BBQB      High  13  2  34  14  Philip  Morris  (2)                   Low  12  98  14.1  ffl  98  -5.8  800-544-8888 

12.0  NA  NA  ElB      High  6  NA  31  16  BellSouth  (5)                      Low  12  98  16.1  ffl  98  -8.2  800-544-8888 


DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1998  Rl 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

OF EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

$MIL, 

1997-93 

CHARGE  (%) 

RATIO  (%) 

TAX 

FIDELITY  ASSET  MANAGER:  INCOME 

A 

Domestic  Hybrid 

B+ 

940.8 

37 

No  load 

0.69 

10.3 

FIDELITY  BALANCED 

B 

Domestic  Hybrid 

C 

5316.4 

24 

No  load 

0.67 

20.2 

FIDELITY  BLUE  CHIP  GROWTH 

B+ 

Large-cap  Blend 

B 

19904.1 

48 

No  load 

0.70 

34.8 

FIDELITY  CAPITAL  APPRECIATION 

C 

Mid-cap  Blend 

C 

2602.3 

23 

No  load 

0.67 

17.0 

FIDELITY  CONTRAFUND 

B+ 

Large-cap  Blend 

C 

38821.3 

26 

3.00 1 

0.67 

31.5 

FIDELITY  DESTINY  1  X 

A 

Large-cap  Value 

B+ 

7365.3 

20 

8.67 

0.33 

25.6 

FIDELITY  DESTINY  II  & 

B+ 

Large-cap  Value 

B+ 

4997.0 

31 

8.67 

0.48 

28.1 

FIDELITY  DISCIPLINED  EQUITY  X 

Large-cap  Blend 

C- 

3145.4 

23 

No  load 

0.64 

21.8 

FIDELITY  DIVERSIFIED  INTERNATIONAL            '  t 

Foreign 

A 

2156.9 

40 

No  load 

1.23 

14.4 

FIDELITY  DIVIDEND  GROWTH 

Large-cap  Blend 

A^ 

10368.6 

131 

No  load 

0.86 

35.9 

FIDELITY  EMERGING  GROWTH 

C- 

Mid-cap  Growth 

B 

2897.0 

46 

0.75* 

1.05 

43.3  "B 

FIDELITY  EMERGING  MARKETS 

F 

Diversified  Emerging  Mkts. 

F 

270.4 

-39 

4.50* 

1.35 

-26.6  1' 

FIDELITY  EQUITY-INCOME 

B 

Large-cap  Value 

C 

23707.4 

12 

No  load 

0.65 

12.5  a 

FIDELITY  EQUITY-INCOME  II 

B+ 

Large-cap  Value 

B 

19453.7 

15 

No  load 

0.68 

23.0  p 

FIDELITY  EUROPE  CAPITAL  APPREC. 

C 

Europe 

C- 

689.9 

86 

4.00* 

1.07 

21.7  § 

FIDELITY  EUROPE  & 

B 

Europe 

B 

1622.6 

71 

4.00* 

1.18 

20.8 

FIDELITY  EXPORT  &  MULTINATIONAL  & 

Mid-cap  Growth 

411.9 

-11 

3.75* 

0.88 

22.4 

FIDELITY  FREEDOM  2000 

Domestic  Hybrid 

502.1 

517 

No  load 

0.08 

15.2 

FIDELITY  FREEDOM  2010 

Domestic  Hybrid 

914.3 

642 

No  load 

0.08 

19.3 

FIDELITY  FREEDOM  2020 

Large-cap  Blend 

859.6 

923 

No  load 

0.08 

21.7 

FIDELITY  FREEDOM  2030 

Large-cap  Blend 

282.4 

395 

No  load 

0.08 

22.0 

FIDELITY 

A 

Large-cap  Blend 

B-i- 

10563.2 

62 

No  load 

0.56 

31.0 

FIDELITY  GROWTH  &  INCOME 

A 

Large-cap  Blend 

A 

48639.8 

33 

No  loadt 

0.68 

28.3 

FIDELITY  GROWTH  COMPANY 

C 

Large-cap  Growth 

C- 

11440.4 

9 

No  load 

0.68 

27.2 

FIDELITY  INTL.  GROWTH  &  INCOME  &. 

C- 

Foreign 

B+ 

871.0 

-15 

No  load 

1.15 

10.0 

FIDELITY  INTERNATIONAL  VALUE 

Foreign 

435.8 

12 

No  load 

1.28 

11.7 

FIDELITY  JAPAN  & 

F 

Japan 

312.5 

45 

4.50* 

1.40 

13.1 

FIDELITY  LARGE  CAP  STOCK  & 

Large-cap  Growth 

317.0 

127 

No  load 

0.84 

36.5 

FIDELITY  LATIN  AMERICA 

F 

Latin  America 

C- 

307.0 

-64 

4.50* 

1.29 

-38.3 

FIDELITY  LOW-PRICED  STOCK 

B 

Small-cap  Value 

B+ 

9194.9 

-14 

4.50*  t 

0.95 

0.4 

FIDELITY  MAGELLAN 

C 

Large-cap  Blend 

C- 

83552.1 

31 

3.00* 

0.81 

33.6 

FIDELITY  MID-CAP  STOCK 

Mid-cap  Blend 

1784.5 

1 

No  load 

0.86 

15.2 

FIDELITY  NEW  MILLENNIUM 

C 

Mid-cap  Growth 

B+ 

1683.7 

8 

3.00 1 

0.94 

27.7 

FIDELITY  OTC 

C 

Mid-cap  Growth 

8+ 

5476.4 

42 

No  load 

0.75 

40.4 

FIDELITY  OVERSEAS 

c- 

Foreign 

B 

3846.5 

4 

No  load 

1.20 

12.8 

FIDELITY  PACIFIC  BASIN  A 

F 

Diversified  Pacific/Asia 

B 

227.4 

6 

4.00* 

1.31 

8.3 

FIDELITY  PURITAN 

B+ 

Domestic  Hybrid 

B 

25682.3 

13 

No  load 

0.63 

16.6 

FIDELITY  REAL  ESTATE  INVESTMENT  A 

C- 

Real  Estate 

C 

1239.3 

^8 

0.75* 

0.90 

-18.6 

FIDELITY  RETIREMENT  GROWTH 

C 

Large  Blend 

D 

4946.2 

26 

No  load 

0.59 

35.9 

FIDELITY  SEL.  BIOTECHNOLOGY  A 

D 

Health 

C- 

704.4 

28 

3.75* 

1.47 

29.7 

FIDELITY  SEL.  BROKERAGE  &  INVESTMENT  A  C- 

Financial 

F 

550.5 

-15 

3.75* 

1.29 

5.7 

FIDELITY  SEL.  COMPUTERS 

Technology 

B 

1514.4 

166 

3.75- 

1.34 

96.4       I  J! 

FIDELITY  SEL.  DEVELOP.  COMMUN.  A 

D 

Communications 

D 

445.3 

119 

3.75* 

1.55 

67.7       !  II 

FIDELITY  SEL.  ELECTRONICS  A  - 

Technology 

B 

2722.8 

18 

3.75* 

1.12 

51.1  l!i 

FIDELITY  SEL.  ENERGY  SERVICE  A 

F 

Natural  Resources 

D 

394.1 

-65 

3.75* 

1.22 

-49.7       !  S 

FIDELITY  SEL.  FINANCIAL  SERVICES  A 

C 

Financial 

C- 

597.3 

9 

3.75* 

1.29 

14.1 

FIDELITY  SEL.  FOOD  &  AGRICULTURE 

B+ 

Unaligned 

A 

233.6 

-24 

3.75* 

1.48 

15.6  H 

FIDELITY  SEL.  GOLD  (v) 

F 

Precious  Metals 

C 

201.7 

-5 

3.75* 

1.48 

-8.6  4 

FIDELITY  SEL.  HEALTH  CARE  ,^  

Health 

B+ 

3032.1 

86 

3.75* 

1.18 

41.2  I 

FIDELITY  SEL.  HOME  FINANCE 

C 

Financial 

D 

990.3 

-40 

3.75* 

1.19 

-14.8  111 

FIDELITY  SEL.  LEISURE 

C 

Unaligned 

B+ 

315.4 

38 

3.75* 

1.39 

37.9  illl 

FIDELITY  SEL.  REGIONAL  BANKS  A 

B 

Financial 

C 

1178.5 

-13 

3.75* 

1.24 

11.7  i!(,S 

FIDELITY  SEL.  RETAILING 

C 

Unaligned 

B 

362.1 

89 

3.75* 

1.55 

45.8  ill4 

FIDELITY  SEL.  SOFTWARE  &  COMPUTERS  ' 

Technology 

C- 

656.2 

54 

3.75* 

1.42 

45.8  l!l,S 

FIDELITY  SEL.  TECHNOLOGY  .  

Technology 

C 

1061.3 

102 

3.75* 

1.30 

74.2  !M 

FIDELITY  SEL.  TELECOMMUNICATIONS  A  

Communications 

c 

810.6 

84 

3.75* 

1.48 

41.0  Uli 

FIDELITY  SEL.  UTILITIES  GROWTH  A 

B+ 

Utilities 

B+ 

504.1 

40 

3.75* 

1.30 

43.1  llJo 

FIDELITY  SMALL  CAP  SELECTOR  (w) 

D 

Small-cap  Blend 

C- 

748.0 

-9 

1.50* 

0.97 

-7.4      1 1] 

FIDELITY  SOUTHEAST  ASIA 

F 

Pacific/Asia  ex-Japan 

C 

235.2 

-11 

4.50* 

1.32 

-5.8  ^  -IM 

FIDELITY  SPARTAN  MARKET  INDEX 

A 

Large-cap  Blend 

B+ 

7149.9 

85 

0.50* 

0.19 

28.5     I  as 

FIDELITY  STOCK  SELECTOR  v 

Large-cap  Blend 

D 

1747.0 

-8 

No  load 

0.69 

14.7  It.i 

FIDELITY  TREND  A   

Mid-cap  Blend 

F 

1 198.4 

-16 

No  load 

0.59 

2.8  U 

FIDELITY  UTILITIES  A 

B+ 

Utilities 

B+ 

2128.5 

25 

No  load 

0.85 

28.5  is; 

FIDELITY  VALUE 

C 

Mid-cap  Value 

C 

5522.6 

-30 

No  load 

0.61 

0.2  !|| 

FIDELITY  WORLDWIDE 

C- 

World 

C 

1013.6 

-12 

No  load 

1.16 

7.2  1.! 

FIFTH  THIRD  CARDINAL  A  (x) 

B 

Large-cap  Blend 

C 

253.1 

-15 

4.50 

1.06t 

24.2  li, 

FIRST  AMERICAN  MID  CAP  GROWTH  A  (y) 

C- 

Mid-cap  Growth 

C 

213.0 

-19 

4.00 

1.18t 

10.6  l!5 

FIRST  AMERICAN  STRATEGIC  GROWTH  &  INC. 

Domestic  Hybrid 

212.6 

9 

No  load 

0.25 

7.7  1, 

FIRST  EAGLE  FUND  OF  AMERICA  Y  X 

B+ 

Mid-cap  Value 

B+ 

456.5 

70 

No  load 

1.70 

21.0  11,0 

FIRST  INVESTORS  BLUE  CHIP  A 

B 

Large-cap  Blend 

C- 

418.2 

IS 

6.25 

1.44t 

18.1  1(3 

•Includes  redemption  fee.  "Includes  deferred  sales  cfiarge.  tl2(b)-l  plan  m  effect.  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  N 
(v)  Fornnerly  Fidelity  Select  American  Gold,  (w)  Formerly  Fidelity  Small  Cap  Stock,  (x)  Formerly  Cardinal  Inv.  (y)  Formerly  Piper  Emerging  Growth  A.  : 
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Equity  Funds 


UAL  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS  10  YEARS     RESULTS  VS.  TURNOVER   CASH   FOREIGN  P-E    UNTAXED    URGEST  HOLDING 

PRETAX  AFTERTAX    PRETAX  AFTERTAX    ALL  FUNDS  %       %      RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR   %RET     QTR  %RET 


9.0  7.0 

12.0  9.9 

22.7  20.8 

15.7  12.7 

21.6  19.2 


NA  NA 

13.1  10.5 

23.2  21.3 

14.3  11.3 
24.0  21.7 


BBQB 
OOOD 

□BBB 

aaoD 


High 
High 
Average 
High 
High 


33 
7 
4 
3 

13 


12 

3 
3 
6 
7 


31 
28 
38 
30 
40 


6 
17 
37 
22 
37 


BellSouth  (1) 
Unisys  (3) 
Microsoft  (3) 


Very  low 
Very  low 
Average 


Electronic  Data  Systems  (6)  Average 


WorldCom  (3) 


Average 


n  97  5.7 

IS  98  12.7 

H98  23.4 

12  98  24.8 

IS  98  23.7 


194  -2.0 
in  98  -AA 
in  98  -8.1 
in  98-15.8 
in  98  -9.4 


800-544-8888 
800-544-8888 
800-544-8888 
800-544-8888 
800-544-8888 


22.8  19.1 

22.7  19.2 

20.0  17.1 

13.2  12.0 

26.5  24.4 


21.2 
21.6 
19.4 
NA 
NA 


17.4 
18.1 
17.0 
NA 
NA 


aaoa 
aaaa 

DBBO 
BB 
□□ 


Low 
High 
High 
Average 
High 


5 
8 
1 

15 
5 


10 
4 
1 

97 
4 


29 
36 
26 
29 
30 


43 
25 
29 
16 
21 


Fannie  Mae  (7) 
Time  Warner  (4) 
Microsoft  (3) 
l^ovartis  (Reg.)  (2) 


Low 
Low 
Average 
Average 


American  Home  Proilucts  (S)'  Low 


IS  98  20.8 

IS  98  25.6 

IB  98  21.0 

IS  98  15.3 

IS  98  19.5 


ni98  -7.1 
in  98-10.9 
ffl  98-13.1 
ni  98-14.5 
ffl  98  -6.2 


800-752-2347 
800-752-2347 
800-544-8888 
800-544-8888 
800-544-8888 


21.9 

19.6 

NA 

NA 

□□a 

Very  high 

3 

4 

45 

28 

McKesson  (7) 

High 

IS  98 

26.1 

n94 

-10.2 

800-544-8888 

17.6 

-17.9 

NA 

NA 

Average 

7 

99 

12 

NA 

Telebras  (ADR)  (5) 

Very  high 

ffl94 

24.2 

m98 

-24.4 

800-544-8888 

18.5 

16.1 

15.7 

13.4 

□OBB 

Low 

2 

11 

24 

36 

General  Electric  (4) 

Low 

IS  98 

16.2 

ffl  98 

-12.9 

800-544-8888 

19.3 

16.9 

NA 

NA 

Average 

8 

9 

27 

35 

Citicorp  (5) 

Low 

IS  98 

20.6 

ffl  98 

-12.0 

800-544-8888 

!8.8 

16.7 

NA 

NA 

BO 

Very  high 

4 

100 

25 

20 

Alcatel  Alsthom  (2) 

Average 

198 

22.7 

m98 

-19.9 

800-544-8888 

18.7 

16.9 

14.4 

13.2 

□BBO 

Average 

4 

99 

31 

25 

Novartis  (Reg.)  (3) 

Average 

198 

19.0 

m98 

-17.4 

800-544-8888 

NA 

NA 

NA 

NA 

a 

Very  high 

9 

4 

45 

23 

MCI  Communications  (5) 

NA 

NA 

800-544-8888 

NA 

NA 

NA 

NA 

Low 

17 

20 

24 

6 

Fidelity  Money:  Retire.  M  (17) 

NA 

NA 

800-544-8888 

NA 

NA 

NA 

NA 

Low 

9 

21 

26 

8 

Fidelity  Govt.  Income  (11) 

NA 

NA 

800-544-8888 

NA 

NA 

NA 

NA 

Very  low 

0 

19 

28 

10 

Fidelity  Growth  Company  (10) 

NA 

NA 

800-544-8888 

NA  NA 

'3.1  20.4 

'2.7  20.7 

9.3  17.3 

7.7  6.5 


NA  NA 

18.6  15.7 
20.3  17.7 

20.7  18.5 
8.9  8.1 


BBOO 

□Bail 

□BDB 

□BOB 


Low 
Average 

Low 
Average 
Average 

Average 
Average 

High 
Average 
Average 

Low 
High 
High 
High 
Average 


0  19  28  5  Fidelity  Growth  Company  (11)  NA  NA  800-544-8888 

10  6  33  32  General  Electric  (3)                Low  IS  98  23.8  HI  98-10.8  800-544-8888 

7  6  32  41  General  Electric  (3)                Low  IS  98  20.5  ffl  98  -8.3  800-544-8888 

6  4  40  36  Microsoft  (3)                      Average  IS  98  21.2  ffl  98  -8.3  800-544-8888 

10  99  24  9  Credit  Suisse  Group  (Reg.)  (1)  Average  IB  98  16.5  ffl98-17.4  800-544-8888 


NA  NA 

0.4  0.1 

NA  NA 

7.2  -7.6 

6.2  13.1 


NA 
NA 
NA 
NA 
NA 


NA 
NA 
NA 
NA 
NA 


El 
□ 

□BB 


3 
13 
6 
9 
10 


99 
100 
5 
99 
28 


25 
31 
40 
12 
16 


16 

-19 
20 

-62 
15 


Alcatel  Alsthom  (2) 
Fuji  Photo  Film  (3) 
General  Electric  (3) 
Telebras  (ADR)  (12) 
Gallaher  Group  ADR  (1) 

General  Electric  (4) 
Medtronic  (2) 
Best  Buy  (3) 
Microsoft  (9) 
Alcatel  Alsthom  (2) 


Very  high 

Very  high 
Low 


NA 

n97  23.5 
NA 

ffl  94  29.8 
ffl  97  13.0 


IB97- 


NA 

15.5 
NA 

ffl  98-30.8 
ffl  98-16.8 


800-544-8888 
800-544-8888 
800-544-8888 
800-544-8888 
800-544-8888 


0.5  17.8 

NA  NA 

i1.6  22.4 

3.8  18.4 

3.4  8.3 


19.9  16.8 

NA  NA 

NA  NA 

19.5  16.4 

8.7  7.1 


□DBD 

B 

□n 

□BDD 

□BOB 


5 
1 

11 
1 

99 


37 
32 
28 
40 
24 


44 

23 
35 
33 
24 


Average 

High 
High 
Average 


IB  98  27.2 
NA 

IS  98  32.5 
IS  98  28.9 
IS  98  17.9 


ffl98-11.1 
NA 

ffl  98-14.7 
IB  97-1 1.0 
ffl  98-17.4 


800-544-8888 
800-544-8888 
800-544-8888 
800-544-8888 
800-544-8888 


».0  ^.8 

5.2  12.3 

}.8  7.0 

).8  12.6 

1.0  12.1 


1.2  0.5 

14.8  11.7 

11.5  9.7 

17.5  13.8 

21.8  19.8 


□BQG!      Low  6  100  28  -30  Toyota  Motor  (3)                Very  high  IS  98  21.6  IS  97-17.2  800-544-8888 

BBBB  Average  6  9  28  20  Citicorp  (3)                      Very  low  IB  98  12.7  ffl  98  -6.7  800-544-8888 

BBQB  Average  5  4  25  6  Starwood  Hotels  &  Resorts  (8)  Average  IB  96  19.0  ffl  98-1 1.5  800-544-8888 

BDBEI  Very  high  1  14  35  19  Wal-Mart  Stores  (4)             Average  IB  98  21.8  ffl  98  -9.5  800-544-8888 

OBBB      High  17  2  45  27  Genentech  (15)                     High  IS  98  26.1  194-13.3  800-544-8888 


i  ).6  18.5 

'  :.l  32.1 

.3  18.4 

2  33.2 

LI  8.4 


20.9  20.0 

28.4  26.0 

NA  NA 

29.8  27.3 

9.6  8.8 


BOOD 

aaaa 
aaa 
aaaa 

aaaa 


High 
Very  high 
Very  high 
Very  high 
Average 


11 
23 
11 
8 
9 


12 
NA 
19 
4 
10 


21 
50 
47 
46 
14 


25 
40 
36 
32 
-66 


PaineWebber  Group  (6) 
Dell  Computer \WY^ 

Intel  (12I> 
Baker  Hughes (11) 


High 
Very  high 
Very  high 
Very  high 
Very  high 


IS  98  29.1 

IS  98  39.4 

IS  98  48.9 

IB  98  56.8 

ffl  97  36.9 


ffl  98-33.1 
IB  97  -25.8 
197-15.5 
IB  97 -22.3 
ffl  98 -34.8 


800-544-8888 
800-544-8888 
800-544-8888 
800-544-8888 
800-544-8888 


.9 

21.9 

22.2 

19.8 

□aoa 

Average 

8 

4 

21 

28 

BankAmerica  (New)  (4) 

Average 

IB  98 

20.2 

ffl  98 

-19.8 

800-544-8888 

.9 

17.0 

20.4 

17.4 

DBOB 

Average 

7 

10 

31 

26 

Philip  Morris  (8) 

Low 

IS  98 

16.8 

ffl  98 

-8.1 

800-544-8888 

.0 

-9.4 

0.3 

0.0 

aaaa 

Average 

5 

69 

40 

-52 

Euro-Nevada  Mining  (10) 

Very  high 

196 

25.4 

12  97 

-32.1 

800-544-8888 

.5 

26.5 

26.4 

23.0 

aaoo 

Average 

15 

2 

44 

35 

Warner-Lambert  (11) 

Low 

n97 

21.3 

194 

-7.0 

800-544-8888 

.8 

18.8 

23.5 

21.4 

BaaB 

Average 

1 

3 

16 

21 

Washington  Mutual  (5) 

High 

n97 

19.4 

ffl  98 

-25.8 

800-544-8888 

.2  18.0 

.6  24.6 

.6  21.4 

.5  21.5 

.8  24.6 


19.1  17.0 

24.5  22.1 

22.5  21.0 

24.4  21.3 

26.1  23.3 


□aBO  Very  high  7  4  37  29  Microsoft  (6)  Average  IS  98  32.2  ffl  98-15.3  800-544-8888 

BOOO  Low  5  3  21  37  US  Bancorp  (7)  Average  IS  98  18.7  ffl  98-16.4  800-544-8888 

aOBa  Very  high  7  NA  39  26  Federated  Dept.  Stores  (8)  High  IS  98  34.8  ffl  98-14.8  800-544-8888 

BOaa  High  9  2  46  37  Microsoft  (15)  High  198  24.3  n  94-17.5  800-544-8888 

OaOa  Veryhigh  11  11  48  37  Intel(ll)  High  IB  98  46.0  IB97-19.9  800-544-8888 

BOBa  High  9  12  30  27    QVorldComJl«)  High  IB  98  30.7  ffl  98-15.4  800-544-8888 

OBBa  Average  6  2  26  30  MCTCommunications  (10)  Low  IB  98  23.0  1  94  -8.1  800-544-8888 

BO  Average  2  4  17  8  Ross  Stores  (2)  High  n  97  17.4  ffl  98-24.5  800-544-8888 

□El  High  7  100  19  -58  Hutchison  Whampoa  (7)  Veryhigh  IB  98  25.5  IS  97 -28.6  800-544-8888 

__aiia  _ Very  low  0  3  32  30  General  Elecfr^lc  (3)  Low  IB98  21.4  ffl98-10.0  800-544-8888 

BOB  High  2  6  24  28  c    Lucent  Technologiesj2)  Average  IB  98  19.7  ffl  98-15.9 

BaOD  Veryhigh  4  22  33  16  Ancnor  Gaming  (6)  High  IS  98  21.7  ffl  98-27.0 

BBBa  Average  /  10  23  38  MCI  Communications  (9)  Low  IB  98  18.5  194  -3.7 

BaaB  Low  3  3  22  2  Browning-Ferris  Industries  (4)  Average  15  98  14.8  ffl  98-20.1 

OEIB  Average  18  60  25  18  Telecom  Italia  (Risp)  (2)  Average  IS  98  16.9  ffl  98-21.2 


3  17.2 
,9  18.0 

4  9.1 
.1  -11.4 
,7  22.6 


20.1  17.7 
18.5  15.7 


NA 
NA 
NA 


NA 
NA 
NA 


9  16.1 

3  5.4 

5  15.7 

2  11.1 

5  8.2 


NA 
12.5 


NA 

9.9 


16.6  14.0 
14.6  12.1 
NA  NA 


800-544-8888 
800-544-8888 
800-544-8888 
800-544-8888 
800-544-8888 


0 

15.4 

15.5 

12.6 

BEIBO 

Very  low 

8 

2 

36 

55 

^Microsoft  {Sy_) 
•^larrRDR  (4) 

Average 

IB  98 

22.7 

ffl  98 

-12.2 

800-334-0483 

1 

12.5 

NA 

NA 

□OB 

Low 

7 

5 

41 

37 

High 

18  98 

25.9 

ffl  98 

-19.3 

800-637-2548 

A 

NA 

NA 

NA 

High 

97 

4 

32 

2 

First  American  Fixed-lnc.  (37) 

NA 

NA 

800-637-2548 

9 

18.0 

18.0 

14.7 

aama 

High 

16 

NA 

31 

21 

Biogen  (4) 

Average 

IB  98 

16.8 

ffl  98 

-13.5 

800-451-3623 

5 

16.3 

14.3 

12.7 

BEIOB 

Average 

12 

4 

33 

37 

General  Electric  (3) 

Average 

IB  98 

20.0 

ffl  98 

-12.9 

800-423-4026 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL, 
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MUTUAL  FUND  SCOREBOARD 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1 

1998  RE1 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE-  / 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

SMIL. 

1997-98 

CHARGE (%) 

RATIO  (%) 

TAX 

FIRST  INVESTORS  GLOBAL  A 

C- 

World 

C 

292.8 

6 

6.25 

1.82t 

16.8 

FIRST  INVESTORS  GROWTH  &  INCOME  A  A 

B 

Large-cap  Blend 

C 

?95.8 

40 

6.25 

1.391 

23.4 

FIRST  OMAHA  EQUITY 

B+ 

Large-cap  Value 

B+ 

271.2 

-8 

No  load 

1.04t 

7.8 

FIRSTAR  GROWTH  &  INCOME  RET.  (z) 

Large-cap  Blend 

215.3 

53 

4.00 

1.12t 

22.4 

FLAG  INVESTORS  COMMUNICATIONS  A  (aa)  X 

A 

Communications 

B+ 

1250.8 

101 

4.50 

i.nt 

85.3 

FLAG  INVESTORS  EQUITY  PARTNERS  A 

Large-cap  Value 

246.2 

64 

4.50 

1.35t 

25.3 

FLAG  INVESTORS  VALUE  BUILDER  A 

A 

Domestic  Hybrid 

B+ 

610.3 

49 

4.50 

1.14t 

18.5 

FORTIS  CAPITAL  A 

C 

Large-cap  Growth 

C- 

421.8 

27 

4.75 

1.13t 

29.6 

FORTIS  GROWTH  A  & 

D 

Mid-cap  Growth 

C- 

654.3 

-7 

4.75 

1.05t 

19.0 

FOUNDERS  BALANCED 

A 

Domestic  Hybrid 

B-f 

1254.1 

34 

No  load 

0.99t 

14.0 

FOUNDERS  BLUE  CHIP 
FOUNDERS  DISCOVERY 
FOUNDERS  GROWTH  & 
FOUNDERS  SPECIAL  & 
FOUNDERS  WORLDWIDE  GROWTH 


D 

C 
D 

C- 


Ldlgc-lfdp  DICIIU 

Small-cap  Growth 
Large-cap  Growth 
Mid-cap  Growth 
World 


B 

C- 

C 

C- 

C 


542.4 
239.4 
2377.3 
252.3 
275.3 

673.7 
354.7 
1516.6 
754.8 
287.5 


0 
-3 
35 
-21 
-11 


No  load 
No  load 
No  load 
No  load 
No  load 


1.09t 
1.52t 
I.IOt 
1.30t 
1.45t 


17.8 
14.2 
25.0 
-1,7 
9.6 


FPA  CAPITAL  ±  C 

FPA  PARAMOUNT  X  D 

FRANKLIN  BALANCE  SHEET  INVESTMENT  B 

FRANKLIN  CALIFORNIA  GROWTH  A  (bb)  B-f 

FRANKLIN  DYNATECH  A  (cc)  ±.  C 


Mid-cap  Value 
Mid-cap  Value 
Small-cap  Value 
Mid-cap  Growth 
Technology 

Large-cap  Blend 
Large-cap  Value 
Utilities 

Large-cap  Blend 
Domestic  Hybrid 

Small-cap  Value 
Real  Estate 
Mid-cap  Blend 
Small-cap  Growth 
Utilities 


C- 
F 

B+ 

A 

A 


-8 
-49 
18 
32 
59 


6.501 

6.50 

1.50t 

5.75 

5.75 


0.83 

0.92 

1.08t 

0.99t 

1.04t 


-0.4 
-24.4 
-0.6 
10.7 
27.3 


FRANKLIN  EQUITY  A  (dd)  & 
FRANKLIN  EQUITY  INCOME  A  (ee)  X 
FRANKLIN  GLOBAL  UTILITIES  A  (ff) 
FRANKLIN  GROWTH  A  (gg)  X 
FRANKLIN  INCOME  A  (hh)  X 


C 

B 

C- 

B+ 

C 


D 
C 
F 

B-i^ 
D 


627.7 
446.7 
206.0 
1898.6 
7783.9 


20 
17 

-1 
26 

-3 


5.75 
5.75 
5.75 
5.75 
4.25 


0.90t 
0.97t 
1.03t 
0.89t 
0.72t 


13.2 
6.7 
6.5 

18.5 
1.0 


FRANKLIN  MICROCAP  VALUE  A  (ii) 
FRANKLIN  REAL  ESTATE  SEC.  A  (jj) 
FRANKLIN  RISING  DIVIDENDS  A  (kk)  X 
FRANKLIN  SMALL  CAP  GROWTH  A  (II) 
FRANKLIN  UTILITIES  A  (mm)  X 


C 
C 
C- 
C- 


224.1 
295.3 
470.4 
3723.7 
2103.9 


16 

-3 
13 
35 
-4 


4.50 1 

5.75 

5.75 

5.75 

4.25 


1.22t 
I.OOt 
1.39t 
0.89t 
0.75t 


-6.8 
-15.4 
6.0 
-0.0 
7.6 


FREMONT  GLOBAL  X 
FUNDAMENTAL  INVESTORS  X 
GABELLI  ASSET  X 
GABELLI  GROWTH 
GABELLI  SMALL  CAP  GROWTH 


C 

B+ 
B-i^ 
B-f 
C 


International  Hybrid 
Large-cap  Value 
Mid-cap  Blend 
Large-cap  Growth 
Small-cap  Blend 


C 
B 

B-f 
B-t^ 
A 


6469 
12712.9 
1593.6 
1864.0 

321.3 


-2 
21 
19 
96 
10 


No  load 
5.75 
No  load 
No  load 
No  load 


0.85 

0.63t 

l.38t 

1.43t 

1.62t 


10.0 
16.7 
15.9 
29.8 
-0.0 


GABELLI  VALUE 
GALAXY  ASSET  ALLOC.  RET.  A 
GALAXY  EQUITY  GROWTH  RET.  A 
GALAXY  EQUITY  INCOME  RET.  A 
GALAXY  EQUITY  VALUE  RET.  A 

GALAXY  GROWTH  &  INCOME  RET.  A  & 
GALAXY  II  LARGE  CO.  INDEX  RET.  & 
GALAXY  II  SMALL  CO.  INDEX  RET.  & 
GAM  INTERNATIONAL  A 
GATEWAY  (nn) 


C 
A 

B+ 
B+ 
B 


Mid-cap  Blend 
Domestic  Hybrid 
Large-cap  Growth 
Large-cap  Blend 
Large-cap  Value 


B 

B-i- 
B-t- 
B 
C 


797.6 
361.4 
361.7 
220.3 
270.7 


34 
86 
50 
20 
40 


5.50 
3.75 
3.75 
3.75 
3.75 


1.42t 

1.37 

1.37 

1,39 

1.38 


23.2 
17.7 
25.7 
15.6 
23.8 


B+ 

A 

C- 

C- 

A 


Large-cap  Value 
Large-cap  Blend 
Mid-cap  Blend 
Foreign 

Domestic  Hybrid 


B 

B+ 
C- 
B 
B-f 


238.3 
747.0 
310.8 
2681.2 
464.2 


51 
37 
-18 
50 
82 


3.75 
No  load 
No  load 

5.00 
No  load 


1.27 

0.40 

0.40 

1.68t 

1.07 


15.7 
28.1 
-1.8 
6.8 
12.3 


GOLDMAN  SACHS  CAPITAL  GROWTH  A  B  Large-cap  Blend 

GOLDMAN  SACHS  CORE  U.S.  EQUITY  A  B  Large-cap  Blend 

GOLDMAN  SACHS  GROWTH  &  INC.  A  A  C  Large-cap  Value 

GOLDMAN  SACHS  INTL.  EQUITY  A  C-  Foreign 

GOLDMAN  SACHS  SM.  CAP  VAL.  A  D  Small-cap  Value 


1893.1 
552.5 

1175.1 
912.9 
280.6 


56 
44 

1 

33 
-24 


5.50 
5.50 
5.50 
5.50 
5.50 


1.40t 
1.27t 
1.25t 
1.67+ 
1.54t 


33.9 
21.3 
-5.4 
18.0 
-16.9 


GRADISON  ESTABLISHED  VALUE  X 
GRIFFIN  GROWTH  &  INCOME  A  & 
GROWTH  FUND  OF  AMERICA  X 
GUARDIAN  PARK  AVENUE  A  & 
HANCOCK  EMERGING  GROWTH  B 


Mid-cap  Value 
Large-cap  Value 
Large-cap  Blend 
Large-cap  Blend 
Small-cap  Growth 

Financial 
Technology 
Large-cap  Growth 
Large-cap  Blend 
Large-cap  Blend 

Financial 
Large-cap  Blend 
Mid-cap  Growth 
Large-cap  Growth 
Foreign 

Foreign 

Domestic  Hybrid 
Small-cap  Growth 
Large-cap  Blend 
Small-cap  Value 


518.2 
310.3 
16246.9 
2995.7 
435.0 


-1 
27 
33 
29 
-3 


No  load 
4.50 
5.75 
4.50 
5.00* 


l.lOt 
0.84t 
0.70t 
0.79t 
2.02t 


6.1 
7.8 
31.8 
21.3 
11.6 


HANCOCK  FINANCIAL  INDUSTRIES  B 
HANCOCK  GLOBAL  TECHNOLOGY  A  X 
HANCOCK  GROWTH  B  A 
HANCOCK  GROWTH  &  INCOME  B 
HANCOCK  INDEP.  EQUITY  B 


2782.2 
246.3 
285,0 
548.0 
347.0 


66 
45 
28 
61 
157 


5.00* 

5.00 

5.00* 

5.00* 

5.00* 


1.90t 
1.51t 
2.13t 
1.87t 
2.12t 


4.2 
49.2 
25.5 
15.0 
27.9 


HANCOCK  REGIONAL  BANK  B  X  B-f 

HANCOCK  SOVEREIGN  INVESTORS  AX  B 

HANCOCK  SPECIAL  EQUITIES  B    '  D 

HARBOR  CAPITAL  APPRECIATION  C 

HARBOR  INTERNATIONAL  X  C- 


B+  4907.0 

C  1884.5 

F  519.6 

C  4696.7 

B-f  5373.9 


-10 
8 

-^3 
62 
2 


5.00" 
5.00 
5.00** 
No  load 
No  load! 


2.00t 

i.oet 

2.19t 

0.70 

0.97 


0.7 
15.6 
-6.0 
38.8 
10.4 


HARBOR  INTERNATIONAL  GROWTH 
HARTFORD  ADVISERS  A 
HARTFORD  CAPITAL  APPRECIATION  A 
HARTFORD  STOCK  A 
HEARTLAND  VALUE  X 


C- 


1323,2 
315.5 
365.3 
267.0 

1666.0 


40 
222 

57 
311 
-22 


No  load 
5.50 
5,50 
5,50 

No  load 


1.02 

1,40t 

1.45t 

1.45t 

1.12t 


23.5 
21.1 
3.3 
31.3 
-11.5 


'Includes  redemption  fee.  ''Includes  deferred  sales  ctiarge.  tl2(b)-l  plan  in  effect.  (Not  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  Nj 
(z)  Formerly  Portico  Growth  &  Income  Ret.  (aa)  Formerly  Flag  Investors  Telephone  Income  A.  (bb)  Formerly  Franklin  CA  Growth  I.  (cc)  Formerly  Franklin  DynaTech  I.  (ddl 
Equity  I,  (ee)  Formerly  Franklin  Equity  Income  I.  (ff)  Formerly  Franklin  Global  Utilities  I.  (gg)  Formerly  Franklin  Growth  I.  (hh)  Formerly  Franklin  Income  I.  (ii)  Formerly  Fraf 
ue  I.  (jj)  Formerly  Franklin  Real  Estate  Securities  I.  (kk)  Formerly  Franklin  Rising  Dividends  I.  (II)  Formerly  Franklin  Small  Cap  Growth  I.  (mm)  Formerly  Franklin  Utilities  I,  [ 
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Equity  Funds 


lAL  TOTAL  RETURNS  <%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS  10  YEARS     RESULTS  VS.  TURNOVER   CASH   FOREIGN  P-E    UNTAXED    LARGEST  HOLDING 

RETAX  AFTERTAX    PRETAX  AFTERTAX    ALL  FUNDS  %       %      RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR    %RET     QTR  %RET 


0.4 

8.4 

1  n 

1  U.3 

Q  n 

cifinEi 

rlfcHilrl 

AV6r3g6 

g 

63 

30 

24 

Ddycl 

Ai/pronp 

DZ  98 

18.3 

in  98 

-15.7 

800-423-4026 

9.5 

18.8 

NA 

NA 

BO 

Low 

12 

4 

32 

37 

General  Electric  (3) 

Low 

IS  98 

19.4 

in  98 

-10.8 

800-423-4026 

5.2 

12.7 

NA 

NA 

BB 

Low 

16 

NA 

28 

23 

Rite  Aid  (4) 

Very  low 

n  97 

12.3 

in98 

-10.4 

800-662-4203 

NA 

NA 

NA 

NA 

a 

Low 

12 

NA 

33 

35 

Tyco  Intl.  (4) 

NA 

NA 

800-228-1024 

9.2 

26.6 

23.3 

20.9 

□BBO 

Low 

5 

6 

42 

76 

America  Online  (19) 

Average 

IS  98 

51.2 

194 

-5.9 

800-767-3524 

NA 

MA 

NA 

riM 

NA 

u 

4 

g 

26 

35 

HlllClILd  UlillllC  \Ot 

NA 

NA 

800-767-3524 

9.1 

17.8 

NA 

NA 

BO 

Very  low 

7 

8 

29 

30 

Conseco (4) 

Very  low 

IS  98 

17.9 

in  98 

-9.7 

800-767-3524 

3.9 

15.4 

17.1 

14.2 

OBBO 

Average 

13 

8 

41 

26 

Microsoft  (3) 

Average 

IS  98 

22.0 

ni98 

-11.1 

800-800-2638 

2.8 

9.9 

16.4 

13.9 

DBBB 

Average 

11 

1 

42 

32 

Cisco  Systems  (4) 

High 

IS  38 

22.1 

ni98 

-16.4 

800-800-2638 

5.G 

12.3 

14.3 

11.6 

BBBB 

Very  high 

3 

24 

3t 

10 

Rhone-Poulenc  CI.  A  (2) 

Very  low 

ns7 

10.1 

mgs 

-3.0 

800-525-2440 

/.8 

13.2 

16.3 

1 1.8 

□□□B 

Very  high 

10 

22 

30 

16 

Bristol-Myers  Squibb  (3) 

Low 

n  97 

12.6 

ni  98 

-7.2 

800-525-2440 

).4 

10.5 

NA 

NA 

OBB 

Average 

17 

3 

36 

26 

Applied  Micro  Circuits  (2) 

High 

IB  98 

36.6 

m98 

-22.7 

800-525-2440 

1.0 

18.0 

20.3 

17.3 

aODB 

Very  high 

7 

4 

36 

23 

MCI  WorldCom  (5) 

Average 

IS  98 

21.1 

ni98 

-13.6 

800-525-2440 

).5 

6.6 

15.0 

11.4 

aOBQ 

High 

4 

7 

37 

19 

Total  Renal  Care  Holdings  (4) 

High 

12  98 

23.4 

mgs 

-29.9 

800-525-2440 

).3 

8.7 

NA 

NA 

□BD 

Average 

14 

75 

28 

23 

MCI  WorldCom  (4) 

Average 

IS  98 

14.4 

ni98 

-16.8 

800-525-2440 

1.8 

16.9 

20.1 

17.0 

aooB 

Low 

1 

NA 

19 

27 

Conseco (8) 

Average 

IS  98 

17.0 

m98 

-23.6 

800-982-4372 

1.4 

-0.2 

9.3 

5.3 

□Baa 

Average 

14 

18 

21 

^6 

Placer  Dome  (10) 

High 

198 

12.9 

m98 

-17.8 

800-982-4372 

L2 

12.3 

NA 

NA 

OBB 

Low 

20 

7 

19 

8 

Entergy  (3) 

Low 

n97 

11.5 

m98 

-13.6 

800-342-5236 

1.5 

21.1 

NA 

NA 

OB 

Average 

8 

2 

32 

13 

Cisco  Systems  (2) 

Average 

IS  98 

22.0 

ni98 

-15.3 

800-342-5236 

1.1 

19.1 

18.5 

17.0 

□□BO 

Very  low 

46 

1 

45 

46 

Intel  (9) 

Average 

IS  98 

16.6 

IB  97 

-5.7 

800-342-5236 

1.4  15.8 

;.9  11.7 

.5  10.0 

5  17.9 

2  5.3 


13.5 
14.0 
NA 

15.2 
11.6 


D.O 
11.7 
NA 
14.4 
8.3 


BQBB 
BBBB 
□B 
BDDB 
BOEIB 

b" 

BB 
OQBB 

OB 
BBQB 


Low 

Low 
Average 
Very  low 
Very  low 

Low 
Very  low 

Low 

Low 
Very  low 


13  16  33  31  Cisco  Systems  (3)  Average  IS  98  24.1  ffl  98-19.3  800-342-5236 

9  11  23  16  Atlantic  Richfield  (3)  Very  low  n  97  9.1  ffl  98  -5.8  800-342-5236 

3  29  24  21  AirTouch  Communications  (4)  Average  IS  98  12.6  ffl  98-12.9  800-342-5236 

31  1  34  45  Schering-Plough  (5)                Low  IS  98  12.3  194  -6.5  800-342-5236 

6  6  19  4  Philip  Morris  (2)  Very  low  n  95  7.3  194  -5.2  800-342-5236 


NA 
10.4 
14.6 
16.1 
7.2 


NA 
NA 

14.0 
NA 

11.7 


NA 
NA 

12.7 
NA 
9.3 


5  2  21  0  United  Retail  Group  (3)  NA  NA  800-342-5236 

8  4  23  -11  Archstone  Communities  Tr.  (4)    Low  IB  96  14.5  ffl  98-1 1.3  800-342-5236 

2  1  24  23  Family  Dollar  Stores  (5)         Average  IB  98  19.1  ffl  98-14.7  800-342-5236 

12  4  34  1  Wind  River  Systems  (2)           High  IB  98  23.3  ffl  98-23.6  800-342-5236 

4  0  20  22  FPL  Group  (4)                    Average  18  97  15.0  194  -9.9  800-342-5236 


7.0 
16.8 
8  15.4 
2  19.3 
10.7 


10.4 

8.3 

□BQB 

Average 

3 

43 

27 

9 

Xilinx  (1) 

Low 

IB  98 

12.1 

m  98 

-8.9 

800-548-4539 

17.3 

14.3 

BBBD 

Average 

6 

12 

31 

25 

Time  Warner  (3) 

Low 

IB  98 

15.5 

mg8 

-10.4 

800-421-4120 

16.2 

14.2 

BBBD 

Low 

5 

7 

30 

47 

Time  Warner  (4) 

Low 

IB  98 

18.2 

rage 

-14.2 

800-422-3554 

19.8 

17.3 

hbbd 

Average 

1 

NA 

38 

32 

Home  Depot  (4) 

Average 

IB  98 

30.2 

ffl  gs 

-14.5 

800-422-3554 

NA 

NA 

BB 

Very  low 

2 

5 

23 

24 

Liberty  (3) 

Average 

n97 

16.3 

fflgB 

-20.3 

800-422-3554 

NA 

NA 

OBD 

Low 

0 

3 

33 

37 

Media  General  CI.  A  (10) 

Average 

n97 

21.3 

m98 

-13.2 

800-422-3554 

NA 

NA 

BB 

Average 

10 

1 

39 

16 

Cisco  Systems  (2) 

Very  low 

IB  98 

11.7 

m98 

-3.8 

800-628-0414 

NA 

NA 

UBB 

Average 

2 

4 

38 

30 

MCI  WorldCom  (2) 

Average 

13  98 

24.0 

ffl  98 

-11.7 

800-628-0414 

NA 

NA 

□BB 

Low 

13 

NA 

32 

25 

Automatic  Data  Processing  (4 

Low 

n97 

13.3 

mg8 

-8.4 

800-628-0414 

15.9 

13.1 

BBBD 

High 

2 

NA 

28 

22 

Carnival  CI.  A  (3) 

Average 

Q98 

27.2 

fflg8 

-15.3 

800-628-0414 

NA 

NA 

□n 

Average 

9 

3 

29 

15 

Office  Depot  (2) 

Low 

15  98 

20.7 

fflgs 

-13.5 

800-628-0414 

NA 

NA 

BOD 

Very  low 

3 

2 

33 

43 

Microsoft  (3) 

Low 

IB  98 

21.2 

mgs 

-10.0 

800-628-0414 

NA 

NA 

BBB 

Very  low 

3 

0 

26 

-9 

Russell  2000  Index  (Fut.XD 

Average 

IS  98 

17.4 

ffl  98 

-20.9 

800-628-0414 

15.6 

13.1 

□DEIB 

Average 

4 

96 

22 

18 

Barclays  (5) 

Average 

195 

17.5 

m98 

-10.8 

800-426-4685 

11.1 

9.1 

BDDB 

Average 

4 

1 

34 

19 

Microsoft  (7) 

Very  low 

IS  98 

7.2 

134 

-2.6 

800-354-6339 

NA 

NA 

OBO 

Average 

5 

NA 

35 

38 

Warner-Lambert  (3) 

Average 

IS  98 

24.3 

ffl  38 

-11.4 

800-526-7384 

NA 

NA 

□DO 

Average 

2 

3 

32 

31 

Microsoft  (4) 

Average 

IS  98 

21.4 

ffl  38 

-14.7 

800-526-7384 

NA 

NA 

OB 

Average 

14 

5 

19 

6 

Aetna  (4) 

Low 

n97 

15.2 

ffl  38 

-17.0 

800-526-7384 

NA 

NA 

BB 

Low 

1 

100 

28 

17 

Securltas  CI.  8  (4) 

Average 

198 

16.9 

ffl  38 

-14.4 

800-526-7384 

NA 

NA 

Average 

3 

5 

19 

-17 

Quest  Diagnostics  (4) 

High 

n96 

15.6 

ffl  98 

-32.2 

800-526-7384 

13.1 

11.1 

□BBB 

Low 

26 

NA 

21 

33 

Household  International  (4) 

Low 

IS  98 

14.1 

ffl  98 

-13.2 

800-869-5999 

NA 

NA 

OB 

Average 

2 

5 

23 

9 

Waste  Management  (3) 

Average 

IB  98 

15.5 

ffl  98 

-14.3 

800-676-4450 

17.9 

15.6 

BBBD 

Low 

10 

7 

38 

44 

Time  Warner  (5) 

Average 

IS  98 

27.2 

ffl  98 

-9.5 

800-421-4120 

19.3 

16.5 

BDBD 

Average 

8 

1 

32 

32 

Microsoft  (4) 

Average 

02  98 

22.2 

ffl  38 

-12.8 

800-221-3253 

19.2 

18.0 

ODDB 

High 

2 

2 

40 

34 

Metromedia  Fiber  Net  CI.  A  (1 

High 

IS  98 

32.7 

ffl  38 

-21.8 

800-225-5291 

NA 

NA 

Very  low 

9 

13 

22 

12 

Fannie  Mae  (3) 

NA 

NA 

800-225-5291 

17.6 

15.3 

□DDD 

High 

8 

1 

49 

57 

America  Online  (7) 

Very  high 

IB  38 

43.0 

IB  37 

-14.2 

800-225-5291 

NA 

NA 

BB 

High 

4 

NA 

42 

3 

IBM  (5) 

High 

IS  38 

22.2 

ffl  38 

-9.7 

800-225-5291 

NA 

NA 

BD 

High 

11 

5 

25 

34 

S&P  Index  (Fut.)  (7) 

Average 

n37 

18.2 

ffl  38 

-13.1 

800-225-5291 

NA 

NA 

D 

Average 

4 

2 

31 

20 

Microsoft  (3) 

NA 

NA 

800-225-5291 

23.0 

21.2 

BDDD 

Very  low 

9 

1 

20 

50 

First  Union  (4) 

Average 

IS  38 

15.4 

ffl  38 

-16.5 

800-225-5291 

15.6 

13.4 

D^BB 

Average 

10 

NA 

29 

35 

Emerson  Electric  (3) 

Low 

mgs 

15.6 

ffl  98 

-7,9 

800-225-5291 

NA 

NA 

aa 

Low 

6 

5 

41 

48 

S&P  500  Index  (Fut.)  (5) 

Very  high 

IB  98 

26.4 

ffl  98 

-27,0 

800-225-5291 

21.7 

19.4 

BDDD 

Average 

6 

4 

41 

31 

MCI  WorldCom  (5) 

High 

IB  98 

30.0 

ffl  98 

-13,2 

800-422-1050 

15.1 

13.9 

BBBB 

Very  low 

6 

100 

24 

39 

Swiss  Reinsurance  (Reg.)  (3) 

Average 

isgB 

18.3 

ffl  98 

-16,6 

800-422-1050 

NA 

NA 

BB 

Average 

8 

100 

31 

23 

UniCredito  Italiano  (7) 

High 

iBg8 

22.4 

ffl  98 

-15.2 

800-422-1050 

NA 

NA 

Low 

3 

5 

36 

13 

Microsoft  (2) 

NA 

NA 

888-843-7824 

NA 

NA 

High 

2 

11 

33 

-2 

Genzyme-General  Division  (2) 

NA 

NA 

888-843-7824 

NA 

NA 

Low 

4 

5 

35 

16 

Microsoft  (3) 

NA 

NA 

888-843-7824 

14.8 

12.5 

□□□□ 

Average 

11 

9 

18 

10 

ICN  Pharmaceuticals  (4) 

Average 

m97 

14.8 

ffl  98 

-18.6 

800-432-7856 

5  15.8 

6  13.9 
6  19.6 
9  15.4 
4  16.9 


4  16.4 

6  22.2 

3  9.8 

9  9.7 

3  9.1 


1 


18.4 
19.9 
14.6 
8.6 
2.5 


12.3 
»  16.5 
)  17.6 
}  19.7 

14.8 


k  NA 

i  21.7 
1  13.0 
16.9 
t  NA 


23.0 
15.4 
I  8.6 
23.7 
12.1 

13.5 
NA 
NA 
NA 

10.0 


DATA:  MORNINGSTAR,  INC. 


CHICAGO.  IL. 


MUTUAL  FUND  SCOREBOARD 


FUND                                            OVERALL  RATING 

CATEGbRY 

RATING 

SIZE 

FEES 

1998  1 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

OF EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

1 QQ7  QQ 

UnAKbt  { /o) 

KAlIU  ( /of 

TAX 

HIBERNIA  CAPITAL  APPRECIATION  A  (oo) 

B+ 

Large-cap  Blend 

C 

343.5 

17 

4.50 

1.21t 

26.3 

UII^UMARU  RAI  AMf^FT)  Flt\ 

B+ 

Domestic  Hybrid 

\f 

458.2 

12 

No  load 

0.79 

10.1 

niuffiiviMnn  viKUW  1  n  r iL/ui^iMn  ■ 

D 

Large-cap  Growth 

B 

D 

572.2 

80 

No  load 

0.92 

31.8 

B 
D 

Large-cap  Value 

B 

658.1 

84 

No  load 

0.99 

15.1 

Mid-cap  Value 

W»+ 

445.6 

21 

No  load 

0.79 

8.3 

HOTCHKIS  &  WILEY  INTERNATIONAL 

C- 

Foreign 

B+ 

1409.5 

35 

No  load 

0.89 

6.4 

lAI  RPf^lOMAI 

Mid-cap  Blend 

331.2 

-34 

No  load 

1.22 

-1.4 

Large-cap  Value 

205.4 

31 

No  load 

0.80 

10.2 

■CAP  FnillTV 

Large-cap  Value 

717.3 

93 

No  load 

0.80 

11.4 

mirv  /^i  rkDAi  a 
IL#tA  viLUtSAl.  A 

\^ 

UUnrlrf 

WOf  (Q 

350.2 

54 

S.50 

1.91 1 

24.9 

IDEX  GROWTH  A 

c 

Large-cap  Growth 

C- 

1010.2 

62 

5.50 

1.61t 

64.0 

mc  Rl  IIF  CUIP  AnUAMTARr  A 

Large-cap  Blend 

1757.4 

51 

5.00 

0.78 

22.9 

■nc  mc/^nuFDV  a 

lUd  UldWWC.ni  A 

Ml 

Mid'Cap  Growth 

1/ 

898.8 

-2 

5.00 

1.13 

2.1 

D 

LargC'Cap  Value 

2059.1 

12 

5.00 

0.88t 

11.8 

Large-cap  Blend 

1/ 

1 159.3 

17 

5.00 

0.83 

19.5 

IDS  EQUITY  VALUE  B 

C 

Large-cap  Value 

c- 

1701.3 

-1 

5.00** 

1.61t 

8.5 

WOi  to 

n 

1081.2 

22 

5.00 

1.37 

26.0 

** 

Large-cap  Growth 

*#— 

3936.6 

28 

5.00 

0.87 

22.5 

mc  IMTCDUATmiU  Al  A 
11/9  IN  1  cnNA  1  IvInAL  A 

1/ 

Foreign 

1/ 

854.3 

4 

5.00 

1.18 

15.4 

Lsrge-cap  Btend 

p 

2365.5 

-7 

5.00 

0.84 

8.4 

IDS  MUTUAL  A 

B 

Domestic  Hybrid 

c 

3258.7 

1 

5.00 

0.83 

9.3 

mc  kiiruu  mfMiTMCirkMC  a 

D 
D 

Large*cap  Growth 

11919.6 

34 

5.00 

0.82 

28.3 

mc  Donf^DCCCiwc  a 
11/9  fnUuKtasI VI:,  A 

i« 

Mid-cap  Blend 

509.6 

2 

5.00 

1.02 

-1.5 

mc  DCCCADf^U  rtDDnDTIIMITICC  A 
11/9  nc.9E.Anl^n  UfrUn  I  Uni  I  IC.9  A 

Large*cap  Blend 

382.8 

47 

5.00 

NA 

23.3 

mc  CMAI  1    ^f^MDAIdV  iiunFV  A 
11/9  9lVIAI-L  WUIVIr'AriT  INL/tA  A 

Small-cap  Blend 

599.9 

60 

5.00 

1 .00 

-2.3 

IDS  STOCK  A 

C 

Large-cap  Blend 

D 

3257.6 

13 

5.00 

0.78 

19.3 

mc  CTDATC^V  A/^ODFCClUr  D  O 

11/9  9fnAIC.uiT  AviVint99IVt  IS  di> 

Mid-cap  Growth 

** 
1« 

822.0 

1 

5.00** 

1.77t 

18.4 

iLI9  U  1  ILI  1  It9  ini-UiVII:.  A 

B 
B 

uiiNiies 

B 
B 

1180.1 

37 

5.00 

0.86 

22.7 

INUUmlL  rUnU  Ur  AlVltnlt^A 

A 
A 

Domestic  Hybrid 

0+ 

22909.0 

13 

5.75 

0.591 

9.5 

iNi/trbrii/trii«t  iinb  ti|ui  i  ■  fi-Ua 

Large-cap  Blend 

260.0 

39 

No  load 

0.39 

31.6 

INVESCO  BALANCED 

A 

Domestic  Hybrid 

A 

260.3 

55 

No  load 

1.22t 

17.3 

lUl/CCf^n  nVKIAMI^C 
iriVt9i^U  UTNAiVlli«9 

/* 
\f 

Mid-cap  Growth 

D+ 

1549.6 

38 

No  load 

1.08t 

23.3 

IMl/CCf^n  CIIDnDCAM 

invt9\«u  tunwcAn 

/»■ 

Europe 

Q 

770.7 

133 

No  load 

1.25t 

32.9 

InVtsUU  rlNANCIAL  9C.KVICb9  (ppj 

B 

Financial 

1522.9 

17 

No  load 

0.99t 

13.5 

iriVt9Cl/  uKl/W  1  n 

Large-cap  Growth 

1220.1 

62 

No  load 

1.04t 

41.7 

INVESCO  HEALTH  SCIENCES  (qq) 

B 

Health 

B 

1567.9 

66 

No  load 

1.08t 

43.4 

itki\£ircf*f\  luniiCTDiAi  iM/^mur 
iriVt9d/  iriUU9  1  KiAL  INVrViVIt 

0+ 

Large-cap  Blend 

4927.9 

1 

No  load 

0.91 

14.1 

c 

Unaligned 

B 
IS 

276.9 

24 

No  load 

1.411 

29.8 

lnVt9CU  9IVIA1.I-  Wi/IVIKAniT  uKUW  1  n 

1/ 

Small-cap  Growth 

B 
K> 

316.8 

1 

No  load 

1.48t 

14.9 

iNVb9d/  ItUririULUuT  ISSJ  JL 

c 

Technology 

D_i. 

1 147.7 

12 

No  load 

1.05t 

30.1 

INVESCO  TOTAL  RETURN  X 

A 

Domestic  Hybrid 

B* 

3040.8 

41 

No  load 

0.79 

13.6 

lnVt9l^U  VALUt  tL|UI  1  T 

B 

Large-cap  Value 

*• 

432.1 

14 

No  load 

1.15t 

15.1 

INVLsCU  Wi/KLUWIUt  CUIVIIVIUNICA  1  Il/ri9 

Communications 

323.5 

287 

No  load 

1.32t 

41.0 

IN Ve.9  1  mtN  1  l^U.  Ur  AMc-KICA 

B+ 

Large-cap  Blend 

B 

48497.6 

22 

5.75 

0.56t 

22.9 

l9vi  LAKUt  UAK  tMUl  1  T  A  {a} 

A 

Large-cap  Growth 

A 
A 

806.1 

24 

3.50 

0.99t 

37.9 

IVY  GROWTH  A 

C- 

Mid-cap  Blend 

D 

304.8 

-5 

5.75 

1.38t 

14,1 

IVY  InTcRNATlUNAL  A  JL 

C~ 

Foreign 

1618.0 

-5 

5.75t 

1.59t 

7.3 

JANUS  JL. 

B+ 

Large-cap  Growth 

25490.7 

32 

No  load 

0.86 

38.9 

lAUIIC   DAI  AU^m 

JANU9  BALANCE.!/ 

A 

Domestic  Hybrid 

A 

1 1 36.8 

192 

No  load 

1.10 

31.2 

JANUS  ENTERPRISE 

C- 

Mid-cap  Growth 

B 

728.0 

27 

No  load 

1.04 

33.8 

JANUS  EQUITY-INCOME 

Large-cap  Growth 

349.2 

409 

No  load 

1.45 

40.1 

JANUS  GROWTH  &  INCOME 

B+ 

Large-cap  Growth 

B 

3504.1 

75 

No  load 

0.96 

34.9 

JANUS  IVIEnCUnT 

B 

Large-cap  Growth 

B 

3111.6 

63 

No  load 

0.96 

58.4 

lAUIIC   f\l  VMBIIC 

JANUS  OLTMPUS 

Large-cap  Growth 

1288.1 

105 

No  load 

1.03 

57.0 

JANUS  OVERSEAS 

Foreign 

4329.0 

34 

No  load:t 

1.01 

16.0 

JANUS  SPECIAL  SITUATIONS 

Mid-cap  Growth 

893.7 

130 

No  load 

1.18 

25.3 

JANUS  TWENTY 

B+ 

Large-cap  Growth 

B+ 

15797.2 

163 

No  load 

0.91 

73.4 

JANUS  VENTURE 

C- 

Small-cap  Growth 

B-f 

1246.2 

1 

No  loadt 

0.92 

23.2 

JANUS  WORLDWIDE 

B 

World 

A 

16322.7 

54 

No  load 

0.95 

25.9 

JAPAN  X 

F 

Japan 

348.3 

29 

No  load 

1.21 

24.3 

KALMAR  "GROWTH/VAL."  SMALL  CAP 

Small-cap  Growth 

222.3 

-2 

No  load 

1.25 

-7.7 

KAUFMANN  X 

C- 

Small-cap  Growth 

B+ 

4456.1 

-26 

0.20* 

1.88t 

0.7 

KEMPER  BLUE  CHIP  A 

B 

Large-cap  Blend 

C- 

420.0 

28 

5.75 

1.19 

14.4 

KEMPER  GLOBAL  DISCOVERY  S  (uu) 

C- 

World 

C 

301.7 

-11 

No  load 

1.63 

16.4 

KEMPER  GROWTH  A 

C- 

Large-cap  Growth 

F 

/  -D 

1 5 

5  75 

1  04 

14.2 

KEMPER  INTERNATIONAL  A 

c- 

Foreign 

C 

433.5 

5 

5.75 

1.57t 

7.9 

KEMPER  SMALL  CAP  VALUE  A 

c- 

Small-cap  Value 

C- 

500.1 

-21 

5.75 

1.32 

-12.8 

KEMPER  SMALL  CAP  EQUITY  A  A 

D 

Small-cap  Growth 

C 

659.8 

-6 

5.75 

0.90 

-3.1 

KEMPER  TECHNOLOGY  A  A 

C- 

Technology 

C- 

1359.5 

34 

5.75 

0.89 

43.6 

KEMPER  TOTAL  RETURN  A 

C 

Domestic  Hybrid 

D 

2606.2 

22 

5.75 

1.01 

15.9 

'Includes  redemption  fee.  "Includes  deferred  salescharge.  tl2(b)-l  plan  in  effect  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  N 
(00)  Formerly  Tower  Capital  Appreciation  A.  (pp)  Formerly  Invesco  Strategic  Financial  Services,  (qq)  Formerly  Invesco  Strategic  Health  Sciences,  (rr)  Formerly  Invesco  Str 
Formerly  Invesco  Strategic  Technology,  (tt)  Formerly  DG  Equity,  (uu)  Formerly  Scudder  Global  Discovery,  I 


Equity  Funds 


UU.  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS 
SETAX  AFTtRIAX 


!0 YEARS 
PRETAX  AFIERIAX 


RESULTS  VS 
ALL  FUNDS 


TURNOVER 


CASH 

% 


FOREIGN  P-E    UNTAXED    LARGEST  HOLDING 


LEVEL 


BEST 


WORST 


RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


QTR    %RET     QTR  %RET 


9  A 

19.7 

18.2 

15.7 

AV6r3g6 

1 

2 

32 

43 

Gsnsrsl  ElBCtric  (4) 

Average 

DZ  98 

23.2 

in  98 

-12.1 

800-999-0124 

3.9 

11.9 

NA 

NA 

Low 

2 

6 

27 

25 

IBM  (1) 

Very  low 

IS  98 

11.3 

ffl98 

-7.2 

800-433-6884 

1.6 

19.0 

NA 

NA 

BO 

High 

2 

1 

40 

23 

IMS  Health  (4) 

Average 

IS98 

26.0 

in  98 

-14.4 

800-433-6884 

8.1 

15.0 

15.4 

12.4 

E10BB 

Average 

1 

1 

28 

11 

Baxter  International  (4) 

Low 

IS  98 

16.7 

m98 

-10.2 

800-433-6884 

7.3 

16.0 

NA 

NA 

BOB 

Very  low 

6 

3 

24 

29 

Maytag  (3) 

Low 

n97 

13.5 

in98 

-11.6 

800-258-3030 

9.1 

8.0 

NA 

NA 

Low 

2 

100 

17 

5 

Creative  Technology  (3) 

Average 

IS  98 

15.5 

in  98 

-18.4 

800-236-4479 

2.6 

9.1 

13.7 

10.2 

Average 

10 

NA 

30 

18 

Abbott  Laboratories  (3) 

Average 

n  97 

17.0 

0198 

-17.9 

800-945-3863 

NA 

NA 

NA 

NA 

B 

High 

17 

19 

27 

13 

NationsBank  (4) 

NA 

NA 

888-221-4227 

NA 

NA 

NA 

NA 

D 

High 

2 

18 

27 

12 

BankAmerica  (New)  (1 ) 

NA 

NA 

888-221-4227 

B.2 

16.4 

NA 

NA 

BO 

Average 

18 

71 

43 

28 

Cisco  Systems  (3) 

Average 

IS  98 

18.5 

in  98 

-16.0 

888-233-4339 

4.8  22.0  21.9  19.0  0000  Average  12  12  51  52  Dell  Computer  (10) 
1.1  18.4  NA  NA  BOQ      High  1  2  35  23  Microsoft  (3) 

1.6  7.1  14.7  12.1  OBEIE]      High  2  5  40  9  FINOVA  Group  (3) 

t.O  11.1  NA  NA  OBB  Average  7  6  25  10  IBM  (3) 

7.9  14.5  16.9  13.7  aBEIQ  Average  10  6  39  32  Tyco  Intl.  (5) 


High 
Average 

High 

Low 
Average 

Low 
High 
High 
High 
Average 


IS  98  27.9 

IS  98  20.2 

IB  98  24.7 

IB98  15.4 

IB  98  27.6 


in98  -6.4 
m  98-10.6 
ffl  98-21.8 
ni  98-10.7 
ni  98-15.8 


888-233-4339 
800-328-8300 
800-328-8300 
800-328-8300 
800-328-8300 


L6  11.5 

}.9  7.6 

1.8  20.2 

{.8  5.5 

1.6  6.1 


14.3  11.3 

NA  NA 

20.6  16.8 

7.9  6.4 

14.6  11.2 


QBBB 
BOB 
OBOO 
□BQO 
QEIOEl 


High 
High 
Low 
Average 
High 


2 
9 
4 
17 
16 


68 
2 
95 
20 


25 
36 
40 
32 
33 


11 
20 
44 
22 
3 


BankAmerica  (New)  (3) 
Mannesmann  (4) 
Microsoft  (5) 
Mannesmann  (5) 
General  Electric  (2) 


IB  98  16.2 

IB  98  21.2 

IB  98  27.1 

IB  98  19.5 

IB  98  12.0 


ffl  98-12.4 
ffl  98-16.9 
ffl  98-17.5 
ffl  98-19.9 
ffl98-11.1 


800-328-8300 
800-328-8300 
800-328-8300 
800-328-8300 
800-328-8300 


9,1 
19.6 


8  10.1 
tIA  NA 
KA  NA 


12.4  9.0  BBBB    Average  6        6  25  6  Washington  Mutual  (2)  Very  low     IB  98  10.2  ffl  98  -6.6  800-328-8300 

20.7  18.6  OBnO       Low  8        3  39  45  Cisco  Systems  (4)  Average     IB  98  24.3  ffl  98-1 1.5  800-328-8300 

10.9  8.3  OBEli!      High  4        4  25  4  Allmerica  Financial  (4)  Average     IB  98  16.6  ffl  98-19.0  800-328-8300 

NA  NA  11  35  NA  MCI  WorldCom  (4)  NA  NA  800-328-8300 

NA  NA                    Low  0  1  26  0  Vitesse  Semiconductor  (1)  NA  NA  800-328-8300 


9  13.9 

1  13.1 
.8  13.1 

2  11.3 
(A  NA 


16.4  12.8 
15.7  13.8 

15.5  12.7 
13.9  11.0 

NA  NA 


OBBB 
QBBB 
BBQO 

BBEIB 

a 


Average  1 0 
High  12 

Average  3 
Low  15 
3 


6 

4 
4 
15 
5 


37 
46 
23 
22 
33 


30 
52 
27 
13 
44 


General  Electric  (3) 
Cisco  Systems  (5) 
MCI  WorldCom  (5) 
Atlantic  Richfield  (2) 
General  Electric  (7) 


Average 
High 
Low 

Very  low 


IB  98  19.3 
IB  98  22.3 
IB  97  13.7 
IB  98  8.2 
NA 


ffl98-11.5 
ffl98-19.1 
194  -6.4 
ffl  98  -4.9 
NA 


800-328-8300 
800-328-8300 
800-328-8300 
800-421-4120 
800-334-2292 


3  16.4 
14.7 
1  15.1 
0  20.2 
8  15.6 


NA  NA 

20.0  16.7 
13.6  11.8 

25.1  22.1 
19.1  15.3 


DO 

Bnae 

□QBEI 
DDBD 

hbbo 


High 
Very  high 
Average 

High 

High 


4 
7 

100 
7 
2 


32 
39 
39 
22 
36 


14 
19 
18 
21 
26 


Merck  (2) 
i.D.  Edwards  (2) 
TNT  Post  Group  (3) 
Hertz  CI.  A  (3) 
Philip  Morris  (5) 


Very  low 

High 
Average 
Average 
Average 


1S98  13.7 
IB  98  26.7 
198  26.3 
IB  98  19.9 
IB  98  26.9 


ffl  98  -6.6 
ffl  98-17.8 
ffl  98-17.7 
ffl  98-18.2 
ffl  98  -5.9 


800-525-8085 
800-525-8085 
800-525-8085 
800-525-8085 
800-525-8085 


9  21.6 
6  12.6 

12.3 
9.5 

17.6 


25.1  22.6 

16.8  13.8 

20.0  17.1 

NA  NA 

23.8  20.5 


DOBEl      High  10  8  46  27  Merck  (7)  Average  ffl  95  19.5  n94  -7.5  800-525-8085 

DBBB  Average  5  4  30  29  Bank  of  New  York  (3)              Low  0  97  13.3  ffl  98  -7.4  800-525-8085 

OBQB      Low  5  23  33  36  Liberty  Media  CI.  A  (6)  Average  IB  98  24.8  ffl  98-12.6  800-525-8085 

BB      High  13  7  37  9  Sunrise  Assisted  Living  (2)        High  IB  98  26.3  ffl  98-16.9  800-525-8085 

QBOB  Very  high  5  2  44  16  IBM  (5)                              High  IB  98  25.1  IS  97-12.9  800-525-8085 


2  14.8 

8  16.8 

A  NA 

0  17.6 

8  23.6 


14.5  12.7 

15.6  13.4 
NA  NA 

17.2  14.9 

NA  NA 


BBBB 
BQEIB 
EI 

□BBa 
an 

BBBB 
BilBB 
QBBD 

BB 
QB 


Very  low  2  11  23  23  British  Telecom  ADR  (1)  Very  low  0  97  11.9  ffl  98  -5.3  800-525-8085 

Average  6  6  26  32  State  Street  (5)  Low  IB  98  16.7  ffl  98-1 1.7  800-525-8085 

Average  4  21  40  22  MCI  WorldCom  (5)  NA  NA  800-525-8085 

Low  16  8  32  42  Philip  Morris  (4)  Low  IB  98  17.3  ffl  98  -7.4  800-421-4120 

Very  low  3  NA  39  63  Schering-Plough  (4)  Low  IB  98  24.8  ffl  98  -6.0  800-748-8500 

Low  3  27  30  35  Cisco  Systems  (3)  High  IB  98  21.6  ffl  98-17.0  800-456-5111 

Very  low  7  98  24  21  Imperial  Tobacco  Group  (3)  Average  IB  98  16.4  ffl  98-15.7  800-456-5111 

High  6  5  47  25  Microsoft  (7)  Low  IB  98  28.4  ffl  98-1 1.0  800-525-8983 

High  8  6  46  15  Dell  Computer  (3)  Very  low  IB  98  18.8  ffl  98  -4.5  800-525-8983 

High  2  10  52  36  Vitesse  Semiconductor  (8)  High  IB  98  34.2  ffl  98-14.6  800-525-8983 


11.0 
10.0 
18.5 
6  16.0 
1  16.2 


13.3  10.6 

12.4  11.5 
20.4  17.8 

NA  NA 

NA  NA 


NA  NA  NA  O  Very  high  2  6  45  16  Comcast  Special  CI.  A  (4) 

3   21.6  NA  NA  BDQ      High  14  9  45  24  Time  Warner  (4) 

3  23.1  NA  NA  DD      High  4  10  50  30  Time  Warner  (6) 

A     NA  NA  NA  D  Very  high  17  8  54  42  America  Online  (6) 

A     NA  NA  NA  B  Average  16  97  36  17  Welters  Kluwer  (3) 


Average 
Average 


NA 

IB  98  21.5 
IB  98  30.0 
NA 
NA 


NA 

ffl  98  -9.0 
ffl  98  -6.9 
NA 
NA 


800-525-8983 
800-525-8983 
800-525-8983 
800-525-8983 
800-525-8983 


A 

NA 

NA 

NA 

1 

4 

40 

12 

Time  Warner  (9) 

NA 

NA 

800-525-8983 

6 

25.9 

25.8 

23.6 

OBBB 

High 

10 

5 

53 

39 

Dell  Computer  (12) 

Average 

IB  98 

29.7 

n94 

-6.4 

800-525-8983 

9 

11.6 

17.0 

14.2 

BBBB 

High 

5 

5 

43 

19 

Wind  River  Systems  (4) 

High 

IB  98 

25.0 

ffl  98 

-14.1 

800-525-8983 

3 

17.6 

NA 

NA 

BBB 

Average 

17 

70 

41 

23 

Microsoft  (3) 

Average 

IB  98 

20.2 

ffl  98 

-16.1 

800-525-8983 

1 

-2.0 

-0.6 

-2.4 

□ooo 

High 

6 

100 

37 

-17 

Murata  Manufacturing  (5) 

Very  high 

IB  98 

27.0 

IS  97 

-18.1 

800-535-2726 

NA 

NA 

NA 

8 

1 

24 

11 

Applied  Power  CI.  A  (4) 

NA 

NA 

800-282-2319 

14.2 

20.9 

20.1 

BBBQ 

Average 

18 

9 

32 

33 

Cendant (6) 

High 

IB  98 

17.1 

ffl  98 

-18.7 

800-237-0132 

2 

15.0 

16.1 

13.7 

BBBB 

Very  high 

6 

4 

31 

17 

Abbott  Laboratories  (2) 

Average 

IB  98 

19.2 

ffl  98 

-13.0 

800-621-1048 

1 

10.0 

NA 

NA 

BB 

Average 

6 

51 

38 

36 

Network  Appliance  (5) 

Average 

IB  98 

20.3 

ffl  98 

-16.6 

800-621-1048 

3 

10.5 

15.9 

13.3 

BBBB 

High 

1 

2 

38 

21 

Sun  Microsystems  (3) 

High 

IB  98 

27.6 

ffl  98 

-22.2 

800-621-1048 

} 

6.5 

8.7 

6.9 

QBQO 

Average 

5 

100 

30 

8 

Viag  (4) 

Average 

IB  98 

14.5 

ffl  98 

-17.9 

800-621-1048 

> 

13.4 

NA 

NA 

BB 

Low 

7 

2 

17 

-4 

S&P  Midcap  400  (2) 

High 

n95 

16.4 

ffl  98 

-24.1 

800-621-1048 

1 

8.2 

14.8 

12.1 

BBBB 

High 

8 

3 

34 

19 

Sofamor/Danek  Group  (3) 

High 

IB  98 

22.5 

ffl  98 

-22.9 

800-621-1048 

I 

19.4 

19.4 

15.3 

BBBB 

Very  high 

5 

3 

43 

33 

Cisco  Systems  (4) 

High 

IB  98 

37.5 

IB97 

-13.8 

800-621-1048 

i 

9.7 

13.9 

11.0 

BBOB 

High 

1 

2 

32 

14 

General  Electric  (2) 

Low 

0  97 

13.1 

ffl  98 

-6.7 

800-621-1048 

DATA:  MORNINGSTAR,  INC. 


CHICAGO,  IL. 


MUTUAL  FUND  SCOREBOARD 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1998  KeM 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG, 

SALES 

EXPENSE 

PRE- 

1 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

SMIL 

1997-98 

CHARGE  (%) 

RATIO  (°/^\ 

TAX 

I 

KEMPER  VALUE  5  (vv) 

B+ 

Large-cap  Value 

B+ 

468.8 

33 

No  load 

1.23 

1 1 .9 

KEMPER-DREMAN  HIGH  RETURN  EQUITY  A 

B 

Large-cap  Value 

B 

2505.2 

67 

5.75 

1.22 

1 2.0 

KEYPREMIER  ESTABLISHED  GROWTH 

Large-cap  Blend 

260.9 

22 

4.50 

0.44 

19.5 

■ 

KOPP  EMERGING  GROWTH  A 

Small-cap  Growth 

304.4 

7 

3.50 

NAt 

0.3 

1 

LEGG  MASON  AMER.  LEADING  PRIMARY 

B 

Large-cap  Blend 

c- 

238  8 

39 

nu  lUdU 

1  95t 

21.3 

1 

LEGG  MASON  INTERNATIONAL  EQUITY  PRIM. 

Foreign 

258.5 

13 

No  load 

2.17t 

8.5 

I 

LEGG  MASON  SPECIAL  INVESTMENT  PRIM.  X 

c- 

Mid-cap  Blend 

F 

1730.2 

27 

No  load 

1.86t 

23.3 

■ 

B 

LEGG  MASON  TOTAL  RETURN  PRIMARY 

c 

Mid-cap  Value 

c 

635.8 

6 

No  load 

1.88t 

-0.4 

LEGG  MASON  VALUE  PRIMARY  X 

A 

Large-cap  Value 

A 

8079.2 

119 

No  load 

1.73t 

48.0 

E 

LEXINGTON  CORPORATE  LEADERS 

B 

Large-cap  Value 

c 

482  7 

-8 

riU  ludU 

0  62 

9.9 

- 

LEXINGTON  GROWTH  &  INCOME 

B 

Large-cap  Blend 

C 

245.7 

8 

No  load 

1.17t 

21.4 

LINDNER  DIVIDEND  INVESTOR  X 

c 

Domestic  Hybrid 

F 

1 162.9 

-35 

2.00* 

0.61 

-4.0 

LINDNER  GROWTH  INVESTOR  X 

D 

Small-cap  Value 

D 

617.2 

-55 

2.00* 

0.44 

-15.8  - 

LKCM  SMALL  CAP  EQUITY 

Small-cap  Blend 

246.4 

-4 

No  load 

0.95 

-6.3 

LONGLEAF  PARTNERS 

A 

Mid-cap  Blend 

A 

JDOO.U 

HZ 

Mn  In^H 
no  lOdO 

14.3 

LONGLEAF  PARTNERS  REALTY 

Real  Estate 

776.3 

5 

No  load 

1.20 

-13.0 

LONGLEAF  PARTNERS  SMALL-CAP 

A 

Smalt-cap  Value 

A 

1351 .0 

48 

No  loadt 

1.09 

12.7 

LOOMIS  SAYLES  SM.  CAP  VAL.  INST. 

c- 

Small-cap  Value 

c- 

346.3 

41 

No  load 

0.94 

-1.1 

LORD  ABBETT  AFFILIATED  A 

B 

Large-cap  Value 

c 

8051.3 

4 

5.75 

0.65t 

14.4 

LORD  ABBETT  DEVELOPING  GROWTH  A 

c- 

Small-cap  Growth 

B+ 

Ou 

1  .UD  ■ 

8.3 

LORD  AddLI  I  mlD-CAP  VALUE  A 

c 

Mid-cap  Value 

C- 

367.8 

10 

5.75 

1 .25t 

-0.5 

LORD  ABBETT  RESEARCH  SMALL  CAP  A 

Small-cap  Blend 

221 .2 

5 

5.75 

1.17t 

-7.4 

MAINSTAY  CAPITAL  APPREC.  B 

c 

Large-cap  Growth 

c 

2753.0 

47 

5.00** 

1.61t 

38.2 

1! 

MAINSTAY  EQUITY  INDEX  A 

B+ 

Large-cap  Blend 

B 

797.1 

83 

3.00 

0.80+ 

27.7 

1! 

MAINSTAY  TOTAL  RETURN  B  X 

B 

Domestic  Hybrid 

c 

1482.4 

24 

5.00** 

1 .65t 

26.0 

MAINSTAY  VALUE  B  X 

c 

Large-cap  Value 

D 

1 174.6 

-16 

5.00** 

1.63t 

-7.3 

MAIRS  &  POWER  GROWTH  X 

B+ 

Mid-Cap  Blend 

A 

554.8 

34 

No  load 

0.84 

9.4 

MANAGERS  INTL.  EQUITY  & 

c 

Foreign  Stock 

A 

552.8 

46 

No  load 

1.45 

14.5 

MANAGERS  SPECIAL  EQUITY  & 

c- 

Smalt-cap  Growth 

B-f 

956.5 

33 

No  load 

1 .35 

0.2 

1 

MARSHALL  EQUITY-INCOME 

B+ 

Large-cap  Value 

B 

RT?  Q 

o 
z 

Mn  Inori 
no  lOdQ 

10.5 

li 

MARSHALL  INTERNATIONAL  STOCK 

Foreign 

235.4 

4 

No  load 

1 .59T 

3.3 

MARSHALL  LARGE-CAP  GROWTH  &  INCOME 

c 

Large-cap  Blend 

c- 

360.7 

25 

No  load 

1.23 

26.2 

MARSHALL  MID-CAP  GROWTH 

c- 

Mid-cap  Growth 

c 

262.6 

21 

No  load 

1.24 

15.7 

\t 

MARSICO  FOCUS 

Large-cap  Growth 

1204.5 

NM 

No  load 

1.56t 

51.3 

\ 

MARSICO  GROWTH  &  INCOME 

Large-cap  Growth 

"ill  ~i 

MM 

rim 

No  load 

1.311 

43.4 

1 

MAS  BALANCED  INSTITUTIONAL 

B+ 

Domestic  Hybrid 

B 

406.4 

21 

No  load 

0.56 

15.4  •• 

'11 

MAS  EQUITY  INSTITUTIONAL  X 

B 

Large-cap  Value 

c 

904.5 

-28 

No  load 

0.59 

1 9.7  ' 

H 

MAS  INTERNATIONAL  EQUITY  INST. 

D 

Foreign 

C- 

509.0 

-10 

No  load 

0.63 

10.1  1 

1 

MAS  MID  CAP  GROWTH  INSTITUTIONAL 

c- 

Mid-cap  Growth 

B 

509.2 

17 

No  load 

0.61 

37.4  i 

il 

MAS  MID  CAP  VALUE  INSTITUTIONAL 

Mid-cap  Blend 

QR 
30 

Mn  inoH 
no  lUdU 

u.oo 

16.1  _^ 

J 

MAS  SMALL  CAP  VALUE  X 

C 

Small-cap  Value 

C 

788.2 

-10 

No  loadt 

0.86 

-1.4 

li. 

MAS  VALUE  INSTITUTIONAL  X 

B 

Mid-cap  Value 

B 

2461.9 

-26 

No  load 

0.61 

-2.9 

n 

MASTERS'  SELECT  EQUITY 

Large-cap  Blend 

384.5 

30 

No  load 

1 .47 

14.9 

U 

MENTOR  GROWTH  B  X 

D 

Small-cap  Growth 

B 

387.8 

-20 

4.00** 

2.03t 

0.9 

11,0 

MERGER 

A 

Domestic  Hybrid 

A 

348.0 

—21 

No  load 

1 .331 

5.4 

12 

MERIDIAN  X 

C 

Mid-cap  Growth 

B 

227.9 

-31 

No  load 

0.95 

3.1  1 

It 

MERRILL  LYNCH  BASIC  VALUE  B  X 

B 

Large-cap  Value 

c 

4695.9 

7 

4.00** 

1.56t 

10.5 

iti 

S3,] 

MERRILL  LYNCH  CAPITAL  B 

B 

Domestic  Hybrid 

c 

5390.4 

-1 

4.00** 

1.57t 

5.1  , 

'(1,5 

MERRILL  LYNCH  DRAGON  B 

p 

Pacific/Asia  ex-Japan 

c- 

219.0 

-42 

4.00** 

2.39t 

-17.1 

MFRRILL  LYNCH  FUROFUND  R 

Fiirnnp 

c 

840.5 

9 

4.00** 

2.06t 

23.8 

m 

MERRILL  LYNCH  FUNDAMENTAL  GR.  B 

Large-cap  Growth 

927.8 

229 

4.00** 

2.16t 

33.4 

U 

MERRILL  LYNCH  GLOBAL  ALLOCATION  B 

c 

IntBrnationsI  Hybrid 

B 

6716.8 

-30 

4.00** 

1 .85+ 

-0.4 

5.S 

MERRILL  LYNCH  GLOBAL  GROWTH  C 

World 

292.3 

54 

1 .00** 

NAt 

31.0 

llji 

MERRILL  LYNCH  GLOBAL  UTILITY  B 

c 

Utilities 

c- 

327.6 

6 

4.00** 

1 .59+ 

24.7 

12.0 

MERRILL  LYNCH  GLOBAL  VALUE  B 

World 

1 893.6 

51 

4.00** 

1 .99t 

25.8 

MERRILL  LYNCH  GROWTH  B 

D 

Mid-cap  Btend 

F 

2307.7 

-48 

4.00** 

1.79t 

-24.2 

u 

MERRILL  LYNCH  HEALTHCARE  B  X 

B 

Health 

c 

223.8 

26 

4.00** 

2.44t 

31.8 

11,0 

MERRILL  LYNCH  PACIFIC  B  X 

Q 

DivBrsitied  Pacific/Asia 

A 

505.4 

-35 

4.00** 

1.90t 

7.3 

1  fl 

MFRRILB_  LYNCH  PHOFNIY  R  A. 

C- 

Miri-PAn  RIpnfi 

IVrlU  Uap  DICIIU 

F 

239.1 

-22 

4.00** 

2.26t 

3.7 

MPRRILL  LYNCH  ^AP  ^AA  INnFY  D 

1  srQP  Rlpnri 

LalgC  DICIIU 

375.8 

139 

no  1030 

NAt 

28.0 

MERRILL  LYNCH  SPECIAL  VALUE  B 

C- 

Small  Value 

D 

471.4 

-10 

4.00** 

2.13t 

-6.6 

!.J 

MFS  CAPITAL  OPPORTUNITIES  A  (WW) 

B+ 

Mid-cap  Blend 

B+ 

1020.5 

64 

5.75 

1.29t 

27.1 

lis 

MFS  EMERGING  GROWTH  B  X 

C- 

Mid-cap  Growth 

C 

6905.2 

37 

4.00** 

1.97t 

23.6  1 

Id,, 

MFS  GLOBAL  EQUITY  A  (xx) 

C 

World 

B 

301.0 

66 

5.75 

1.63t 

17.4  1 

II,J 
I; 

MFS  GLOBAL  GROWTH  B  (yy) 

C- 

World 

C 

288.9 

-5 

4.00** 

2.28t 

11.4  1 

MFS  GROWTH  OPPORTUNITIES  A 

C- 

Large-cap  Growth 

D 

1111.5 

17 

5.75 

0.84t 

29.2  I 

MFS  LARGE  CAP  GROWTH  B 

B-f 

Large-cap  Blend 

C 

475.9 

11 

4.00** 

2.05t 

31.3  1 

MFS  MANAGED  SECTORS  A  & 

C- 

Mid-cap  Blend 

D 

299.1 

8 

5.75 

1.38t 

11.5 

nl 

MFS  MASSACHUSETTS  INVESTORS  A 

A 

Large-cap  Blend 

B+ 

7141.8 

66 

5.75 

0.74t 

23.0 

119 

MFS  MASSACHUSETTS  INVESTORS  GROWTH  A 

B 

Large-cap  Growth 

B 

3312.0 

89 

5.75 

0.7  It 

40.0 

lis 

'Includes  redemption  fee.  "Includes  deferred  sales  cfiarge,  f  12(b)-l  plan  m  effect,  tNot  currently  accepting  new  accounts,  §Less  ttian  0,5%  of  assets,  NA=Not  available.  N 
(vv)  Formerly  Scudder  Value.  (v»w)  Formerly  MFS  Value  A.  (xx)  Formerly  MFS  World  Equity  A.  (yy)  Formerly  MFS  World  Growtfi  B, 


Equity  Funds 


AL  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS  10  YEARS      RESULTS  VS    TURNOVER    CASH    FOREIGN  P-E    UNTAXED    LARGEST  HOLDING 

lETAX  AnERTAX    PRETAX  AFTERTAX    ALL  FUNDS  %        %      RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR   %RET     QTR  %RET 


9.8 

18.0 

NA 

NA 

BO 

Average 

14 

13 

23 

12 

S&P  500  Index  (Fut.)  (5) 

Low 

ass 

17.1 

ffl98- 

-15.3 

800-621-1048 

2.5 

21.0 

19.2 

17.0 

BBDO 

Very  low 

6 

2 

21 

10 

S&P  500  Index  (Fut.)  (18) 

Average 

12  98 

14.2 

in98 

-7.7 

800-621-1048 

NA 

NA 

NA 

NA 

0 

3 

32 

52 

Schering-Plough  (7) 

NA 

NA 

800-766-3960 

NA 

NA 

NA 

NA 

NA 

5 

38 

NA 

Rational  Software  (9) 

NA 

NA 

612-841-0400 

7.8 

16.7 

NA 

NA 

BD 

Average 

1 

4 

26 

28 

IBIVI  (5) 

Average 

IS  98 

24.0 

m98- 

-11.9 

800-577-8589 

NA 

NA 

NA 

NA 

□ 

Average 

3 

100 

20 

6 

Telecom  Italia  (2) 

NA 

NA 

800-577-8589 

i.6 

14.4 

18.5 

17.1 

□□□D 

Low 

2 

7 

33 

34 

America  Online  (15) 

High 

IS  98 

40.1 

DI98 

-20.5 

800-577-8589 

i.8 

14.7 

14.5 

12.8 

□□BB 

Low 

4 

12 

20 

22 

I8M  (8) 

Average 

in  97 

13.8 

m98 

-15.8 

800-577-8589 

1.0 

30.6 

20.9 

19.7 

□BOD 

Very  low 

6 

11 

30 

54 

America  Online  (15) 

Average 

15  98 

35.9 

m98 

-11.6 

800-577-8589 

>.o 

15.7 

16.4 

13.8 

BBOB 

1 

2 

28 

29 

General  Electric  (7) 

Average 

n97 

13.5 

ni98 

-9.5 

800-526-0056 

5.9  15.5 
'.5  4.4 


2.4 
NA 
1.8  16.7 


i.7 
NA 


15.8  12.4 
10.3  7.2 

9.0  6.3 

NA  NA 

17.9  15.1 


BBBD 
□□□□ 
□BBD 
B 

BDOB 


Average 
Low 
Low 
Low 
Low 


1 
2 
6 
19 
2 


4 
12 
18 

3 
32 


36 
15 
16 
24 
21 


33 
-€ 
6 
18 
14 


Safeway  (3) 
CSC  HIdgs.  (4) 
Alliant  Techsystems  (5) 
Kirby  (3) 
FDX  UK  (9) 


Average 
Low 
High 

Low 


IS  98  22.0 
n  95  6.7 
in97  13.3 
NA 

IS  98  18.5 


in  98-12.3 
in  98  -7.9 
m  98-19.5 
NA 

ffl  98-18.4 


800-526-0056 
314-727-5305 
314-727-5305 
817-332-3235 
800-445-9469 


NA  NA 

I.S  16.3 

t.5  11.7 

1.7  15.3 

.8  18.0 


NA  NA  B      Low  1  7  24  -2  Host  Marriott  (10)  NA  NA  800-445-9469 

13.5  12.0  OBBa  Very  low  8  29  24  11  Shaw  Comms.  CI.  B  (Can.)  (12)  Very  low  IB98  14.5  0198-13.4  800-445-9469 

NA  NA  DBB  Average  12  1  21  5  Intl.  Multifoods  (1)               Average  IS  98  18.1  0198-18.6  800-633-3330 

15.7  12.4  BBBB  Average  2  4  27  33  IBM  (4)                              Low  IS  98  17.1  0198-11.6  800-874-3733 

17.2  14.6  BBDB       Low  6  4  32  25  Plantronics  (4)                      High  IS  98  28.3  0198-22.0  800-874-3733 


10.4 
NA 
21.4 
21.7 
14.4 


13.8  10.7 

NA  NA 

22.4  20.^ 

NA  NA 

14.7  13.2 


BBBB 

B 

ODBQ 

□aa 

BBBB 


Average 
Average 

Low 
Very  low 
Very  high 

Average 
Very  low 

Low 
Average 
Average 


3  4  21  24  Tricon  Global  Restaurants  (4)  Average  U  97  13.8  0198-17.3  800-874-3733 

3  NA  26  -9  Electronics  for  Imaging  (7)  NA  NA  800-874-3733 

7  2  43  52  Tyco  Intl.  (3)  Average  IS  98  26.9  01 98  -8.3  800-624-6782 

1  3  33  38  Microsoft  (3)                        Low  IS  98  21.2  0198-10.1  800-624-6782 

2  2  45  38  Tyco  Intl.  (2)                        Low  IB  98  16.9  ffl  98  -4.3  800-624-6782 


7  9.3 

9  21.8 

2  9.9 

.4  13.6 

.7  15.5 


14.3 
20.5 
11.6 
16.8 
NA 


11.9 
18.9 
10.4 
14.2 
NA 


BOBB 
OBQB 
□DBB 
BDilB 
BB 


4 
NA 
100 
3 
4 


21 
27 
26 
31 
24 


-5 
28 
14 
15 
16 


Texas  Utilities  (3) 
Medtronic  (4) 
Hoechst  (2) 
XTRA(I) 
Exxon  (3) 


Average 
Average 
Average 

High 

Low 


0  97 
0  97 
IS  98 
IB  98 
12  98 


11.2 
19.0 
13.9 
19.8 
11.7 


0198-16.6 
0198-13.2 
m  98-14.3 
ffl  98-21.0 
ffl  98  -7.8 


800-624-6782 
800-304-7404 
800-835-3879 
800-835-3879 
800-236-8560 


A  NA 

1  15.8 

7  14.5 
lA  NA 
A  NA 


NA 
NA 
NA 
NA 
NA 


NA 
NA 
NA 
NA 
NA 


B 
BO 
QB 


Low  7 
Low  12 
Very  high  9 
1 
2 


95 
3 
4 
3 
7 


17 
34 
45 
38 
37 


15 
39 
26 
5 
13 


Zurich  Allied  (2) 
General  Electric  (3) 
America  Online  (4) 
EMC/Mass.  (10) 
Time  Warner  (5) 


Average 
High 


NA 

IB  98  22.7 
IB  98  30.6 
NA 
NA 


NA 

ffl  98-10.1 
ffl  98-22.9 
NA 
NA 


800-236-8560 
800-236-8560 
800-236-8560 
888-860-8686 
888-860-8686 


7  11.5 

4  14.0 

6  3.5 

9  17.9 

A  NA 


NA  NA 

17.5  13.6 

8.8  7.2 

NA  NA 

NA  NA 


BB 
QBDB 
OBQB 

Doa 
a 


High  23 

Average  1 

Average  3 

High  1 

Very  high  9 

High  9 

Average  1 3 

High  3 

Average  1 2 

Very  high  -12 

Low  2 

Low  15 

Low  4 

Low  18 

Average  6 

Average  5 

Average  5 
NA 

Very  low  3 

Average  7 


5  29  7  Microsoft  (2)  Very  low  13  98  12.2  ffl  98  -6.8  800-354-8185 

5  29  -2  Microsoft(4)  Average  IS  98  21.3  ffl98-14.4  800-354-8185 

97  22  1  3  Lafarge  (France)  (3)  High  IS  98  14.9  ffl  98-14.1  800-354-8185 

7  40  29  Health  Mgt.  Assoc.  CI.  A  (2)  High  IB  98  36.0  ffl  98-19.1  800-354-8185 

2  26  9  Allmerica  Financial  (3)  NA  NA  800-354-8185 


12.2 
13.4 
NA 
11.0 
7.2 


17.8  15.0 
16.2  12.1 

NA  NA 

14.9  12.6 
NA  NA 


BOBB 
BBQB 

BOOQ 
BBO 


5  23  -5  CalEnergy(2)  Average  ffl  97  18.3  ffl  98-18.3  800-354-8185 

1  18  0  S&P  Index  500  (Fut.)  (5)  Average  0  97  14.6  ffl98-19.1  800-354-8185 
17  24  18  Media  One  Group  (3)  NA              NA  800-960-0188 

2  35  28  Markel(2)  High  IS  98  22.6  ffl  98-22.7  800-382-0016 
7  28  -5  Allied  Group  (9)  Very  low  IS  98  7.3  ffl  98  -6.0  800-343-8959 


0  8.1 

0  15.1 

1  10.5 
5  -14.4 
D  12.2 


15.7  13.2 

13.8  12.0 
12.5  10.2 

NA  NA 

14.0  11.5 


DaBB 

□BBB 
BOBB 

BBBD 


NA  31  9  Kohl's  (3)  Average  IS  98  17.3  ffl  98-18.8  800-446-6662 

12  20  35  IBM  (3)  Low  0  97  14.2  ffl98-11.5  800-637-3863 

18  29  21  Vlfilliams  Companies  (2)  Low  IS  98  10.8  ffl  98-1 1.7  800-637-3863 

100  20  -56  Hong  Kong  Telecom  ADR  (7)  Very  high  IB  98  22.7  IB  97 -30.2  800-637-3863 

100  27  3  Telecom  Italia  (5)  Average  IB  98  22.6  ffl  98-18.7  800-637-3863 


A  NA 

5  5.8 

A  NA 

3  12.0 

X  NA 


NA 
NA 
NA 
NA 
NA 


NA 
NA 
NA 
NA 
NA 


a 

BBD 
BOB 


9  40  26  Wal-Mart  Stores  (4)  NA  NA  800-837-3863 

49  24  -7  Nikkei  225  Index  (Fut.)  (3)  Very  low     IS  98    9.3  ffl  98-13.2  800-637-3863 

68  33  NA  SAP  (3)  NA  NA  800-637-3863 

64  25  46  Telefonica  (6)  Average     18  98  15.1  194  -7.5  800-637-3863 

45  26  22  Cadbury  Schweppes  (5)  NA  NA  609-282-2800 


}  7.7 

13.6 

11.9 

OBDa 

Low 

14 

5 

28 

9 

Burlington  Resources  (7) 

High 

ffl  97 

19.2 

ffl  98 

-19.5 

800-637-3863 

}  17.0 

14.3 

10.2 

BQBD 

High 

4 

16 

47 

20 

Pfizer  (7) 

Average 

IB  98 

19.7 

094 

-8.9 

800-637-3863 

1  1.0 

5.0 

3.2 

□□□□ 

Low 

7 

100 

30 

-16 

Lend  Lease  (3) 

High 

IB  98 

19.6 

ffl  97 

-19.0 

800-637-3863 

j  5.5 

11.8 

7.9 

□aBB 

Average 

9 

10 

31 

-13 

Novell  (8) 

High 

198 

16.9 

m98 

-19.1 

800-637-3863 

\  NA 

NA 

NA 

2 

3 

32 

NA 

General  Electric  (3) 

NA 

NA 

609-282-2800 

1  9.0 

9.7 

7.9 

0BBB 

High 

12 

4 

23 

5 

VISX  (5) 

High 

0  97 

19.1 

ffl  98 

-26.0 

800-637-3863 

1  18.5 

18.0 

14.4 

□aaa 

High 

8 

14 

34 

22 

Tyco  Intl.  (8) 

Average 

ffl  98 

24.0 

ffl  98 

-14.1 

800-637-2929 

'  19.4 

22.9 

22.5 

aaaB 

Low 

1 

4 

42 

44 

Cisco  Systems  (7) 

High 

ffl  98 

28.0 

ffl  98 

-18.1 

800-637-2929 

1  11.3 

NA 

NA 

BB 

Average 

9 

61 

26 

18 

Rite  Aid  (3) 

Average 

ffl  98 

19.2 

ffl  98 

-13.5 

800-637-2929 

'  8.9 

NA 

NA 

BB 

High 

6 

55 

35 

15 

Cisco  Systems  (3) 

Average 

ffl  98 

20.7 

ffl  98 

-17.0 

800-637-2929 

i  16.6 

16.8 

13.1 

BBBQ 

Average 

4 

2 

42 

38 

Microsoft  (7) 

High 

ffl  98 

24.2 

ffl  98 

-13.6 

800-637-2929 

16.5 

17.1 

14.0 

BQDD 

High 

4 

2 

41 

25 

Tyco  Intl.  (4) 

Average 

ffl  98 

24.2 

ffl  98 

-12.2 

800-637-2929 

•  11.8 

NA 

NA 

BB 

High 

1 

1 

32 

34 

Tyco  Intl.  (10) 

High 

ffl  98 

23.7 

ffl  98 

-19.1 

800-637-2929 

1  19.9 

19.2 

15.2 

□BDD 

Low 

7 

6 

31 

29 

Philip  Morris  (2) 

Low 

ffl  98 

18.6 

ffl  98 

-10.9 

800-637-2929 

1  19.9 

21.7 

17.4 

ODBa 

Average 

8 

2 

39 

30 

Microsoft  (6) 

Average 

ffl  98 

25.5 

ffl  98 

-10.1 

800-637-2929 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 


BUSINESS  WEEK  /  FEBRUARY  1.  1999  99 


MUTUAL  FUND  SCOREBOARD 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1998  RETU 

1 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

AFT 

OF  EACH  FUND  AGAINST  AU  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

$MIL 

1997-98 

CHARGE  (%) 

RATIO  (%) 

TAX 

V 

Mrs  nt9c.ARi;n  A 

C 

Large-cap  Blend 

C- 

3200.7 

36 

5.75 

0.96t 

22  9 

£.1 

MFS  STRATEGIC  GROWTH  B 

Large-cap  Growth 

359.9 

596 

4.00** 

2.08t 

44  2 

MFS  TOTAL  RETURN  A 

B+ 

Domestic  Hybrid 

B+ 

381 0.8 

1 7 

4.75 

0.93t 

11.9 

7 

MFS  UTILITIES  B 

B-i- 

Utilities 

A 

442. 1 

269 

4.00** 

1 .87 1 

17.0 

14 

MONTAG  &  CALDWELL  GROWTH  N 

Large-cap  Growth 

1 157.2 

1 1 1 

No  load 

1.23t 

31.9 

31 

UAUTOnUFDV  rUIPD#^IU/^   U  A          FTC  D 

MONTGOIVIEn T  tlVltnGINU  MARIVETs  n 

F 

Diversified  Emerging  Mkts. 

C 

-66 

NO  !0aa 

1 .60 

-38  3 

— oc 

MONTGOMERY  GLOBAL  COMMUN.  R 

o 

Communications 

c- 

282. 1 

107 

No  load 

1 .90 

55  0 

u  1 

MONTGOMERY  GROWTH  R 

c 

Mid-cap  Blend 

B 

1 047.8 

-23 

No  load 

1.19 

2.1 

t 

MONTGOMERY  U.S.  EMERG.  GROWTH  R  (zz) 

Small-cap  Growth 

410.4 

1 1 

No  loadt 

1 .56 

7.9 

6 

J.P.  MORGAN  DIVERSIFIED 

A 

Domestic  Hybrid 

B-f 

241.0 

140 

No  load 

0.98 

18.3 

16 

J.P.  MORGAN  U.3.  tQUITT 

B 

Large-cap  Blend 

C 

428.7 

8 

No  load 

0.78 

24  5 

1^ 

J.P.  MORGAN  U.S.  SMALL  CO. 

c- 

Small-cap  Blend 

c 

203.4 

-23 

No  load 

0.97 

-5  5 

MSDW  AMERICAN  VALUE  B  (aaa)X 

c 

Large-cap  Growth 

c 

5748.7 

41 

5.00** 

1 .46t 

31.1 

26 

MSDW  CAPITAL  APPRECIATION  B  (bbb) 

Small-cap  Growth 

2 1 9.5 

-38 

5.00** 

NAt 

-1.3 

-5 

MSDW  CAPITAL  GROWTH  SECURITIES  B  (ccc) 

c 

Large-cap  Growth 

D 

500.6 

0 

5.00** 

1.84t 

17.0 

\A 

MSDW  DEVtLUPING  GRUWTH  B  (QQO) 

D 

Small-cap  Growth 

C 

709.4 

-1 2 

5.00** 

1 .68t 

7  ft 

_ 

1 

MSDW  DIVIDEND  GROWTH  SECURITIES  B  (eee)  A. 

B+ 

Large-cap  Blend 

c 

1 8 

5.00*"^ 

1 .14t 

17  8 

IE 

MSDW  EUROPEAN  GROWTH  B  (fff)  & 

B 

Europe 

B 

2226.9 

29 

5.00** 

2.42t 

22.5 

2t 

MSDW  FINANCIAL  SERVICES  B  (ggg) 

Financial 

421 .9 

48 

5.00** 

NAt 

17.2 

U 

MSDW  GLOBAL  DIV.  GROWTH  SECURITIES  B  (hhh) 

c 

World 

B 

3544.2 

0 

5.00** 

1.71 1 

11.5 

c 

MSDW  GLOBAL  UTILITIES  B  (in) 

Utilities 

521 .6 

41 

5.00** 

1 .8t 

37.6 

34 

MSDW  GROWTH  B  (jjj)  A 

c- 

Large-cap  Blend 

F 

867.8 

6 

5.00** 

1 .64t 

21 .5 

MSDW  HEALTH  SCIENCES  B  (kkk) 

D 

Health 

D 

367.8 

-7 

5.00** 

2.26t 

18.3 

i; 

MSDW  INCOME  BUILDER  B  (III) 

Domestic  Hybrid 

All  n 

6 

5.00*  * 

NAt 

1.7 

A 

MSDW  INFORMATION  B  (mmm) 

Communications 

386.8 

64 

5.00** 

2.05t 

54.8 

51 

[J 

MSDW  MID-CAP  GROWTH  B  (nnn)  A 

Mid-cap  Growth 

581.3 

-4 

5.00** 

1 .99t 

4.4 

( 

V 

MSDW  PACIFIC  GROWTH  B  (ooo)  A 

F 

Diversified  Pacific/Asia 

p 

426.0 

-32 

5.00** 

2.44t 

-10.5 

-1( 

il 

MSDW  S&P  500  INDEX  B  (ppp) 

Large-cap  Blend 

932.5 

221 

5.00** 

NAt 

26.8 

2( 

M 

MSDW  SPECIAL  VALUE  B  (qqq) 

Small-cap  Value 

331 .2 

—8 

5.00'  * 

NAt 

-7.3 

-5 

(! 

MSDW  STRATEGIST  B  (rrr)X 

B 

Domestic  Hybrid 

c- 

1704.7 

14 

5.00** 

1.56t 

15.4 

n 

MSDW  UTILITIES  B  (SSS)X 

B 

Utilities 

C 

2751 .6 

1 3 

5.00** 

1 .67t 

22  0 

MSDW  VALUE-ADDED  MARKET  EQ.  B  (ttt) 

c 

Large-cap  Value 

D 

1 48 1 .4 

-1 

5.00** 

1 .36t 

1 1 .2 

MUNDER  INDEX  SOO  A 

A 

Large-cap  Blend 

8+ 

246.2 

86 

2.50 

0.39t 

28.0 

T 

!.: 

MUTUAL  BEACON  Z  X 

B+ 

Mid-cap  Value 

B-f 

4039.5 

-29 

NO  1030  4^ 

0.74 

2.4 

il 

MUTUAL  DISCOVERY  Z 

B 

World 

A 

2523.9 

-35 

No  loadt 

0.98 

-1.9 

■A 

ill 

MUTUAL  EUROPEAN  Z  <& 

Europe 

484.0 

-1 1 

No  loadt 

1 .02 

4.7 

li 

MUTUAL  QUALIFIED  Z 

B+ 

Mid-cap  Value 

B+ 

-24 

No  loadt 

0.75 

0.5 

! 

MUTUAL  SHARES  Z  X 

Mid-cap  Value 

B-f 

-21 

NO  loaai 

0.72 

0.5 

NATIONWIDE  D  (uuu)  X 

A 

Large-cap  Blend 

A 

50 

4.50 

0.60 

30.3 

21 

NATIONWIDE  GROWTH  D  (wv)  X 

B 

Large-cap  Blend 

c- 

944.7 

13 

4.50 

0.64 

23.8 

Z 

J  ■ 
U 

NEUBERGER  &  BERMAN  FOCUS  X 

c- 

Large-cap  Value 

F 

1 369.6 

0 

NO  loao 

0.84 

13.2 

]; 

NEUBERGER  &  BERMAN  GENESIS 

c 

Smalt-cap  Blend 

B+ 

1 210.5 

-3 

No  load 

1.11 

-7.0 

ii 

NEUBERGER  &  BERMAN  GUARD 

c_ 

Large-cap  Value 

p 

4502.6 

-25 

NO  1030 

0.79 

2.4 

-A 

IS 

NEUBERGER  &  BERMAN  MANHATTAN 

c_ 

Mid-cap  Growth 

Q 

563.7 

-1 

No  load 

0.95 

16.4 

1- 

u 

NEUBERGER  &  BERMAN  PARTNERS  A 

Large-cap  Value 

3239.4 

0 

Nn  ln;id 

0.80 

6.3 

li 

NEW  ECONOMY  X 

c 

Large-cap  Blend 

D 

6530.6 

31 

5.75 

0.81 1 

28  8 

3 

i5 

NEW  ENGLAND  BALANCED  A 

B 

Domestic  Hybrid 

c- 

223.4 

-4 

5.75 

1 .29t 

8.2 

15 

NEW  ENGLAND  GROWTH  A  X 

c 

Large-cap  Blend 

p 

1826.2 

25 

5.75 

1 .12t 

33.4 

2 

11 

!5  I 

NEW  ENGLAND  GROWTH  OPPORT.  A 

B 

Large-cap  Value 

B 

300.7 

36 

5.75 

1.25t 

24.0 

2 

NEW  ENGLAND  STAR  ADVISERS  B 

Mid-cap  Growth 

508.4 

10 

5.00** 

2.41 1 

18.2 

11 

NEW  ENGLAND  VALUE  A  A 

C 

Large-cap  Value 

D 

31 8.4.0 

-9 

5.75 

1 .25t 

7.1 

K  ! 

NEW  PERSPECTIVE  X 

B 

World 

B-f- 

21 257.0 

31 

5.75 

0.77t 

28.5 

21 

IS  1 

u 

NEWPORT  TIGER  B  (www) 

Pacific/Asia  ex-Japan 

280.7 

-23 

5.00*  * 

2.48t 

-12.9 

-i; 

NICHOLAS  X 

B 

Mid-cap  Blend 

B-f 

5823.5 

1 1 

No  load 

0.7 1 

13.1 

11 

!;  ■ 

NICHOLAS  II 

Mid-cap  Growth 

A 

1 109.5 

8 

■  ■u  lUau 

0.61 

9.2 

J  ' 

NICHOLAS  LIMITED  EDITION 

C 

Small-cap  Growrth 

A 

367.2 

12 

No  load 

0.86 

1 ,7 

i 

! 

J  1 

NICHOLAS-APPLEGATE  GROWTH  EO  B 

p 

Miri.rsn  f^rnwth 
iTiiu  uiuvviii 

C- 

235.9 

-1 7 

5.00"* 

2. 1 9t 

1 1 .9 

fl 

• 

NORTHERN  GROWTH  EQUITY 

1  3rop-ran  Rrnu/th 
Laigc  L>ap  uiuwiii 

594.7 

41 

NO  loao 

1 .00 

33.2 

3 

NORTHERN  INTL.  GROWTH  EQUITY 

PnrpioTi 
r  ui  cigM 

206.9 

26 

No  load 

1 .25 

23.9 

2 

: 

NORTHERN  ^MALL  CAP 

dlllall'*UdfJ  VdlUC 

314.3 

_7 

Nn  Inari 
nu  ludu 

1 .00 

-5.9 

J 

) 

NORTHERN  TECHNOLOGY 

Technology 

227.8 

182 

No  load 

1 .25 

83.0 

8 

1! 

NORTHSTAR  INTL.  VALUE  A 

Foreign 

231 .8 

278 

4.75 

1 .80t 

13  5 

NUVEEN  GROWTH  &  INCOME  STOCK  A 

Large-cap  Value 

71 5.1 

5 

5.25 

1 .20t 

9.9 

OAK  VALUE 

B+ 

Mid-cap  Blend 

A 

560.8 

301 

No  load 

1 .22 

18.9 

1 

OAKMARK 

B 

Large-cap  Value 

C 

7779.3 

7 

No  load 

1 .08 

3.7 

OAKMARK  INTERNATIONAL 

D 

Foreign 

D 

815.9 

-34 

No  load 

1.32 

-7.0 

OAKMARK  SELECT 

Mid-cap  Value 

1315.3 

34 

No  load 

1.22 

16.2 

1 

OAKMARK  SMALL  CAP 

Small-cap  Value 

747.7 

-50 

No  load 

1.45 

-13.2 

-1 
ll 

OLSTEIN  FINANCIAL  ALERT 

Mid-cap  Value 

273.4 

26 

2.50** 

2.25t 

15.0 

ONE  GROUP  EQUITY  INDEX  B 

Large-cap  Blend 

412.4 

71 

5.00** 

1,35t 

27.0 

21 

'Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  m  effect.  ±Not  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available,  NM=I ' 
(zz)  Formerly  Montgomery  Micro  Cap  R.  (aaa)  Formerly  Dean  Witter  American  Value  B.  (bbb)  Formerly  Dean  Witter  Capital  Appreciation  B.  (ccc)  Formerly  Dean  Witter  Capital  (i, 
(ddd)  Formerly  Dean  Witter  Deueloping  Growth  Sees.  B.  (eee)  Formerly  Dean  Witter  Dividend  Growth  Sees.  B.  (fff)  Formerly  Dean  Witter  European  Growth  B.  (ggg)  Formerly  Dcst  ; 
cial  Services  B.  (hhh)  Formerly  Dean  Witter  Global  Dividend  Gr.  Sees.  B.  (in)  Formerly  Dean  Witter  Global  Utilities  B.  (m)  Formerly  TCW/DW  Core  Equity  B.  (kkk)  Formerly  Dear-'? 


1  nn  R]lQIMFQ<X\A/CFK/FfRRIIAPVl      1  QOQ 


Equity  Funds 


NUAL  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 

5  YEARS 
PRETAX  ARERIAX 


RISK 


TELEPHONE 


10  YEARS  RESULTS  VS  TURNOVER  CASH 
PRETAX  ARERTAX    ALL  FUNDS  % 


FOREIGN  P-E  UNTAXED 
%      RATIO  GAINS  (%: 


LARGEST  HOLDING 
COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR   %RET     QTR  %RET 


on  1 

1  A  R 
1  O.D 

1  R  d 

1 5  8 

HVCl  dgc 

2 

Q 

33 

25 

Microsoft  (5) 

Average 

15  98 

22.0 

HI  98 

-15.0 

800-637-2929 

NA 

NA 

NA 

NA 

Average 

6 

2 

40 

16 

Microsoft  (8) 

NA 

NA 

800-637-2929 

13.8 

10.6 

13.5 

10.6 

High 

10 

10 

26 

9 

British  Petroleum  ADR  (1) 

Very  low 

D  97 

9.3 

in98 

-3.9 

800-637-2929 

17.6 

14.6 

NA 

NA 

BD 

High 

6 

18 

24 

9 

KN  Energy  (3) 

Low 

02  96 

11.8 

in  98 

-3.8 

800-637-2929 

NA 

NA 

NA 

NA 

a 

Low 

3 

3 

40 

26 

Bristol-Myers  Squibb  (5) 

NA 

NA 

800-992-8151 

-10.8 

-11.3 

NA 

NA 

High 

7 

97 

17 

NA 

Liberty  Life  Assn.  of  Africa  (2)  Very  high 

ra94 

17.6 

m98 

-24.7 

800-572-3863 

14.4 

12.5 

NA 

NA 

an 

Average 

3 

67 

33 

26 

Global  TeleSystems  Group  (9) 

High 

198 

38.7 

m98 

-20.2 

800-572-3863 

17.9 

15.3 

NA 

NA 

DO 

Average 

5 

8 

26 

16 

Avid  Technology  (3) 

Average 

19  98 

17.0 

in98 

-19.3 

800-572-3863 

NA 

NA 

NA 

NA 

B 

LOVK 

2 

NA 

29 

31 

Duane  Reade  (4) 

NA 

NA 

800-572-3863 

15.1 

13.4 

NA 

NA 

BB 

Average 

2 

21 

31 

15 

Intel  (1) 

Very  low 

IS  98 

13.4 

0198 

-6.2 

800-221-7930 

20.6  16.0  18.6  15.1  DBBQ  High  1  2  31  16  BankAmerIca  (New)  (3)  Average  IS  98  21.3  0198-11.2  800-221-7930 

11.7  8.2  13.3  10.9  □HOB  High  2  4  25  -5  RenaissanceRe  Holdings  (2)  High  IS  98  15.9  III98-21.6  800-221-7930 
20.4  16.6  19.7  16.7  ODBO  Very  high  11  4  40  21  Comcast  Special  CI.  A  (2)  Average  IB  98  17.9  10  98  -7.3  800-869-6397 

NA  NA  NA  NA  O  6  6  44  NA  CGI  Group  (2)  NA  NA  800-869-3326 

15.6  13.0  NA  NA  DOB  High  2  5  47  15  MCI  WorldCom  (5)  Average  IB  98  19.8  0198-15.0  800-869-3863 


14.1 

11.8 

15.0 

13.6 

Bono 

High 

17 

3 

36 

21 

BISYS  Group  (1) 

High 

IB  98 

24.5 

01  98 

-20.4 

800-869-6397 

18.2 

17.2 

16.1 

14.9 

Vsry  tow 

5 

5 

29 

53 

Schering-Plough  (3) 

Low 

n  97 

15.7 

m  98 

-9.1 

800-869-3863 

19.2 

16.7 

NA 

NA 

BOB 

Low 

3 

100 

30 

27 

British  Telecomm.  (2) 

Average 

I  98 

19.9 

m  98 

-15.8 

800-869-3863 

NA 

NA 

NA 

NA 

10 

3 

29 

NA 

Providian  Financial  (4) 

NA 

NA 

800-869-6397 

13.3 

1 1.0 

NA 

NA 

BB 

Av6r3g6 

4 

64 

22 

]  1 

Northrop  Grumman  (1) 

Low 

IB  98 

16.6 

m  98 

-12.6 

800-869-3863 

NA 

NA 

NA 

NA 

n 

Very  tow 

25 

41 

28 

41 

BellSouth  (3) 

NA 

NA 

800-869-3863 

15.2 

13.0 

NA 

NA 

BB 

Av6r3g6 

3 

NA 

37 

39 

United  Technologies  (8) 

High 

IS  98 

25.1 

ID  98 

-14.2 

800-869-3863 

13.9 

116 

NA 

NA 

g 

3 

48 

22 

Allegiance  (4) 

Very  high 

IB  95 

19.0 

I  97 

-1 3.5 

800-869-3863 

NA 

NA 

NA 

NA 

B 

2 

1 

19 

NA 

Loral  Space  &  Communications  (1) 

NA 

NA 

800-869-6397 

NA 

NA 

NA 

NA 

B 

Upru  hiffh 

VCIJF  ■llgll 

7 

2 

48 

37 

America  Online  (5) 

NA 

NA 

800-869-3863 

NA 

NA 

NA 

NA 

B 

Very  high 

3 

1 

44 

7 

Citrix  Systems  (3) 

NA 

NA 

800-869-3863 

-13  2 

-13  8 

NA 

NA 

Low 

3 

100 

23 

NA 

Hong  Kong  Telecomm.  (5) 

Very  high 

IS  98 

26.6 

IS  97 

-28.6 

NA 

NA 

NA 

NA 

4 

2 

33 

NA 

Microsoft  (3) 

NA 

NA 

NA 

NA 

NA 

NA 

10 

g 

]7 

NA 

Paxar (4) 

NA 

NA 

800-869-6397 

13.4 

1 1.0 

13.8 

1 1.8 

nigii 

14 

] 

29 

22 

Media  One  Group  (2) 

Low 

I  98 

10.2 

10  98 

-8.8 

800-869-3863 

13.4 

11.5 

12.9 

11.0 

E10QB 

Very  low 

5 

9 

24 

47 

SBC  Communications  (3) 

Low 

IB  97 

13.2 

I  94 

-6.5 

800-869-3863 

16.3 

15.4 

14.6 

13.7 

0 

2 

27 

41 

MCI  WorldCom  (§) 

Average 

IB  98 

1 6.5 

m  98 

-14.1 

800-869-3863 

23.5 

21 .7 

NA 

NA 

nn 

Very  )ow 

3 

2 

33 

35 

S&P  500  Index  (Fut.)  (3) 

Low 

IS  98 

21.1 

m  98 

-1 0.0 

15.2 

12.3 

14.5 

1 1 .9 

MVCl  dgC 

21 

38 

21 

17 

Chase  Manhattan  (3) 

Low 

IS  98 

12.6 

in  98 

-1 7.5 

15.0 

12.4 

NA 

NA 

HVCl  age 

18 

66 

20 

10 

Kansas  City  Southern  Inds.  (2) 

Low 

I  98 

1 1 .2 

m  98 

-1 9.4 

NA 

NA 

NA 

NA 

High 

21 

97 

18 

16 

Suez  Lyonnaise  Des  Eaux  (3) 

NA 

NA 

800-342-5236 

15.3 

12.1 

14.3 

1 1 .2 

rmvm 

Aupr'ioP 
nvci  age 

19 

29 

21 

17 

Chase  Manhattan  (3) 

Low 

IB  98 

12.6 

10  98 

-17.7 

800-342-5236 

15.7 

12.2 

14.3 

11.1 

nvci  age 

23 

22 

21 

21 

Chase  Manhattan  (5) 

Low 

IB  98 

13.3 

10  98 

-17.0 

800-553-3014 

24.1 

21.6 

18.9 

16.4 

vciy  lUW 

NA 

28 

48 

Warner-Lambert  (9) 

Low 

n  97 

18.5 

10  98 

-9.7 

OUU  OHO  U9^U 

18.9 

16.4 

15.1 

12  9 

AuorOflfO 
HVCldgC 

2 

2 

37 

41 

MCI  WorldCom  (7) 

Average 

0  97 

18  3 

m  98 

-10  7 

OUU  OHO'US^U 

17.6 

15.4 

17.0 

14.3 

BOBB 

Average 

6 

3 

23 

44 

Citigroup  (8) 

High 

IB  98 

34.5 

m  98 

-27.5 

800-877-9700 

15.3 

14.3 

14  1 

13.1 

g 

Q 

19 

5 

Alliant  Techsystems  (3) 

Average 

in  97 

20  1 

m  98 

-16  4 

OUU  O  /  / 

13.6 

1 1 .3 

14  9 

12  6 

LJBIMIcl 

r-fBlr'f  IM 

HVCI  dgc 

-J 

■J 

23 

23 

Countrywide  Credit  Industry  (5)  High 

IS  98 

23  1 

m  98 

-26  2 

flnn-R77-Q7nn 

OUU  O  /  /  3/UU 

15  8 

1 9  ^ 
1  ^.o 

15  4 

12  0 

Average 

o 
0 

C 

1Q 
J9 

Staples  (3) 

High 

TV  QA 

9"?  s 

rn  Qn 

91  9 

flnn  R77  Q7nn 

18  2 

1  R  9 

1  9  fl 

hign 

tj 

c 

9A 

1  u 

SLM  Holding  (3) 

Average 

16  4 

111  90 

-If./ 

Rnn  R77  Q7nn 

OUU-O  /  /-3/UU 

16.5 

14.2 

17.5 

15.0 

ciuUsI 

Low 

14 

25 

35 

39 

Viacom  CI.  B  (3) 

Average 

IB  98 

22.1 

m  98 

-10.8 

800-421-4120 

12.9 

10.0 

11.8 

9.4 

QBBB 

Average 

1 

6 

24 

13 

BellSouth  (2) 

Very  low 

0  97 

10.1 

0198 

-6.4 

800-225-7670 

20.7 

15.5 

18.3 

14.3 

DBBD 

Very  high 

1 

20 

30 

19 

Nokia  CI.  A  ADR  (8) 

High 

IB  98 

28.5 

0198 

-18.1 

800-225-7670 

21.5 

16.9 

17.4 

14.0 

BEIBQ 

High 

3 

1 

30 

22 

Wal-Mart  Stores  (3) 

Average 

IS  98 

19.2 

0198 

-12.3 

800-225-7670 

NA 

NA 

NA 

NA 

B 

High 

6 

4 

34 

18 

Philip  Morris  (2) 

NA 

NA 

800-225-7670 

18.4 

13.1 

14.5 

11.7 

BBBB 

Average 

0 

6 

24 

22 

Exxon  (4) 

Average 

IB  98 

17.5 

0198 

-15.2 

800-225-7670 

16.5 

14.5 

15.7 

13.7 

QBBB 

Low 

16 

57 

33 

35 

Pfizer  (3) 

Low 

IB  98 

20.7 

0198 

-10.2 

800-421-4120 

NA 

NA 

NA 

NA 

Very  low 

5 

100 

18 

-55 

Cheung  Kong  Holdings  (8) 

NA 

NA 

800-426-3750 

19.6 

16.9 

17.2 

15.2 

OBBH 

Very  low 

13 

2 

31 

50 

Freddie  Mac  (5) 

Average 

IS  98 

19.3 

ni98 

-15.9 

800-227-5987 

18.3 

15.2 

15.3 

13.1 

BDBB 

Low 

4 

9 

32 

40 

Health  Mgmt.  Assoc.  CI.  A  (5) 

Average 

IS  98 

16.0 

ni98 

-15.6 

800-227-5987 

15.8 

12.9 

15.9 

13.6 

BBBB 

Low 

9 

3 

32 

30 

IntI  Speedway  CI.  B  (6) 

Average 

IB  98 

19.6 

m98 

-17.0 

800-227-5987 

12.0 

9.0 

NA 

NA 

DBB 

Very  high 

2 

4 

36 

35 

Robert  Half  International  (3) 

High 

IS  98 

24.8 

ni98 

-18.4 

800-225-1852 

NA 

NA 

NA 

NA 

El 

Average 

4 

4 

40 

38 

Microsoft  (3) 

NA 

NA 

800-595-91 1 1 

NA 

NA 

NA 

NA 

B 

High 

7 

100 

36 

17 

Novartis  (Reg)  (4) 

NA 

NA 

800-595-91 1 1 

NA 

NA 

NA 

NA 

O 

Low 

0 

3 

19 

12 

Earthgrains  (1) 

NA 

NA 

800-595-91 1 1 

NA 

NA 

NA 

NA 

0 

Average 

3 

2 

49 

43 

Dell  Computer  (7) 

NA 

NA 

800-595-9111 

NA 

NA 

NA 

NA 

B 

Low 

6 

100 

24 

12 

Hutchison  Whampoa  (5) 

NA 

NA 

800-595-7827 

NA 

NA 

NA 

NA 

Very  high 

6 

20 

25 

15 

BankAmerica  (New)  (4) 

NA 

NA 

800-351-4100 

!1.8 

20.7 

NA 

NA 

BO 

Very  low 

2 

NA 

28 

14 

E.W.  Scripps  CI.  A  (9) 

Low 

DZ98 

24.4 

m98 

-18.6 

800-622-2474 

7.3 

15.0 

NA 

NA 

QB 

Low 

12 

3 

23 

15 

Philip  Morris  (10) 

Low 

0  97 

15.2 

ni98 

-13.8 

800-625-6275 

3.9 

1.3 

NA 

NA 

eo 

Low 

6 

100 

15 

-32 

(]uilmes  Industrial  ADR  (5) 

High 

IS  98 

14.5 

m98 

-19.4 

800-625-6275 

NA 

NA 

NA 

NA 

Average 

12 

19 

23 

12 

Cablevision  Sys.  CI.  A  (14) 

NA 

NA 

800-625-6275 

NA 

NA 

NA 

NA 

B 

Low 

8 

2 

21 

6 

Peoples  Bank  (CT)  (8) 

NA 

NA 

800-625-6275 

NA 

NA 

NA 

NA 

Q 

Very  high 

27 

NA 

26 

16 

Texas  Instruments  (3) 

NA 

NA 

800-799-2113 

NA 

NA 

NA 

NA 

El 

Very  low 

2 

2 

33 

36 

Microsoft  (3) 

NA 

NA 

800-480-41 1 1 

nerly  Dean  Witter  Income  Builder  B,  (mmm)  Formerly  Dean  Witter  Information  B  (nnn)  Formerly  Dean  Witter  Mid-Cap  Growth  B.  (ooo)  Formerly  Dean  Witter  Pacific  Growth 
lan  Witter  S&P  500  Index  B.  (qqq)  Formerly  Dean  Witter  Special  Value  B.  (rrr)  Formerly  Dean  Witter  Strategist  B.  (sss)  Formerly  Dean  Witter  Utilities  B.  (ttt)  Formerly  Dean 
Vlarket  Eq.  B.  (uuu)  Formerly  Nationwide,  (wv)  Formerly  Nationwide  Growth,  (www)  Formerly  Colonial  Newport  Tiger  8. 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING  SIZE 


FEES 


1998  RE 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAiNST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


ASSETS 
SMIL. 


%  CHG. 
1997-98 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


ONE  GROUP  LARGE  CO.  GROWTH  B 

OPPENHEIMER  CAPITAL  APPREC.  A  B 

OPPENHEIMER  DISCIPLINED  ALLOCATION  A  B 

OPPENHEIMER  DISCIPLINED  VALUE  A  IL  C 

OPPENHEIMER  DISCOVERY  A  D 


Large-cap  Growth 
Large-cap  Growth 
Domestic  Hybrid 
Large-cap  Value 
Small-cap  Growth 


B 
C 
O 

c- 


382.8 
1722.5 
314.5 
490.1 
1098.0 


108 
42 
27 
27 

-12 


5.00* 

5.75 

5.75 

5.75 

5.75 


1.99t 
I.OOt 
l.llt 
1.07t 
1.22t 


43.2 
24.0 
10.9 
8.5 
-2.0 


39.1 
22.1 
9.1 
7.| 
-2'! 


OPPENHEIMER  EQUITY-INCOME  A  B  Domestic  Hybrid 

OPPENHEIMER  GLOBAL  A  C-  World 

OPPENHEIMER  GLOBAL  GROWTH  &  INCOME  A  C  International  Hybrid 

OPPENHEIMER  GROWTH  AX  B  Large-cap  Blend 

OPPENHEIMER  MAIN  ST.  GROWTH  &  INC.  A  (xxx)  A  B  Large-cap  Blend 


C 

c 

c- 
c- 
c 


3259.8 
3427.5 
256.7 
1633.5 
6525.2 


9 
6 

37 
3 

35 


5.75 
5.75 
5.75 
5.75 
5.75 


0.87t 
1.13t 
1.43t 
I.OOt 
0.90t 


10.3  7| 

12.7  10.1 

12.8  71 
11.0  8| 
25.2  231 


OPPENHEIMER  MULTIPLE  STRATEGIES  A  B  Domestic  Hybrid 

OPPENHEIMER  QUEST  CAPITAL  VALUE  A  C  Mid-cap  Blend 

OPPENHEIMER  QUEST  GLOBAL  VALUE  A  C  World 

OPPENHEIMER  QUEST  OPPORTUNITIES  B  B  Large-cap  Value 

OPPENHEIMER  QUEST  VALUE  A  B  Large-cap  Value 


C-  672.2  -3  5.75  1.16t  7.1 

C-  278.4  0  5.75  l.llt  20.2 

B+  299.3  12  7.75*"  1.73t  12.3 

C  2059.6  13  5.00**  2.03t  7.2 

B  1012.0  35  5.75  1.60t  9.5 


OPPENHEIMER  TOTAL  RETURN  A  C  Large-cap  Blend 

PACIFIC  HORIZON  BLUE  CHIP  A  Large-cap  Blend 

PAINEWEBBER  BALANCED  A  B  Domestic  Hybrid 

PAINEWEBBER  FINANCIAL  SERVICES  GROWTH  A  X  B+  Financial 

PAINEWEBBER  GLOBAL  EQUITY  A  . C-  World 


C- 

B-i^ 
C- 


2602.3 
4O0.1 
212.7 
223.0 
253.6 


16 
58 
18 
34 
-11 


5.75 
5.50 
4.50 
4.50 
4.50 


0.89t 

1.18 

1.34t 

1.17t 

1.44t 


21.2 
27.9 
17.9 
2.3 
11.8 


191 

261 

isl 

if 
101 


PAINEWEBBER  GROWTH  AX  C-  Mid-cap  Growth 

PAINEWEBBER  GROWTH  &  INCOME  A  B  Large-cap  Blend 

PAINEWEBBER  TACTICAL  ALLOCATION  C  B+  Large-cap  Blend 

PAPP  AMERICA-ABROAD  A  Large-cap  Growth 

PARNASSUS  ±  O  Small-cap  Value 


276.6 
872.0 
555.2 
342.8 
274.7 


29 
58 
87 
19 
-19 


4.50 
4.50 
1.00* 
No  load 
3.50 


1.27t 

1.07t 

1.70t 

1.11 

1.11 


32.5 
18.1 
26.7 
23.8 
1.4 


PAX  WORLD  & 

PAYDEN  &  RYGEL  GROWTH  &  INCOME  R 
PBHG  EMERGING  GROWTH 
PBHG  GROWTH  PBHG  X 
PBHG  LARGE  CAP  20  PBHG 


Domestic  Hybrid 
Large-cap  Value 
Small-cap  Growth 
Mid-cap  Growth 
Large-cap  Growth 


837.6 
265.8 
1043.8 
3939.5 
545.2 


33 
41 
-31 
-28 
368 


No  load 
No  load 
No  load 
No  load 
No  load 


0.91 1 

0.54 

1.27 

1.26 

1.41 


24.6 
18.1 
3.0 
0.6 
67.8 


PBHG  SELECT  EQUITY 

PBHG  TECHNOLOGY  &  COMMUNICATIONS  A 
PEGASUS  EQUITY  INDEX  A  A 
PEGASUS  GROWTH  &  VALUE  A  B 
PEGASUS  MID  CAP  OPPORTUNITIES  A  C- 


Mid-cap  Growth 
Technology 
Large-cap  Blend 
Large  Blend 
Mid-cap  Blend 


B-f 
C- 
C- 


289.9 
396.3 
321.6 
268.6 
278.3 


-17 
-28 
66 
65 
19 


No  load 
No  load 
3.00 
5.00 
5.00 


1.35 
1.30 
0.57 1 
1.09t 
1.09t 


19.0 
26.0 
27.9 
13.1 
4.3 


PENNSYLVANIA  MUTUAL  INVESTORS  X  C  Small-cap  Value 

PHOENIX  AGGRESSIVE  GROWTH  A  A  C-  Mid-cap  Growth 

PHOENIX  BALANCED  A  B  Domestic  Hybrid 

PHOENIX  GROWTH  A  B  Large-cap  Blend 

PHOENIX  INCOME  &  GROWTH  A  B  Domestic  Hybrid 


458.9 
291.0 
1684.2 
2818.5 
584.9 


-10 
17 
0 
13 
27 


1.00* 

4.75 

4.75 

4.75 

4.75 


1.05 

1.20t 

0.98t 

I.IOt 

1.13t 


4.2 
29.6 
18.5 
29.5 
11.0 


PHOENIX  MID  CAP  A  A 
PHOENIX  STRATEGIC  ALLOCATION  A 
PHOENIX-ENGEMANN  GROWTH  A  X 
PHOENIX-ENGEMANN  NIFTY  FIFTY  A 
PILGRIM  BANK  &  THRIFT  B  (yyy) 


Mid-cap  Growth 
Domestic  Hybrid 
Large-cap  Growth 
Large-cap  Growth 
Financial 


308.0 
319.0 
441.7 
235.0 
391.1 


-13 
3 
15 
33 

422 


4.75 
4.75 
4.75 
4.75 
5.00* 


1.33t 
1.17t 
1.60t 
1.60t 
1.95t 


19.5 
20.2 
36.7 
35.1 
-2.5 


PILGRIM  MAGNACAP  A  (zzz) 
PIMCO  GROWTH  C  A 
PIMCO  INNOVATION  C 

PIMCO  MICRO  CAP  GROWTH  INSTITUTIONAL 
PIMCO  OPPORTUNITY  C  A 


B-f 
C 


C- 
F 


Large-cap  Blend 
Large-cap  Growth 
Technology 
Small-cap  Blend 
Small-cap  Growth 


340.3 
1942.1 
327.1 
255.6 
369.8 


6 
25 
95 
21 
-33 


5.75 
1.00* 
1.00* 
No  load 
1.00* 


1.37t 

1.91t 

2.06t 

1.51 

2.06t 


16.1 
38.9 
78.1 
-3.9 
1.3 


PIMCO  RENAISSANCE  C  B  Large-cap  Blend 

PIMCO  STOCKSPLUS  INSTITUTIONAL  A            A  Large-cap  Blend 

PIMCO  TARGET  C  C-  Mid-cap  Growth 

PIONEER  AX  B-f  Large-cap  Blend 

PIONEER  BALANCED  A  A  C  Domestic  Hybrid 


429.1 
453.5 
889.4 
5395.2 
257.6 


15 
36 

-6 
35 
-6 


1.00* 
No  load 
1.00* 
5.75 
4.50 


2.01 1 

0.65 

1.96t 

1.03t 

1.19t 


10.7 
28.3 
23.3 
29.1 
1.2 


PIONEER  CAPITAL  GROWTH  A 
PIONEER  EQUITY-INCOME  A 
PIONEER  EUROPE  A 
PIONEER  GROWTH  A 
PIONEER  II  A  A 


C 

B+ 

C 

B 

C- 


Mid-cap  Value 
Large-cap  Value 
Europe 

Large-cap  Growth 
Mid-cap  Value 


1321.7 
638.7 
346.1 
1404.5 
6233.5 


-17 
29 
115 
139 
-13 


5.75 
5.75 
5.75 
5.75 
5.75 


0.98t  -4.7 

l.llt  17.4  11 

1.78t  20.8  2| 

0.99t  33.6  al 

0.90t  -8.0 


PIONEER  INTERNATIONAL  GROWTH  A 
PIONEER  MID-CAP  A 
PREFERRED  ASSET  ALLOCATION 
PREFERRED  GROWTH  A 
PREFERRED  INTERNATIONAL 


D 
D 
A 

C 
C- 


Foreign 

Mid-cap  Growth 
Domestic  Hybrid 
Large-cap  Growth 
Foreign 


F 
D 
A 

C- 
B 


313.6 
891.1 
203.8 
506.6 
266.0 


-18 
-A 
47 
13 
10 


5.75 
5.75 
No  load 
No  load 
No  load 


1.67t 

0.85t 

0.92 

0.84 

1.20 


-6.2 
10.0 
27.1 

35.9  3| 
10.6 

IP 
13 
53 


PREFERRED  VALUE  B-f  Large-cap  Value 

T.  ROWE  PRICE  BALANCED  B-f  Domestic  Hybrid 

T.  ROWE  PRICE  BLUE  CHIP  GROWTH  A  Large-cap  Blend 

T.  ROV^fE  PRICE  CAPITAL  APPRECIATION  A  Domestic  Hybrid 

T.  ROViTE  PRICE  DIVIDEND  GROWTH  A  Urge-cap  Blend 


389.3 
1649.8 
4330.1 
1003.7 
1337.7 


14 
35 
85 
-5 
79 


No  load 
No  load 
No  load 
No  load 
No  load 


0.84 
0.81 
0.95 
0.66 
0.80 


14.4 
16.0 
28.8 
5.8 
15.0 


'includes  redemption  fee.  "Includes  deferred  sales  ctiarge.  tl2(b)-l  plan  in  effect,  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM= 
(xxx)  Formerly  Oppentieimer  Mam  St.  Income  &  Growth  A.  (yyy)  Formerly  Pilgrim  America  Bank  &  Ttirift  B.  (zzz)  Formerly  Pilgrim  American  MagnaCap  A. 


Equity  Funds 


MUAL  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS  10  YEARS     RESULTS  VS.  TURNOVER  CASH 

PRETAX  AFTERTAX    PRETAX  AFTERTAX    ALL  FUNDS  % 


FOREIGN  P-E  UNTAXED 
%      RATIO  GAINS  (%) 


LARGEST  HOLDING 
COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR   %RET     QTR  %RET 


NA 

NA 

NA 

NA 

a 

High 

0 

1 

41 

35 

Microsoft  (7) 

NA 

NA 

800-480-4111 

22.1 

18.6 

17.7 

15.4 

BEiaa 

Average 

12 

4 

34 

26 

Microsoft  (4) 

Average 

a  98 

26.7 

in98 

-16.6 

800-525-7048 

11.7 

9.0 

13.3 

10.3 

□BOB 

High 

1 

1 

26 

11 

US  West  (1) 

Very  low 

m  98 

12.1 

m98 

-6.6 

800-525-7048 

16.6 

14.3 

17.4 

14.4 

BaOB 

High 

11 

NA 

27 

16 

IBM  (3) 

Average 

QZ  98 

18.3 

m98 

-15.4 

800-525-7048 

8.6 

7.0 

15.1 

13.5 

BQBQ 

Average 

6 

4 

39 

24 

Serologicals  Holding  (2) 

High 

n97 

18.5 

ffl98 

-21.4 

800-525-7048 

16.4  13.9  13.6  11.2  BBBB  Low  26  1  23  27  First  Union  (3)  Low  n  97  11.3  ra98  -7.9  800-525-7048 
12.8  10.2  14.3  12.0  BBOB  Average  8  66  29  20  Canal  Plus  (5)  Average  IS  98  20.5  ffl  98-17.1  800-525-7048 
13.3  9.8  NA  NA  BDB  Average  0  61  25  2  National  Semiconductor  (5)  Average  DZ  98  20.7  ffl  98-17.5  800-525-7048 

17.5  14.0  16.1  13.7  BOOB  Low  32  3  23  21  Compaq  Computer  (2)  Low  IS  98  17.7  ffl  98-13.6  800-525-7048 
18.8  17.2  23.4  20.9  BOBD  Average  7  2  34  30  Microsoft  (4)  Average  IS  98  22.1  in  98-1 1.0  800-525-7048 


12.3 

9.2 

11.7 

9.3 

BBBQ 

Average 

6 

23 

26 

16 

NationsBank  (2) 

Very  low 

IS  98 

11.2 

ffl  98-10.4 

800-525-7048 

15.6 

13.8 

19.6 

18.3 

ODDB 

Low 

7 

41 

23 

23 

Security  Capital  Realty  (11) 

Average 

IB  98 

19.3 

ffl  98-1 1.6 

800-525-7048 

13.3 

11.4 

NA 

NA 

BBQ 

Low 

2 

55 

30 

22 

FHLMC  (5) 

Low 

m98 

14.8 

ffl  98-14.4 

800-525-7048 

18.2 

17.2 

NA 

NA 

Low 

13 

5 

28 

17 

FHLMC  (6) 

Low 

n95 

14.3 

ffl  98-13.1 

800-525-7048 

19.2 

17.2 

16.2 

14.3 

BBDO 

Low 

15 

14 

24 

23 

EXEL  CI.  A  (6) 

Low 

n97 

13.5 

ffl  98-13.6 

800-525-7048 

17.3 

14.5 

16.8 

13.9 

Average 

3 

0 

35 

30 

Tyco  Intl.  (2) 

Average 

IS  98 

18.3 

ffl  98 

-10.8 

800-525-7048 

NA 

NA 

NA 

NA 

a 

Average 

4 

1 

32 

12 

Microsoft  (4) 

NA 

NA 

800-332-3863 

13.4 

9.6 

NA 

NA 

BOB 

High 

6 

5 

30 

20 

MCI  WorldCom  (1) 

Low 

IS  98 

15.2 

ffl  98 

-8.1 

800-647-1568 

22.9 

19.9 

22.4 

20.2 

BQDO 

Low 

11 

5 

21 

21 

Ambac  Financial  Group  (2) 

Low 

n97 

16.5 

ffl  98 

-15.8 

800-647-1568 

8.7 

6.9 

NA 

NA 

OB 

Average 

3 

75 

30 

13 

AirTouch  Communications  (3) 

Average 

IS98 

19.4 

ffl  98 

-19.4 

800-647-1568 

16.1  13.3 

19.3  16.5 

21.6  20.2 

24.9  24.3 

10.6  8.5 


16.9  14.7 

15.1  13.4 

NA  NA 

NA  NA 

12.6  10.7 


aOBB 
BQBO 
BO 
QD 
□OEIB 


Average 
Average 

Low 
Very  low 
Average 

Very  low    1 5 
6 

High 
Average 
_  Hjgh  

Average  6 

Very  high  9 

Very  low  0 

Low  2 

Low  3 


3  43  34  Dell  Computer  (3)  High  IS  98  30.6  ffl  98-13.7  800-647-1568 

3  30  27  United  Technologies  (2)         Average  IS  98  20.9  ffl  98-14.0  800-647-1568 

2  33  26  Microsoft  (3)  Average  IS  98  20.8  ffl  98-10.3  800-647-1568 

6  31  27  American  Power  Conversion  (9)  Average  IS  98  27.8  ffl  98-12.6  800-421-4004 

NA  34  15  Intel  (9)  Very  high  DZ  98  44.6  ffl  98-24,3  800-999-3505 


17.9  15.7 

NA  NA 

16.4  15.8 

11.0  11.0 

NA  NA 


14.2  11.8 

NA  NA 

NA  NA 

18.8  16.0 

NA  NA 


17 
7 

18 


NA  37  30  AirTouch  Communications  (5)  Very  low  IB98  14.2  194  -3.7  800-767-1729 

NA  28  18  S&P  500  Dep.  Rec.  (46)                                 NA  NA  800-572-9336 

2  41  24  Medicis  Pharm.  CI.  A  (3)       Very  high  ffl  94  21.8  197-20.5  800^33-0051 

5  47  23  Citrix  Systems  (4)               Very  high  IS  98  27.5  ffl  98-26.2  800-433-0051 

NA  53  22  BMC  Software  (7)                                      NA  NA  800-433-0051 


NA  NA 

NA  NA 

23.7  22.1 

17.3  14.9 

14.0  12.1 


NA 
NA 
NA 
NA 
NA 


NA 
NA 
NA 
NA 
NA 


B 
B 
□D 

QBB 

OQB 


3  47  44  J.D.  Edwards  (7) 

2  51  39  Compuware(8) 

2  33  37  Microsoft  (3) 

2  27  19  Norwest(3) 

NA  23  25  Charter  One  Financial  (3) 


Low 
Average 
Average 

Low 

High 

Low 
Average 
Very  low 

High 
Low 
High 
Average 


NA 
NA 

IS98  21.1 
IS  98  15.8 
IB  98  22.6 


NA 
NA 

ffl  98-10.0 
ffl  98  -9.7 
ffl  98-20.7 


800-433-0051 
800-433-0051 
800-688-3350 
800-688-3350 
800-688-3350 


11.6  7.8 

20.2  15.9 
12.4  9.2 

19.3  15.5 
11.1  7.7 


11.8  8.8 

16.2  12.9 
13.1  10.3 
16.4  13.3 

12.3  9.3 


BEIOii 
BOOB 
BOOB 
DOBD 

BBOB 


Low 
Very  high 
Very  high 
Very  high 

High  

High  20 

Very  high  7 

Average  2 

Average  3 

Low  8 


3 
NA 
2 
1 

4 


19 
43 
42 
41 
27 


35 
25 
15 
24 
7 


Ash  Grove  Cement  (2) 
Cendant (7) 
IBM  (2) 
IBM  (4) 
Microsoft  (1) 


ffl  97  12.7 

IS  98  40.2 

IS  98  13.5 

IS  98  22.3 

DZ  98  9.7 


ffl  98-14.9 
ffl  98-19.6 
ffl  98  -5.5 
ffl  98  -8.8 
ffl  98  -6.0 


800-221-4268 
800-243-4361 
800-243-4361 
800-243-4361 
800-243-4361 


13.1  9.2 

12.8  9.4 

18.9  17.1 
21.4  20.6 

NA  NA 


NA  NA 

13.5  10.2 

17.0  15.9 

NA  NA 

NA  NA 


BOB 
BBDB 
aOBEI 

QBEl 


NA  41  14  Outdoor  Systems  (4) 

2  42  17  IBM  (3) 

NA  44  68  Cendant  (7) 

NA  40  56  MCI  WorldCom  (5) 

NA  18  21  Charter  One  Financial  (5) 


IS  98  28.4 
IS  98  15.9 
IS98  34.6 
IB  98  30.7 
NA 


ffl  98-16.1 
ffl  98  -5.7 
ffl  98-14.6 
ffl98-12.1 
NA 


800-243-4361 
800-243-4361 
800-243-4361 
800-243-4361 
800-334-3444 


19.9  16.1 

20.3  16.4 

NA  NA 

17.5  15.9 

7.7  4.1 


15.8  13.0 

18.7  15.5 
NA  NA 
NA  NA 

17.8  14.7 


Boaa 

BBBil 
D 

EiB 
OOHQ 


Average 

High 

High 
Average 
Average     1 6 


4 
6 
10 
8 


3  31  33  Schering-Plough  (3)  Low  IS98  18.9  ffl98-11.1  800-334-3444 

NA  43  33  HBO  (4)  Average  IS  98  25.1  ffl  98-12.6  800-426-0107 

5  53  53  America  Online  (9)  NA  NA  800-426-0107 

NA  20  14  Atlantic  Coast  Airlines  (3)  High  ffl  97  21.6  ffl  98-20.7  800-927-4648 

1  28  10  Veritas  DGC  (6)  Very  high  18  98  24.6  ffl  98-25.8  800-426-0107 


17.6 

13.9 

13.9 

11.2 

OBBD 

Very  high 

3 

2 

28 

-15 

Philip  Morris  (4) 

Average 

IB  98 

18,4 

ffl  98 

-16.8 

800-426-0107 

24.9 

19.2 

NA 

NA 

□a 

Low 

78 

NA 

NA 

-6 

NA 

Low 

IB98 

21,5 

ffl  98 

-9.8 

800-927-4648 

17.2 

13.3 

NA 

NA 

DB 

Very  high 

7 

NA 

39 

19 

Providian  Financial  (5) 

High 

IB  98 

21.0 

ffl  98 

-13.3 

800-426-0107 

21.9 

19.4 

16.9 

14.1 

BBBD 

Very  low 

0 

7 

30 

54 

Schering-Plough  (6) 

Low 

IS98 

22.3 

ffl  98 

-8.5 

800-225-6292 

8.1 

5,5 

9.6 

6.9 

BOQB 

High 

4 

1 

32 

3 

Conseco (4) 

Very  low 

ffl  97 

8.6 

ffl  98 

-6.9 

800-225-6292 

13.4 

11.2 

NA 

NA 

mm 

Average 

9 

5 

28 

4 

NCR  (3) 

Average 

IB  98 

11.7 

ffl  98 

-21.4 

800-225-6292 

18.4 

16.7 

NA 

NA 

BBQ 

Low 

1 

NA 

26 

35 

Schering-Plough  (6) 

Low 

IB  98 

14.4 

ffl  98 

-6.6 

800-225-6292 

19.1 

17.0 

NA 

NA 

BBEI 

Low 

5 

97 

27 

23 

Raisio  Group  (3) 

Average 

198 

24.3 

ffl  98 

-19.9 

800-225-6292 

25.3 

20.9 

21.0 

18.0 

Low 

10 

1 

40 

25 

Monsanto  (7) 

Average 

n97 

24.1 

0  94 

-12.8 

800-225-6292 

11.7 

8.8 

11.8 

8.9 

OBBB 

Average 

8 

10 

21 

21 

Ambac  Financial  Group  (5) 

Average 

n97 

15.5 

m98 

-22.3 

800-225-6292 

2.3 

0.2 

NA 

NA 

□O 

High 

3 

98 

21 

-33 

Telecom  Italia  (2) 

High 

IB98 

18.9 

m98 

-22.4 

800-225-6292 

8.5 

5.6 

11.7 

8.9 

BBDB 

Average 

8 

4 

37 

21 

Wind  River  Systems  (3) 

High 

IS98 

20.1 

ffl  98 

-21.8 

800-225-6292 

18.0 

15.3 

NA 

NA 

BB 

Low 

41 

3 

32 

26 

General  Electric  (1 ) 

Very  low 

IS  98 

16.0 

194 

-4.6 

800-662-4769 

22.0 

18.6 

NA 

NA 

BB 

Average 

3 

3 

41 

35 

MCI  WorldCom  (4) 

High 

IS  98 

28.8 

ffl  98 

-12.4 

800-662-4769 

9.5 

8.2 

NA 

NA 

OB 

Very  low 

11 

97 

26 

18 

British  Telecomm.  (4) 

Average 

198 

16.0 

ffl  98 

-16.1 

800-662-4769 

20.5 

19.4 

NA 

NA 

im 

Very  low 

10 

12 

27 

51 

Citigroup  (7) 

Low 

DZ  98 

17.2 

ffl  98 

-15.8 

800-662-4769 

14.1 

12.6 

14.0 

11.9 

BBBB 

Very  low 

2 

20 

31 

30 

General  Electric  (1) 

Very  low 

DZ  98 

12.2 

ffl  98 

-6.5 

800-638-5660 

23.9 

23.4 

NA 

NA 

BB 

Low 

5 

4 

34 

28 

MCI  WorldCom  (2) 

Low 

DZ98 

24.7 

ffl  98 

-12.1 

800-638-5660 

12.8 

9.5 

12.9 

9.8 

BBBO 

Average 

10 

9 

23 

7 

Amerada  Hess  (5) 

Very  low 

n97 

8.3 

ffl  98 

-3.0 

800-638-5660 

20.5 

18.5 

NA 

NA 

BB 

Low 

9 

10 

25 

17 

Mobil  (2) 

Very  low 

DZ98 

13.1 

ffl  98 

-7.1 

800-638-5660 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  !L 


MUTUAL  FUND  SCOREBOARD 
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Equity  Funds 


U.  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 

5  YEARS 
;1AX  ARERIAX 


RISK 


TELEPHONE 


10  YEARS     RESULTS  VS   TURNOVER   CASH   FOREIGN  P-E    UNTAXED    LARGEST  HOLDING 
PROAX  ARERTAX    ALL  FUNDS  %       %      RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR   %RET     QTR  %RET 


1.7  22.5 

1.8  16.1 
.6  17.2 
4A  NA 
4  15.2 


NA 

NA 

□□a 

Very  low 

0 

2 

33 

36 

Microsoft  (3) 

Low 

IS  98 

21.3 

in  98 

-10.0 

800-638-5660 

15.2 

12.7 

EIEiaB 

Low 

5 

5 

24 

24 

Amoco  (2) 

Very  low 

0  97 

11.4 

m  98 

-7.5 

800-638-5660 

NA 

NA 

Low 

4 

100 

29 

29 

Wolters  Kluwer  (3) 

Low 

1  98 

17.9 

10  98 

-14.0 

800-638-5660 

NA 

NA 

Average 

8 

10 

19 

19 

First  Union  (4) 

NA 

NA 

800-638-5660 

15.0 

12.9 

QBBB 

Very  low 

5 

4 

27 

33 

Pfizer  (2) 

Low 

n  97 

12.9 

m  98 

-9.6 

800-638-5660 

17.7 

15.0 

BBBD 

Low 

6 

17 

33 

44 

FHLMC  (3) 

Low 

nZ98 

23.1 

m98 

-11.4 

800-638-5660 

NA 

NA 

B 

High 

9 

9 

44 

22 

Eli  Lilly  (5) 

NA 

NA 

800-638-5660 

10.5 

8.9 

□BOB 

Very  low 

3 

100 

29 

25 

Wolters  Kluwer  (3) 

Average 

Q  98 

18.3 

ni98 

-13.7 

800-638-5660 

NA 

NA 

Low 

10 

8 

43 

41 

MCI  WorldCom  (3) 

High 

IS  98 

34.0 

in  98 

-18.6 

800-638-5660 

NA 

NA 

DB 

Low 

11 

5 

34 

27 

U.S.  Foodservice  (2) 

Average 

IS  9B 

26.8 

in  98 

-17.5 

800-638-5660 

NA 

NA 

B 

Very  low 

6 

7 

22 

10 

Valassis  Communications  (2) 

NA 

NA 

800-638-5660 

19.2 

17.9 

□DOB 

Low 

5 

1 

33 

43 

Waste  Management  (3) 

High 

IS  98 

27.7 

m98 

-21.3 

800-638-5660 

NA 

NA 

□□□ 

Low 

15 

100 

20 

-64 

Hutchison  Whampoa  (10) 

Very  high 

15  98 

18.4 

IS  97 

-27.1 

800-638-5660 

9.2 

6.7 

BQBB 

Low 

4 

23 

27 

14 

Mobil  (6) 

High 

m  97 

1 1.3 

m  98 

-12.4 

800-638-5660 

17.4 

14.6 

BOOD 

Average 

4 

3 

36 

33 

Paychex (2) 

High 

12  98 

24.6 

ni98 

-21.0 

800-638-5660 

NA 

NA 

B 

Low 

5 

26 

27 

13 

Philip  Morris  (1) 

NA 

NA 

800-638-5660 

NA 

NA 

B 

Low 

11 

22 

28 

5 

S&P  500  Dep.  Rec.  (1) 

NA 

NA 

800-638-5660 

25.6 

22.8 

□DDB 

High 

3 

3 

45 

38 

EMC/Mass.  (4) 

High 

IS  98 

47.9 

m98 

-17.3 

800-638-5660 

13.6 

10.7 

□□□B 

Low 

12 

4 

24 

13 

U.S.  Foodservice  (2) 

Average 

n97 

15.5 

m  98 

-19.4 

800-638-5660 

14.1 

12.2 

BDBa 

Very  low 

4 

1 

19 

16 

Poe  &  Brown  (2) 

Average 

ffl97 

14.9 

ni98 

-20.2 

800-638-5660 

NA 

NA 

BBB 

Low 

4 

5 

31 

21 

T.  Rowe  Price  International  (22)  Low 

IS  98 

18.6 

ni98 

-13.4 

800-638-5660 

NA 

NA 

B 

Average 

3 

11 

24 

6 

Amoco  (2) 

NA 

NA 

800-638-5660 

14.5 

12.0 

BBBB 

Low 

6 

NA 

25 

30 

First  Union  (5) 

Low 

n  97 

13.3 

m  98 

-10.4 

800-451-5447 

17.8 

16.6 

DBBQ 

Very  low 

8 

5 

31 

50 

Microsoft  (3) 

Average 

IS  98 

19.1 

m  98 

-15.6 

800-451-5447 

10.9 

9.8 

□□□B 

Low 

4 

98 

20 

18 

Nokia  CI.  A  ADR  (3) 

Average 

IS  98 

15.5 

m  98 

-17.8 

800-451-5447 

16.2 

15.5 

BDQEI 

Very  low 

7 

3 

29 

34 

EVl  Weatherford  (3) 

Average 

IS  98 

17.0 

ni98 

-21.2 

800-451-5447 

NA 

NA 

2 

NA 

NA 

32 

Nasdaq  100  (Fut.)  (97) 

NA 

NA 

888-776-3637 

10.8 

8.3 

BBDB 

High 

0 

4 

27 

8 

Duke  Energy (1) 

Low 

II97 

10.9 

in  98 

-8.6 

800-225-1852 

15.9 

13.6 

DBBB 

Very  low 

9 

9 

24 

32 

Chubb (3) 

Low 

IB  98 

14.0 

10  98 

-15.5 

800-225-1852 

13.4 

11.3 

BBBB 

Low 

2 

11 

17 

17 

Lehman  Brothers  Holdings  (5)  Average 

n  97 

16.3 

ni98 

-18.5 

800-225-1852 

NA 

NA 

a 

Average 

3 

5 

42 

32 

MCI  WorldCom  (4! 

NA 

NA 

800-225-1852 

13.4 

11.0 

BDBB 

Average 

6 

1 

16 

-2 

Financial  Security  Assurance  (3)Average 

ffl97 

15.8 

m98 

-23.3 

800-225-1852 

NA 

NA 

BOB 

Very  low 

4 

23 

22 

34 

Williams  (4) 

Low 

IS  96 

12.4 

I  94 

^.8 

800-225-1852 

9.1 

8.1 

□BOB 

Average 

9 

55 

30 

35 

Credito  Italiano  (3) 

High 

IS  98 

21.5 

0198 

-14.9 

800-225-1852 

NA 

NA 

B 

High 

0 

22 

30 

13 

U.S.  Treasury  (Fut.)  (7) 

NA 

NA 

800-225-1581 

NA 

NA 

B 

Very  high 

1 

22 

30 

8 

U.S.  Treasury  (Fut.)  (10) 

NA 

NA 

800-225-1581 

NA 

NA 

B 

High 

0 

18 

33 

16 

General  Electric  (1) 

NA 

NA 

800-225-1581 

12.7 

9.8 

BBBB 

High 

6 

4 

26 

10 

Exxon  (1) 

Very  low 

n97 

8.6 

0198 

-5.5 

800-225-1581 

NA 

NA 

B 

Low 

6 

8 

30 

15 

General  Electric  (3) 

NA 

NA 

800-225-1581 

NA 

NA 

B 

High 

1 

53 

32 

20 

Schering-Plough  (2) 

NA 

NA 

800-225-1581 

14.4 

12.1 

BBDB 

Average 

4 

4 

26 

13 

DuPont  (2) 

Low 

IS  98 

13.9 

0198 

-9.6 

800-225-1581 

NA 

NA 

BBD 

Average 

2 

99 

23 

12 

Nestle  (3) 

Average 

198 

20.0 

0198 

-18.3 

800-225-1581 

16.2 

13.2 

BBOB 

Average 

1 

1 

27 

19 

General  Electric  (3) 

Low 

IS  98 

16.7 

m  98 

-10.1 

800-225-1581 

13.8 

10.7 

BDBB 

High 

4 

4 

24 

11 

Citicorp  (1) 

Very  low 

0  97 

9.6 

m98 

-6.1 

800-225-1581 

13.1 

11.3 

BBDB 

High 

2 

51 

42 

19 

Microsoft  (2) 

Average 

IS  98 

21.9 

ni98 

-12.3 

800-225-1581 

0  18.0 
M  NA 
9  7.6 

1  18.2 
6  19.7 


lA  NA 

0  16.2 
9  -12.7 
6  6.9 
3  13.8 


NA 
NA 

21.7 
12.4 
10.3 


2  13.7 

A  NA 

7  15.8 
0  18.2 

8  8.4 


14.5 
NA 
7.1 
13.2 


6  11.2 


NA 
8.2 
11.5 
8.5 

NA 


A  NA 

A  NA 

0  10.3 

A  NA 

A  NA 


7  17.1 

0  17.4 
9  16.0 

1  12.2 

2  11.8 


\  NA 

NA 

NA 

B 

Average 

2 

3 

27 

11 

Xerox  (3) 

NA 

NA 

800-225-1581 

\  NA 

NA 

NA 

Average 

2 

NA 

44 

13 

Warner-Lambert  (5) 

NA 

NA 

800-225-1581 

!  24.5 

21.5 

19.5 

nnau 

Low 

3 

11 

46 

34 

Pfizer  (5) 

Average 

0  97 

20.3 

0198 

-6.4 

800-225-1581 

\  NA 

NA 

NA 

Average 

3 

95 

21 

7 

Generale  des  Eaux  Minis.  Vit.  (3) 

NA 

NA 

800-225-1581 

I  12.3 

NA 

NA 

BOB 

Average 

7 

96 

23 

10 

ING  Groep  (3) 

Average 

IS  98 

22.5 

0198 

-19.1 

800-225-1581 

k  NA 

NA 

NA 

a 

High 

2 

99 

39 

16 

Equant (3) 

NA 

NA 

800-225-1581 

20.9 

20.2 

16.5 

DBOO 

Average 

5 

1 

39 

31 

Tyco  Intl.  (3) 

Average 

IS  98 

25.3 

0198 

-12.0 

800-225-1581 

5  20.2 

NA 

NA 

aoB 

Average 

3 

4 

42 

42 

America  Online  (3) 

High 

IB  98 

29.4 

0198 

-18.9 

800-225-1581 

\  NA 

NA 

NA 

B 

High 

2 

3 

27 

13 

Philip  Morris  (3) 

NA 

NA 

800-225-1581 

}  13.3 

17.4 

15.2 

BDOQ 

High 

5 

3 

40 

24 

Compuware  (6) 

Very  high 

IB  98 

29.6 

m98 

-26.6 

800-225-1581 

5  13.1 

NA 

NA 

BBB 

Average 

1 

10 

23 

28 

Duke  Energy  (4) 

Very  low 

IB  97 

12.2 

194 

-6.9 

800-225-1581 

i  17.4 

18.4 

15.4 

BODB 

High 

2 

1 

36 

27 

Costco  (2) 

High 

IB  98 

23.8 

10  98 

-17.4 

800-225-1581 

)  18.1 

20.3 

18.1 

DDDB 

Average 

3 

7 

38 

37 

Tele-Comm.-TCI  Ventures  CI.  A  (2)  High 

IB  98 

26.7 

10  98 

-16.2 

800-225-1581 

)  19.1 

NA 

NA 

DB 

Average 

3 

9 

41 

32 

CBS  (2) 

High 

IB  98 

28.4 

10  98 

-17.7 

800-225-1581 

\  NA 

NA 

NA 

D 

High 

1 

3 

31 

15 

Microsoft  (4) 

NA 

NA 

800-248-6314 

k  NA 

NA 

NA 

B 

High 

2 

2 

25 

5 

New  Century  Energies  (2) 

NA 

NA 

800-248-6314 

1  12.4 

13.0 

10.8 

BOBB 

Low 

100 

3 

33 

42 

S&P  500  (Fut.)  (13) 

Very  low 

IS  98 

15.6 

3  97 

-1.9 

800-242-1421 

1  14.8 

20.2 

17.0 

DBOB 

Very  high 

8 

7 

35 

22 

ECsoft  Group  ADR  (3) 

High 

IS  98 

38.4 

;n  98 

-23.4 

800-766-3863 

1  21.5 

NA 

NA 

aa 

Very  high 

0 

NA 

41 

35 

Merrill  Lynch  (4) 

High 

IS  98 

24.1 

IB  95 

-14.7 

800-766-3863 

!  16.9 

17.7 

15.3 

BBBD 

Low 

1 

NA 

38 

27 

Merck  (3) 

Average 

IS  98 

25.3 

11198 

-12.4 

800-336-9970 

'  11.2 

NA 

NA 

BB 

Low 

1 

2 

22 

19 

National  Computer  Systems  (4)  Low 

IS  98 

15.1 

m  98 

-14.5 

800-221^268 

'  14.3 

NA 

NA 

DB 

Low 

14 

4 

18 

5 

Lincoln  Electric  HIdgs.  (2) 

Very  low 

0  97 

9.9 

1.1198 

-10.5 

800-221-4268 

!  27.3 

NA 

NA 

DD 

Very  low 

0 

1 

33 

15 

S&P  500  Index  (Call)  @550  (37)  High 

IS  98 

31.7 

IT  98 

-16.9 

800-820-0888 

k  NA 

NA 

NA 

D 

Very  high 

0 

1 

50 

40 

Microsoft  (24) 

NA 

NA 

800-820-0888 

k  NA 

NA 

NA 

□ 

Very  low 

0 

NA 

NA 

-58 

NA 

NA 

NA 

800-820-0888 

DATA:  MORr::    .star,  inc.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


OVERALL  RATING 


CATEGORY 


RATING  SIZE 


FEES 


(COMPARES  RISK-S.Ca'STED  PERFOR'.IANCE 
OF  EACH  FUND  AGAINST  All  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WTHIN  CATEGORY) 


ASSETS 
SMIL 


%CHG. 
1997-98 


SALES 
CHARGE 


EXPENSE  PRE- 
RATIO  (%)  TAX 


SAFECO  EQUITY  NO  LOAD 
SAFECO  GROWTH  NO  LOAD 
SAFECO  income:  NO  LOAD 
SALOMON  BROS.  INVESTORS  O 
SALOMON  BROS.  OPPORTUNITY  X 


A 

C- 
B 

B-t- 
B 


Large-cap  Blend 
Small-cap  Blend 
Large-cap  Value 
Large-cap  Value 
Large-cap  Value 


C 
B 

C- 


2024.9 
1394.2 
373.4 
650.9 
202.3 


37 
118 

-7 
7 
0 


No  load 
No  load 
No  load 
No  load: 
No  load 


0.73 
0.85 
0.85 
0.69 
1.12 


24.9 
4.4 
6.3 

15.4 
4.9 


SCHWAB  INTERNATIONAL  INDEX  INV. 
SCHWAB  MARKETTRACK  BALANCED  (ffff) 
SCHWAB  MARKETTRACK  GROWTH  (gggg) 
SCHWAB  1000  INVESTOR 
SCHWAB  S&P  500  INVESTOR 


B-i- 


Foreign 

Domestic  Hybrid 
Large-cap  Blend 
Large-cap  Blend 
Large-cap  Blend 


469.0 
297.7 
311.4 
3820.4 
2145.1 


44 
84 
69 
35 
108 


0.75* 
No  load 
No  load 

0.50* 
No  load 


0.61 
0.78 
0.75 
0.47 
0.38 


15.9 
13.7 
15.2 
27.2 
28.1 


SCHWAB  SMALL  CAP  INDEX  INVESTOR 

SCUDDER  BALANCED 

SCUDDER  DEVELOPMENT  ~ 

SCUDDER  GLOBAL  X 

SCUDDER  GREATER  EUROPE  GROWTH 


C- 
B+ 
D 
C 


Small-cap  Blend 
Domestic  Hybrid 
Small-cap  Growth 
World 
Europe 


548.5 
262.0 
782.9 
1613.9 
1268.0 


28 
66 
-9 
3 

455 


0.50' 
No  load 
No  load 
No  load 
No  loaG 


0.52 
1.02 
1.41 
1.34 
1.66 


-3.6 
21.1 
8.0 
12.6 
29.2 


SCUDDER  GROWTH  &  INCOME  X 
SCUDDER  INTERNATIONAL 
SCUDDER  LARGE  COMPANY  GROWTH 
SCUDDER  LARGE  COMPANY  VALUE 
SCUDDER  LATIN  AMERICA  A 


C- 
B 
C 
F 


Large-cap  Value 
Foreign 

Large-cap  Growth 
Large-cap  Value 
Latin  America 


7633.9 
2945.1 

626.9 
2355.5 

462.3 


12 
13 
104 
6 

-52 


No  load 
No  load 
No  load 
No  load 
No  load 


0.76 
1.18 
1.21 
0.93 
1.89 


SCUDDER  PATHWAY  BALANCED 

SCUDDER  SMALL  COMPANY  VALUE 

SECURITY  EQUITY  A  ± 

SEI  INDEX  S&P  500  INDEX  E 

SEI  INSTITUTIONAL  LARGE  CAP  GROWTH  A 


Domestic  Hybrid 
Small-cap  Value 
Large-cap  Blend 
Large-cap  Blend 
Large-cap  Growth 


242.9 
279.0 
942.4 
1449.2 
1890.4 


17 
32 
25 
29 
106 


No  load 

i.oo- 

5.75 
No  lead 
No  load 


NA 

1.50 
1.03 
0.25 
0.85 


6.1 
18.6 

33.2 
9.5 
-29.7 


7.6 
-5.5 
26.5 
28.3 
38.8 


SEI  INSTITUTIONAL  LARGE  CAP  VALUE  A 
SEI  INSTITUTIONAL  SMALL  CAP  GROWTH  A 
SEI  INSTITUTIONAL  SMALL  CAP  VALUE  A 
SELECTED  AMERICAN 
SELIGMAN  CAPITAL  A  ^ 


B-f 
D 


Large-cap  Value 
Small-cap  Growth 
Small-cap  Value 
Large-cap  Value 
Mid-cap  Growth 


1749.4 
723.9 
511.8 

2905.1 
271.8 


82 
38 
44 

31 


No  load 
No  load 
No  load 
No  load 
4.75 


0.85 

1.10 

1.11 

0.96- 

1.05- 


SELIGMAN  COMMON  STOCK  A  C  Large-cap  Blend 

SELIGMAN  COMMUNICATIONS  &  INFO.  A  D  Technology 

SELIGMAN  FRONTIER  A  D  Small-cap  Growth 

SELIGMAN  GROWTH  A  .i.  C  Large-cap  Growth 

SELIGMAN  HENDERSON  GLOBAL  SMALL  B  World 


740.4 

3362.2 
411.3 
868.9 
369.0 


1 
8 
-25 
19 
55 


4.75 
4.75 
4.75 
4.75 
5.00* 


1.13 

1.53- 

1.52- 

1.16^ 

2.43t 


11.4 
5.6 
-2.8 
16.3 
19.1 


17.4 
33.9 
-2.2 
35.2 
4.9 


SELIGMAN  HENDERSON  GLOBAL  TECHNOLOGY  A  Technology 

SELIGMAN  INCOME  A  B  Domestic  Hybrid 

SENTINEL  BALANCED  AX  B  Domestic  Hybrid 

SENTINEL  COMMON  STOCK  A  B  Large-cap  Value 

SEQUOIA  ^  A  Large-cap  Value 


512.0 
256.7 
336.4 
1637.3 
4806.3 


-5 
-5 
5 
7 
31 


4.75 
4.75 
5.00 
5.00 
No  load  I 


1.67t 

1.14 

1.16 

1.04 

I.OO 


30.7 
7.3 
11.9 
14.0 
35.3 


SIFE  TRUST  A-l 

SIT  MID  CAP  GROWTH  X 

SKYLINE  SPECIAL  EQUITIES  X 

SMALLCAP  WORLD 

SMITH  BARNEY  AGGR.  GROWTH  A  X 


Financial 
Mid-cap  Growth 
Small-cap  Value 
Small-cap  Growth 
Vid-cap  Growth 


975.9 
363.9 
445.8 
8108.8 
418.2 


-7 
-5 
-A 
-6 
23 


5.00 
No  load 
No  loadi 
5.75 
5.00 


1.25 

1.00 

1.48 

1.06- 

1.21- 


5.0 
6.8 

-7.2 
0.4 

35.1 


SMITH  BARNEY  APPRECIATION  A 
SMITH  BARNEY  BALANCED  B  (hhhh)  A 
SMITH  BARNEY  CONC.  ALLOCATION  BAL.  B  (ilii) 
SMITH  BARNEY  CONC.  ALLOCATION  GRTR  B  (jjjj) 
SMITH  BARNEY  CONC.  ALLOC.  HIGH  GR.  A  (kkkk) 


B-i- 
C 


Large-cap  Blend 
Domestic  Hybrid 
Domestic  Hybrid 
Domestic  Hybrid 
Mid-cap  Blend 


2853.2 
659.9 
239.0 
418.2 
328.0 


15 
-25 
32 
31 
34 


5.00 

5.00- 

5.00* 

5.00* 

5.00 


0.95t 
1.52- 
1.35- 
1.35+ 
0.60t 


20.5 
11.4 
8.0 
12.7 
15.5 

27.6  » 
-1.8  -1 
15.0  tJ 

53.7  9 
14.6  li 


SMITH  BARNEY  CONC.  ALLOC.  SOCIAL  A  (HID 
SMITH  BARNEY  CONTRARIAN  B  (mmmmi 
SMITH  BARNEY  FUNDAMENTAL  VALUE  B 
SMITH  BARNEY  LARGE  CAP.  GROWTH  B 
SMITH  BARNEY  LARGE  CAP.  VALUE  A  (nnnn)  A 


Domestic  Hybrid 
Mid-cap  Value 
Large-cap  Value 
Large-cap  Growth 
Large-cap  Value 


8+ 


251.9 
307.1 
782.6 
634.5 
804.2 


27 
-44 
-11 
235 

14 


5.00 

5.00- 

5.00- 

5.00- 

5.00 


1.28- 
2.05- 
1.90- 
NA- 
0.92- 


SMITH  BARNEY  PREM.  TOT.  RET.  B 
SMITH  BARNEY  INTL.  EQUITY  A  X 
SOGEN  INTERNATIONAL  A  X 
SOGEN  OVERSEAS  A 
SOUND  SHORE  X 


B+ 

D 

C 

c 

8+ 


Large-cap  Value 
Foreign 

international  Hybrid 
Foreign 
Mid-cap  Value 


D 
B 
A 
A 


3178.1 
421.8 

2817.3 
679.8 

1953.1 


2 

-3 
-30 
-29 

50 


5.00- 
5.00 
3.75 
3.75 
No  load 


1.60t 
1.31t 
1.19- 
1.22t 
1.08 


5.7 
11.7 
-0.3 
2.5 
4.4 


SOUTHTRUST  CORE  EQUITY  (oooo) 
SPECTRA  X 

SSGA  EMERGING  MARKETS 
SSGA  GROWTH  &  INCOME  A 
SSGA  MATRIX  EQUITY  A 


Large-cap  Value 
Large-cap  Growth 
Diversified  Emerging  Mkts. 
Large-cap  Blend 
Large-cap  Blend 


C- 
C 


379.8 
224.2 
236.4 
204.1 
566.5 


9 

132 
-7 

154 
20 


4.50 
No  load 
No  load 
No  load 
No  load 


0.94 
2.12 
1.25 
0.95 
0.69 


SSGA  S&P  500  INDE> 
SSGA  SMALL  CAP 

STAGECOACH  ASSEl  ALLOCATION  A 
STAGECOACH  EQUIT^  INDEX  A  X 
STAGECOACH  GROW  i  H  A 


A 

C- 
B* 
B* 
C 


Large-cap  Blend 
Small-cap  Blend 
Domestic  Hybrid 
Large-cap  Blend 
Large-cap  Blend 


B+ 

B 

B 

B-^ 
C- 


2250  1 
453.3 

1377.4 
607.3 
348.7 


55 
61 
15 
18 
-2 


No  load 
No  loadi 

4.50 
No  load 

5.25 


0.17 
1.04 
0.95 
0.89 
1.12 


28.4  I 

-7.6  4 

25.6  I 

27.7  f 
2a2 


'Includes  redemption  fee  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  ?Not  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  I 
(ffff)  Formerly  Schwab  Asset  Director-Balanced  Growth,  (gggg)  Formerly  Schwab  Asset  Director-High  Growth,  (hhhh)  Formerly  Smith  Barney  Utilities  B.  (iiii)  Formerly  Smn  | 
anced  B.  (jjjj)  Formerly  Smith  Barney  Concert  Growth  B.  (kkkk)  Formerly  Smith  Barney  Concert  High  Growth  A.  (IIII)  Formerly  Smith  Barney  Concert  Social  Aware  A.  (n 
Barney  Managed  Growth  B.  (nnnn)  Formerly  Smith  Barney  Equity  Income  A.  (oooo)  Formerly  SouthTrust  Vulcan  Stock. 
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Equity  Funds 


AL  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


SYfARS  10  YEARS     RESULTS  VS    TURNOVER    CASH   FOREIGN  P-E    UNTAXED    LARGEST  HOLDING 

■m  ARERIAX    PRETAX  AFTERTAX    ALL  FUNDS  %       %      RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR   %RET     QTR  %RET 


I  1.7  18.8 

:  9.0  14.1 

5.5  13.4 

)6  16.8 

J.S  16.0 


19.8  16.9 

16.6  12.9 

13.5  10.9 

16.6  12.7 
14.5  12.8 


aaaa 

QBBD 
□BBB 
BBDD 
□BOB 

qbT 

B 
B 

BDO 

a 


Low  2 

Average  1 

Average  2 

Average  8 

Very  low  1 9 

Very  low 

High 

High 
Very  low 
Very  low 

Low 
Low 

Average 
Average 
Average 


2  29  31  Chase  Manhanan  (3)  Low 

3  26  10  Green  Tree  Financial  (8)  High 
2  27  25  CCA  Prison  Realty  Trust  (5)  Low 

12  25  36  Viacom  CI.  B  (3)  Low 

12  20  63  Bankof  NewYorK(13)  Average 


E98  18.7 

IS  98  19.5 

IS  98  14.6 

IS  98  17.4 

n97  16.1 


in98  -7.8 
m  98-25.4 
ffl  98-17.5 
0198-12.4 
ffl  98-14.7 


800-426-6730 
800-426-6730 
800-426-6730 
800-725-6666 
800-725-6666 


,  ).0  9.6 

I'  NA  NA 

|i  NA  NA 

!.7  22.2 

*  NA  NA 


NA 
NA 
NA 
NA 
NA 


NA 
NA 
NA 
NA 
NA 


100  29  21  Royal  Dutch  Petroleum  (2)      Average  IB  98  19.2  ffl  98-14.9  800-435-4000 

19  30  13  Schwab  Long-Term  Tax-Free  (23)  NA  NA  800-435-4000 

22  30  18  Schwab  Small  Cap  Index  (20)  NA  NA  800-435-4000 

0  33  47  General  Electric  (3)  Average  IS  98  21.9  ffl  98-10.7  800-435-4000 

2  33  24  General  Electric  (3)  NA  NA  800-435-4000 


.6  11.2 

1.4  13.7 

■8  9.9 

6  9.5 

SA  NA 


NA  NA 

NA  NA 

15.3  12.8 

13.6  11.8 

NA  NA 


BB 
BB 

□BEia 

BBQB 

a 


1 

NA 

1 

67 
99 


24 
43 
38 
27 
34 


10 
23 
41 
22 
18 


Ocean  Energy  (New)  (§) 
General  Electric  (3) 
Cintas  (4) 
USEC  (2) 
Telefonica  (2) 


High 
Low 
High 
Average 


n97  18.1 
IB  98  14.7 
IB  98  24.8 
n97  13.6 
NA 


ffl  98 -20.9 
ffl  98  -6.3 
ffl  98-19.9 
ffl  98-12.3 
NA 


800-435-4000 
800-225-2470 
800-225-2470 
800-225-2470 
800-225-2470 


15.4 
7.9 
20.2 
12.7 
-1.5 


16.4  13.6 

10.6  8.8 

NA  NA 

15.4  12.5 

NA  NA 


BBBB 
□BOB 
BBO 
BQBB 


Low  3 

Average  1 0 

Average  5 

Low  3 

Low  5 


14 
99 
NA 
6 
99 


25 
32 
43 
21 
16 


22 
24 
36 
29 
-19 


Ford  Motor  (3) 
Hoechst  (2) 
General  Electric  (5) 
IBM  (4) 


Low 
Average 
Average 
Average 


Telefonos  de  Mexico  L  ADR  (10)  Very  high 


n97  15.3 

13  98  14.8 

IS  98  26.5 

IS  98  16.0 

ffl  94  26.8 


ffl  98-13.4 
ffl  98-14.4 
ffl  98-12.3 
ffl  98-14.2 
195-23.2 


800-225-2470 
800-225-2470 
800-225-2470 
800-225-2470 
800-225-2470 


,A     NA  NA  NA  3  21  20  NA  Scudder  income  (23) 

NA  NA  NA  B  Low  3  NA  15  11  Black  Hills  (1) 

1    19.4  19.2  15.8  OBOn  Average  13  4  33  44  Microsoft  (2) 

8   22.4  19.0  17.5  OBOO  Very  low  1  2  33  49  Microsoft  (3) 

lA     NA  NA  NA  O  Average  3  1  45  34  Dell  Computer  (5) 


Low 
Low 


NA 
NA 

IS  98  20.9 
IS  98  21.3 
NA 


NA 
NA 

ffl98-11.2 
ffl  98-10.0 
NA 


800-225-2470 
800-225-2470 
800-888-2461 
800-342-5734 
800-342-5734 


.4  17.1 

.2  11.2 

lA  NA 

SI  .8  21.0 

8  13.5 


14.4  12.1 

NA  NA 

NA  NA 

18.0  15.2 

18.1  14.8 


BOBO 

aa 

B 

BQBD 
DBEIB 


Average 
High 
High 
Low 
High 


6 
5 
8 
4 
10 


2 
2 
3 
6 
NA 


21 
33 
18 
26 
33 


15 
8 
8 
41 
47 


Dow  Chemical  (3) 
S&P  500  Index  (Fut.)  (4) 
S&P  500  Index  (Fut.)  (5) 
American  Express  (5) 
Liz  Claiborne  (4) 


Low 
Very  high 

Average 
High 


IS  98  16.6 
IB  98  28.3 
NA 

IB  98  22.2 
IB  98  31.0 


ffl  98-13.6 
ffl  98-24.1 
NA 

ffl  98-14.8 
ffl  98 -20.2 


800-342-5734 
800-342-5734 
800-342-5734 
800-243-1575 
800-221-2783 


-    .1  12.7 

ti  .0  26.0 

;    4  11.4 

t;  0  15.9 

A  NA 

lA  NA 

6  6.1 

8  10.8 

5  15.5 

1  27.0 


15.0  11.7  BBBB      High  3  3  27  31  Raytheon  CI.  B  (4)                Average  0  97  15.4  ffl  98  -7.8  800-221-2783 

26.1  21.9  BEIDQ  High  2  5  42  32  EMC/Mass  (7)  Very  high  IB  98  45.1  ffl98-16.6  800-221-2783 
16.9  14.3  BDDQ  High  7  1  34  13  Total  Renal  Care  Holdings  (3)  High  0  97  20.3  ffl  98-22.9  800-221-2783 
17.4  13.9  QBBO  Average  5  NA  39  47  Merck  (4)                         Average  IB  98  24.2  ffl  98  -9.6  800-221-2783 

NA  NA  □  Average  2  57  28  1  CMG  (3)  NA  NA  800-221-2450 


NA  NA  Q  Average  8  53  40  28  EMC/Mass.  (4)  NA  NA  800-221-2450 

n.O  8.2  QQQB      High  1  2  27  8  GTE(I)  Very  low  0  95  7.3  194  -4.0  800-221-2783 

12.3  10.1  BOBB  Average  2  1  27  28  IBM  (2)  Very  low  IB  98  9.9  ffl  98  -5.8  800-282-3863 

15.9  13.3  BBBB       Low  4  1  27  46  IBM  (3)  Low  IS  98  16.5  ffl  98-1 1.7  800-282-3863 

21.8  19.8  OBOD  Very  low  18  NA  34  73  Berkshire  Hathaway  CI.  A  (34)  Average  0  97  21.5  ffl  98-12.6  800-686-6884 


4 

19.4 

19.2 

16.0 

□aao 

Average 

12 

NA 

21 

44 

Fleet  Financial  Group  (5) 

Average 

IS  98 

19.6 

ffl  98 

-18.2 

800-524-7433 

3 

11.5 

16.9 

14.4 

aBQB 

Average 

6 

10 

38 

28 

Elan  ADR  (5) 

High 

0  97 

20.3 

ffl  98 

-19.1 

800-332-5580 

0 

10.0 

18.3 

14.9 

BOBB 

Average 

5 

1 

18 

8 

Marquette  Med.  Sys.  CI.  A  (2) 

Average 

0  97 

19.3 

ffl  98 

-20.5 

800-458-5222 

9 

7.4 

NA 

NA 

QBO 

Low 

12 

38 

27 

10 

ISS  Intl.  Service  Sys.  CI.  B  (1) 

High 

IS  98 

17.8 

ffl  98 

-19.9 

800-421-4120 

0 

17.5 

18.7 

17.3 

□BBD 

Very  low 

2 

1 

38 

63 

Intel  (11) 

High 

IS  98 

37.5 

ffl  98 

-12.2 

800-451-2010 

S  15.3 

16.0 

13.7 

BBBD 

Average 

18 

3 

29 

38 

Allstate  (3) 

Low 

IS  98 

17.9 

ffl  98 

-9.5 

800-451-2010 

9  6.4 

11.3 

8.2 

BBQB 

Average 

0 

4 

32 

-26 

MCI  WorldCom  (2) 

Low 

IS  98 

14.4 

ffl  98 

-7.9 

800-451-2010 

A  NA 

NA 

NA 

B 

Low 

10 

3 

19 

1 

Smith  Barney  Diversified  Str.  (15) 

NA 

NA 

800-451-2010 

A  NA 

NA 

NA 

B 

Low 

1 

6 

25 

3 

Smith  Barney  Govt.  Sees.  (11) 

NA 

NA 

800-451-2010 

A  NA 

NA 

NA 

B 

Low 

1 

10 

27 

0 

Smith  Barney  Sm.  Cap  Blend  (15) 

NA 

NA 

800-451-2010 

i  14.1 

NA 

NA 

BB 

Average 

0 

5 

33 

35 

EMC/Mass.  (3) 

Very  low 

IB  98 

19.3 

ffl  98 

-7.5 

800-451-2010 

A  NA 

NA 

NA 

U 

Low 

2 

6 

25 

16 

Scholastic  (3) 

NA 

NA 

800-451-2010 

9  12.5 

NA 

NA 

BB 

Average 

20 

4 

29 

35 

Wal-Mart  Stores  (4) 

Average 

IB  98 

18.2 

ffl  98 

-10.1 

800-451-2010 

A  NA 

NA 

NA 

0 

NA 

41 

NA 

Intel  (6) 

NA 

NA 

800-451-2010 

3  13.9 

14.4 

11.7 

BBBB 

Low 

3 

4 

28 

34 

American  Home  Products  (4) 

Low 

0  97 

15.3 

ffl  98 

-11.8 

800-451-2010 

1  12.1 

14.4 

11.6 

BBBB 

Low 

12 

21 

22 

25 

Loews  (4) 

Very  low 

0  97 

10.2 

ffl  98 

-9.9 

800-451-2010 

3  3.7 

11.5 

10.9 

BDOQ 

Low 

8 

100 

32 

32 

Nokia  CI.  A  (5) 

High 

198 

16.5 

ffl  98 

-17.6 

800-451-2010 

}  5.7 

10.5 

8.4 

BBBO 

Low 

14 

62 

23 

1 

Buderus (2) 

Very  low 

198 

7.7 

m98 

-11.0 

800-334-2143 

3  5.8 

NA 

NA 

BEl 

Low 

1 

96 

23 

-13 

Secom  (3) 

Low 

198 

11.3 

ffl  98 

-13.8 

800-334-2143 

}  17.6 

17.1 

14.6 

BBoa 

Average 

10 

6 

21 

11 

First  Union  (4) 

Low 

IB  98 

16.3 

ffl  98 

-14.5 

800-551-1980 

)  16.6 

NA 

NA 

OB 

High 

4 

NA 

25 

24 

Philip  Morris  (3) 

Average 

IB  98 

23.9 

ffl  98 

-17.0 

800-239-7470 

5  21.6 

25.8 

20.3 

□□□a 

High 

10 

3 

47 

28 

America  Online  (4) 

High 

IS  98 

33.7 

ffl  98 

-10.7 

800-992-3863 

\  NA 

NA 

NA 

a 

Low 

5 

98 

17 

-39 

Telefonos  deMexicoLADR(l) 

NA 

NA 

800-647-7327 

j  21.6 

NA 

NA 

BD 

Average 

2 

NA 

35 

28 

Philip  Morris  (4) 

Average 

IS  98 

23.8 

ffl  98 

-8.1 

800-647-7327 

)  16.7 

NA 

NA 

BO 

High 

1 

NA 

28 

18 

IBM  (3) 

Average 

Q98 

22.4 

ffl  98 

-13.9 

800-647-7327 

(  21.4 

NA 

NA 

on 

Low 

1 

2 

33 

28 

S&P  500  Index  (Fut.)  (5) 

Low 

IS  98 

21.3 

ffl  98 

-10.0 

800-647-7327 

i  14.1 

NA 

NA 

OB 

Average 

1 

NA 

23 

-5 

Brightpoint  (2) 

High 

IS  98 

19.7 

ffl  98 

-27.2 

800-647-7327 

>  13.7 

14.5 

12.7 

BBBO 

Average 

0 

3 

32 

29 

General  Electric  (2) 

Very  low 

IS  98 

16.1 

ffl  98 

-5.6 

800-222-8222 

(  21.5 

17.9 

17.0 

BQOO 

Very  low 

2 

3 

32 

70 

General  Electric  (3) 

Low 

IS  98 

21.0 

ffl  98 

-10.1 

800-222-8222 

[  16.4 

NA 

NA 

BBO 

High 

3 

7 

35 

27 

General  Electric  (5) 

Average 

IS  98 

23.3 

ffl  98 

-10.7 

800-222-8222 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 


MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING  SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG, 

SALES 

EXPENSE 

PRE- 

OF EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

$MIL. 

1997-98 

CHARGE (%) 

RATIO  {%) 

TAX 

STAGECOACH  LIFEPATH  2040  A 

Large-cap  Blend 

258.1 

22 

No  load 

1.20t 

25.1 

QTAD  DPI  ATlUr  \/AI  IIP  V  fnnnnl  H. 
9  1  An  n&t-MIIVC.  VML.UC   T  ^pppp;,>j:i 

Large-cap  Value 

399.8 

23 

No  load 

NA 

18.5 

ollldll  Ldp  DIBIIU 

213.3 

-30 

5.00**t 

2.15t 

-15.8 

CTATP  CT   RPQPARf^U  f^APITAI   R  SX. 

Mid-cap  Growth 

U 

380.0 

-23 

5.00** 

1.98t 

13.2 

QTATP  CT   RPCPARPM  IMUPCTMPMT  R 

Large-cap  Blend 

809.2 

45 

5.00** 

1.51t 

28.3 

STATE  ST.  RESEARCH  MGD.  ASSET  B 

C 

Domestic  Hybrid 

D 

358.7 

10 

5.00** 

2.03t 

7.5 

CTPIM  DDP  RAI  AM^Pn 

g 

Domestic  Hybrid 

p 

268.8 

-4 

No  load 

1 .05 

1 2.2 

CTPIM  DHP  f  APITAI  nPPORT 

Q 

Miri  Pan  Crnuith 

p_ 

710.7 

-30 

I1U  lUdU 

1.17 

-1 .6 

QTPIM  OnP  I^RAWTU  JS.  IMCOMP 
9  1  Ciin  nvc  unvvv  i  n  at  invri/inii 

A 
M 

Large-cap  Blend 

Rj. 

416.3 

22 

No  load 

1.13 

19.5 

CTPIM  RHP  flRAWTU  CTnCK 
9  1  bin  ft vinvT*  1  n  9  1  ulirn 

Q 

LdlgC'Ldp  lalUWlll 

759.9 

22 

No  loadi 

1.07 

25.5 

STEIN  ROE  SPECIAL 

C- 

Mid-cap  Blend 

D 

861 .4 

-32 

No  load 

1.13 

-11.3 

CTPIM  RAP  VniIMn  IMVPCTOR  (nnnn\ 

9  1  tin  nwt  1  uuntj  invt9iun 

L3rg6-C3p  Growth 

821 .4 

54 

No  load 

1 .31 

17.7 

CTI  PI  ACCIP  PAPITAI    nRnWTU  IMUPCTOR 

911  ^LMddii'  wMriiML  uifiivvin  invt9iun 

g 

L3rg6-C3p  Blsnd 

p 

295.8 

22 

3.75 

1 .81 1 

27.3 

CTROMP  AMPRIPAM  IITII  ITIPC 
9  1  nl/nu  MnTltnli^Mn  u  i  ILI  I  lt9 

B+ 

1  Itilitioc 

Rj. 

245.6 

31 

No  loa'1 

1.10 

20.4 

CTRrkMP  ACCPT  Al  1  rkPATIAM 
9  1  If Unu  M99C  1  MLLUl^MllUn 

R^ 
D+ 

Domsstic  Hybrid 

p 

319.7 

15 

No  load 

1.10 

21.4 

STRONG  COMMON  STOCK 

C 

Mid-cap  Blend 

c 

1439.9 

-8 

No  toadl^ 

1 .20 

6.6 

CTRnMf^  niccnwpRV 

Mid-C3p  Growth 

p_ 

322.0 

-16 

No  lead 

1 .40 

7.0 

CTOnMH  nRAWTU 

9 1  ifunvi  unwvv  1  n 

Mid-cap  Growth 

^ 

1 834.7 

15 

No  load 

1 .30 

27.0 

CTRAMn  tflROWTU  IMPAMP 

9 1  If vnvi  win uvv  1  n  4k  invumCi 

Large'Cap  Blend 

482.1 

96 

No  load 

1.20 

33.0 

CTRAMtfl  nPPARTIIMITV 
9  1  fff vnu  \Jrr\Jn  1  uni  1  ■ 

D 
D 

Mid-C3p  Blend 

Rj. 
R+ 

2037.9 

6 

No  load 

1.20 

15.5 

STRONG  SCHAFER  VALUE  X 

C 

Mid-C3p  Vslue 

D 

1 544.9 

2 

No  load 

1 .20 

-6.6 

CTROMfl  TriTAI  RPTIIRM 

9  1  If vnvi  ifJiML  If 1 1  uif n 

p 

L3rge-cap  Growth 

p 

1022.5 

20 

No  load 

1.10 

32.1 

CIHUAMPDIPA  RAI  AMPPfl  ACCPTC  A 
9UnMnnc.nil,*M  DMLMni^tU  M99t  l  9  m 

g 

Domestic  Hybrid 

221 .8 

28 

5.75 

1 .50t 

22.6 

TPU/  r\\Ai  Mir\-f*  At>  P/IIIITV  r 
1  ^  VV  UW  nfllU  l^Mr  t\{IJI  1  I  D 

Mid-C3p  Growth 

253.9 

40 

5.00** 

2.29t 

62.7 

TPU/  niA/  CMAI  1    PAD  PRrtU/TU  R 
i  V  W  U  W  9 ITIM  l_L.  IrfMr  ulffJWin  D 

Q 

Sm3ll-C3p  Growth 

C~ 

340.9 

2 

5.00** 

2.25t 

19.4 

TEMPLETON  CAPITAL  ACCUMULATOR 

c- 

World 

C 

214.9 

18 

9.00 

1 .00 

8.6 

TPMPI  PTrfeM  rbP\/PI  APIMf^  MARUPTC  1 

1  tiTifkCL  1  un  KJC  vc-i-Vrinvi  inMifmii9  i 

p 

Diversified  Emerging  Mkts. 

B+ 

2148.5 

-38 

5.75 

1 .96t 

-18.7 

TPMPI  PTAM  PARPIUM  1 

1  tiTirLt  1  vn  rviftiun  i 

c~ 

Foreign 

p 
f^ 

1 1  SOS  8 

-18 

5.75 

1.12t 

-4.9 

TEMPLETON  GLOBAL  OPPORTUNITIES  1 

c- 

World 

Q 

676.1 

-14 

5.75 

1.37t 

-0.6 

TEMPLETON  GLOBAL  SMALL  COMPANY  1 

c- 

WOf  lu 

Lf 

1294.0 

-25 

5.75 

1.27t 

-11.4 

TEMPLETON  GROWTH  i  X 

c- 

World 

c 

12595.3 

-1 

5.75 

1 .08t 

-2.5 

TEMPLETON  WORLD  1 

c 

D 
D 

8776.8 

1 

5.75 

1 .03t 

6.0 

THIRD  AVENUE  VALUE 

B 

Small-C3p  V3lue 

Rj. 

1 600. 1 

_5 

No  load  t 

1.13 

3.9 

THORNBURG  VALUE  A 

Mid-C3p  V3lue 

234.4 

194 

4.50 

1.61t 

22.3 

TIAA-CREF  GROWTH  &  INCOME 

L3rge-C3p  Blend 

209.3 

239 

No  load 

0.20 

30.5 

TIAA-CREF  GROWTH  EQUITY 

Large-cap  Growth 

258.3 

301 

No  load 

NA 

36.0 

TORRAY 

A 

Large-cap  Value 

B+ 

1460.5 

140 

No  load 

1.13 

8.2 

TRANSAMERICA  PREMIER  EQUITY  INVESTOR  & 

Large-cap  Growth 

289.7 

163 

tin  In^fl 

1 .49t 

33.9 

TRANSAMERICA  PREMIER  SMALL  CO.  INVESTOR 

Small-cap  Growth 

206.0 

NM 

No  l03d 

1.40t 

80.3 

TWEEDY,  BROWNE  AMERICAN  VALUE 

A 

Mid-cap  Value 

1123.5 

56 

No  load 

1.39 

9.6 

— 

TWEEDY,  BROWNE  GLOBAL  VALUE 

C 

World 

B+ 

2498.8 

26 

No  load 

1 .42 

1 1 .0 

UNITED  ACCUMULATIVE  A  ± 

B 

Large*cap  Blend 

P 

1781.4 

1 2 

5.75 

0.82t 

22.6 

UNITED  CONTINENTAL  INCOME  A 

B 

Domestic  Hybrid 

p_ 

581  3 

2 

5.75 

0.91  + 

10.4 

UNITED  INCOME  A  ±. 

B 

Large-C3p  Blend 

P— 

7211.1 

16 

5.75 

0.84t 

24.0 

UNITED  INTERNATIONAL  GROWTH  A 

C- 

Foreign 

p 

1179.5 

16 

5.75 

1.23t 

21.4 

UNITED  NEW  CONCEPTS  A 

c 

Mid-cap  Growth 

B 

835.9 

24 

5.75 

1.25t 

38.6 

UNITED  RETIREMENT  SHARES  A 

c 

Domestic  Hybrid 

rv 

805.8 

5 

5.75 

0.93t 

9.7 

UNITED  SCIENCE  &  TECHNOLOGY  A  X 

c- 

Technology 

p 

1439  4 

35 

5.75 

1 .02t 

59.3 

UNITED  VANGUARD  A 

c 

L3rge-C3p  Growth 

P— 

1602.1 

11 

5.75 

1.09t 

31.2 

USAA  AGGRESSIVE  GROWTH 

D 

Sm3ll-C3p  Growth 

p 

833.3 

14 

No  load 

0.71 

22.2 

USAA  CORNERSTONE  STRATEGY 

C 

Mid-cap  Value 

C 

1 367.0 

-3 

No  load 

1 .01 

2.0 

USAA  EMERGING  MARKETS 

Diversified  Emerging  Mkts. 

234.0 

-24 

No  load 

1 .31 

-26.1 

USAA  GROWTH 

c 

Large-cap  Blend 

r 

1 546.7 

14 

0.96 

32.1 

USAA  GROWTH  &  INCOME 

c 

Large-C3p  Vslue 

f»  _ 

1054.6 

13 

No  load 

0.85 

6.5 

USAA  GROWTH  &  TAX  STRATEGY 

B+ 

Domestic  Hybrid 

D 
D 

237.7 

12 

No  load 

0.71 

11.6 

USAA  GROWTH  STRATEGY 

Mid-cap  Growth 

256.5 

12 

No  load 

1 .25 

15.0 

USAA  INCOME  STOCK  A 

B 

L3rge-C3p  Value 

D 
D 

2490.7 

4 

No  load 

0.65 

8.1 

USAA  INTERNATIONAL  X 

C- 

Foreign 

iJO  1  .u 

-8 

No  load 

1  05 

4.0 

USAA  S&P  500  INDEX 

L3rge-C3p  Blend 

1852.8 

195 

No  load 

0.18 

28.6 

USAA  WORLD  GROWTH 

C- 

World 

327.8 

1 

No  load 

1.13 

10.4 

VALUE  LINE 

c 

Mid-cap  Growth 

B+ 

417.6 

9 

No  load 

0.78 

20.3  I 

VALUE  LINE  LEVERAGED  GROWTH  INVESTOR 

c 

Large-cap  Growth 

C- 

608.5 

41 

No  load 

0.86 

39.6  ■ 

VAN  KAMPEN  AMERICAN  VALUE  B  (rrrf) 

Sm3ll-C3p  V3lue 

301.9 

183 

5.00** 

2.25t 

8.8  1 

VAN  KAMPEN  COMSTOCK  A  (ssss) 

B+ 

L3rge-C3p  V3lue 

B 

1756.1 

15 

5.75 

0.94t 

20.1  1 

VAN  KAMPEN  EMERGING  GROWTH  A  (tttt) 

C- 

Mid-cap  Growth 

C 

2989.1 

42 

5.75 

1.05t 

VAN  KAMPEN  ENTERPRISE  A  (uuuu) 

C 

Large-cap  Blend 

O 

2126.7 

24 

5.75 

0.93t 

23.6  ' 

VAN  KAMPEN  EQUITY-INCOME  B  (WW) 

B+ 

Domestic  Hybrid 

B 

1139.7 

26 

5.00** 

1.64t 

16.2 

VAN  KAMPEN  GLOBAL  EQUITY  ALLOC.  A  (wwww) 

C 

Wofid 

B 

241.7 

224 

5.75 

1.61t 

19.4  ll 

VAN  KAMPEN  'SLOBAL  EQUITY  B  (xxxx) 

World 

636.3 

36 

5.00** 

2.45t 

12.6  1 

VAN  KAMPEN  GROWTH  &  INCOME  A  (yyyy) 

B 

Large-cap  Blend 

C 

928.9 

l9 

5.75 

0.94t 

18.4  1 

"Includes  redemption  fee.  '  'Includes  deferred  sales  ctiarge.  tl2(b)-l  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  I 
(pppp)  Formerly  Star  Relative  Value  Tr.  (qqqq)  Formerly  Stem  Roe  Young  Investor,  (rrrr)  Formerly  Morgan  Stanley  American  Value  B.  (ssss)  Formerly  Van  Kampen  Amer.  Cl 
Formerly  Van  Kampen  Amer.  Cap  Emerging  Growth  A.  (uuuu)  Formerly  Van  Kampen  Amer.  Cap  Enterprise  A  (vvvv)  Formerly  Van  Kampen  Amer.  Cap  Equity-Income  B.  (v| 
gan  Stanley  Global  Equity  Alloc.  A.  (xxxx)  Formerly  Morgan  Stanley  Global  Equity  B.  (yyyy)  Formerly  Van  Kampen  Amer.  Cap  Growth  &  Income  A. 


Equity  Funds 


U.  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA   RISK   TELEPHONE 

5  YEARS           10  YEARS  RESULTS  VS  TURNOVER  CASH  FOREIGN  P-E  UNTAXED  LARGEST  HOLDING  LEVEL             BEST   WORST 

-TAX  AnERIAX    PROAX  ARERIAX  ALL  FUNDS  %  %  RATIO  GAINS  (%)  COMPANY  (%  ASSETS)  QTR    %RET  QTR  XRET  

iH     NA        NA     NA  O  Low  0  21  31  32  General  Electric  (3)  NA  NA  800-222-8222 

M      NA         NA      NA  2  8  27  NA  IBM  (6)  NA  NA  800-877-3863 

M     NA        NA     NA  B  Average  5  5  16  -14  Exide  (3)  NA  NA  800-882-0052 

9.5        NA     NA  □□  Very  high  2  3  38  30  America  Online  (2)  High  IS  98  28.4  10  98-22.2  800-882-0052 

16.3        NA     NA  BD  Average  6  8  33  36  General  Electric  (3)  Average  IS  98  20.3  10  98-10.7  800-882-0052 

8.7        NA     NA  High  6  29  31  8  ACE{1)  Low  m  97    9.9  ffl  98  -9.3  800-882-0052 

10.1  12.9   10.1  BEIElEl  Low  2  13  34  30  General  Electric  (4)  Very  low  IS  98  12.5  ffl  98  -6.2  800-338-2550 

13.3  14.6   13.6  □□□□  Low  5  3  42  33  Papa  John's  International  (4)      High  H  97  21.4  ffl  98-25.1  800-338-2550 

17.0  17.6   15.7  BBBD  Very  low  15  3  33  42  Wal-Mart  Stores  (3)  Low  IB  98  17.9  ffl  98-1 1.7  800-338-2550 

18.5  19.2   16.9  DEIBO  Very  low  9  2  44  61  Cisco  Systems  (6)  Average  IS  98  24.8  ffl  98-15.1  800-338-2550 

6.0  13.8   10.9  □□□□  Average  22  9  19  18  Carlisle  (3)  Average  n97  18.7  ffl  98-18.1  800-338-2550 

NA        NA     NA  B  Average  9  4  38  27  Cisco  Systems  (3)  NA  NA  800-338-2550 

15.1  NA  NA  £]□  Very  high  11  3  31  24  General  Electric  (3)  Average  IB  98  22.8  ffl  98-1 1.3  800-428-6970 
15.3        NA     NA  BB  Average  6  4  22  25  Ameritech  (8)  Low  IB  97  12.2  194  -5.3  800-368-1030 

10.6  11.8     9.0  DEiaB  Very  high  1  2  37  21  General  Electric  (3)  Very  low  02  98  15.9  ffl  98  -8.2  800-368-1030 


12.3  NA  NA  DBB      High  11  11  26  19  Tele-Gomm.  TCI  Group  CI.  A  (2)  Average  IB98  18.0  ffl98-16.5  800-368-1030 

6.2  14.5  11.4  □□□□  Very  high  30  NA  31  7  Equity  lnternational(3)            High  IB  98  20.3  ffl  98-17.4  800-368-1030 

22.8  NA  NA  QB  Very  high  8  2  48  35  Microsoft  (3)                      High  IS  98  25.0  ffl  98-12.7  800-368-1030 

NA  NA  NA  D  Very  high  0  3  37  27  General  Electric  (3)  NA  NA  800-368-1030 

14.2  15.8  13.8  DaBB  Average  12  9  27  25  NIPSCO  Industries  (2)  Average  IS  98  17.5  ffl  98-14.1  800-368-1030 


12.7  16.6  14.3  BDBB  Low  1  19  20  6  Western  Resources  (3)  Average  IB  98  19.7  ffl  98-24.5  800-368-1030 
15.2  13.9  11.6  aBBD  Very  high  9  1  43  25  MCI  WorldCom  (3)  Average  13  98  22.2  ffl  98  -7.2  800-368-1030 

12.8  NA  NA  BB  High  10  2  35  21  General  Electric  (2)  Low  IB  98  15.6  ffl  98  -6.0  800-858-8850 
NA  NA  NA  □  3  2  45  43  Yahoo  (13)  NA              NA  800-526-3143 

18.1  NA  NA  Average  1  1  49  14  Citrix  Systems  (6)  Very  high  IS  98  32.9  ffl  98-22.1  800-526-3143 


10.6        NA  NA  DBB  Very  low  10  80  21  17  Nokia  CI.  K  (2)  Average  IS  98  17.4  ffl  98-17.0  800-342-5236 

-4.8        NA  NA  aO       Low  18  99  14  -46  Cemex  CI.  B  (3)  Very  high  IS  98  24.0  IB  97-24.9  800-342-5236 

3.7  10.6  8.3  BBQQ       Low  3  100  17  -14  HSBC  Holdings  (HK)  (2)  Average  IB  98  12.0  ffl  98-17.2  800-342-5236 

6.3        NA  NA  OUn       Low  29  69  22  18  British  Energy  144A  (3)  High  IB  98  12.8  m98-15.7  800-342-5236 

3.1  9.4  6.5  BBBD      Low  8  75  15  8  Gas  y  Electricidad  CI.  2  (2)  Average  n  95  10.5  ffl  98-20.3  800-342-5236 


7.3  12.8  9.6  BDBB  Average  13  66  20  -3  General  Motors  (2)  Average      0  97  11.6  ffl  98-15.2  800-342-5236 

9.9  13.3  9.7  QDBB       Low  5  67  19  11  Cheung  Kong  Holdings  (2)  Average     IS  98  15.3  ffl  98-14.1  800-342-5236 

14.6  NA  NA  BBB  Very  low  6  15  25  23  First  American  Financial  (7)  Low        IB  98  16.7  ffl  98-14.3  800-443-1021 

NA  NA  NA  D      High  2  16  29  16  Bank  One  (6)  NA  NA  800-847-0200 

NA  NA  NA  Very  low  1  6  33  16  General  Electric  (3)  NA  NA  800-223-1200 


NA  NA  NA  3  5  38  NA  Tyco  Intl.  (5)  NA  NA  800-223-1200 

23.1  NA  NA  BDD    Verylow      5  NA  22  15  SLM  Holding  (8)                  Average  IS98  21.3  098-21.3  800-443-3036 

NA  NA  NA  D    Very  low      1  2  48  29  Dell  Computer  (8)  NA  NA  800-892-7587 

NA  NA  NA  14  NA  45  25  ENVOY  (7)  NA  NA  800-892-7587 

19.7  NA  NA  DD    Verylow      6  16  21  23  Pharmacia  &  Upjohn  (Dep.)  (4)    Low  n97  15.7  ffl  98-14.6  800-432-4789 


12.0  NA  NA  BH  Verylow  4  81  25  13  Pharmacia  &  Upjohn  (5)  Low  IB  98  16.2  ffl  98-17.9  800-432-4789 

14.2  15.5  11.5  BBBD  Very  high  8  7  31  13  Fannie  Mae  (6)  Low  0  97  14.2  ffl  98  -7.4  800-366-5465 

9.4  12.4  10.2  BBBB  Average  3  8  27  18  SBC  Communications  (3)  Low  0  97  9.5  ffl  98  -6.0  800-366-5465 

16.8  17.2  14.8  BBBD  Low  29  7  35  36  Warner-Lambert  (3)  Average  0  97  18.7  ffl  98  -7.3  800-366-5465 

9.9  12.1  9.8  QDOB  High  18  95  32  19  Novartis  (Reg)  (4)  High  198  19.8  ffl  98-17.3  800-366-5465 


18.0  19.8  18.4    QDDB  Low  19  4  44  40  America  Online  (5)  High  IS  98  31.7  ffl  98-15.9  800-366-5465 

9.3  13.1  10.7    BBBB  Average  7  6  27  19  SBC  Communications  (2)  Low  0  97  9.8  ffl  98  -5.8  800-366-5465 

23.3  20.8  18.3    DBOB  Average  3  4  48  56  Yahoo  (5)  High  IS  98  34.5  197-15.2  800-366-5465 

14.0  14.5  11.6  BBBB  High  6  NA  43  30  EMC/Mass.  (6)  Average  IS  98  24.6  ffl  98  -9.5  800-366-5465 
J-.:l_„L1-?_J-l-_-.^'^^^  Average  2  4  41  30  Express  Scripts  CI.  A  (3)  Very  high  IB  98  38.0  ffl  98-22.4  800-382-8722 

8.0  10.7  8.9    QBOB  Low  0  36  25  16  Bristol-Myers  Squibb  (2)  Low  0  97  8.5  ffl  98-10.7  800-382-8722 

NA  NA  NA             □  Low  11  96  17  -53  Panamerican  Beverages  (2)  NA  NA  800-382-8722 

13.5  15.5  12.9    BBDB  Average  1  7  35  24  Cadbury  Schweppes  ADR  (5)    Average  IB  98  26.1  IS  97-16.1  800-382-8722 

15.7  NA  NA          BB  Low  3  1  30  21  Merck  (3)  Average  IB  98  17.5  ffl  98-17.5  800-382-8722 

9^9   ___P^^  Average  1  0  35  22  Bristol-Myers  Squibb  (2)  Verylow  IB  98  8.6  ffl  98  -3.9  800-382-8722 

NA  NA  NA             B  Average  2  23  32  15  AAR  (2)  NA  NA  800-382-8722 

13.2  14.9  12.4  BBBB  Low  9  6  27  26  Bristol-Myers  Squibb  (5)  Low  IB  98  10.7  ffl  98  -8.1  800-382-8722 
7.2  9.7  8.7  anBO  Low  6  99  22  17  Nokia  CI.  A  ADR  (2)  Average  IB  98  16.8  ffl  98-20.2  800-382-8722 
NA  NA  NA  O  Low  3  3  32  34  General  Electric  (3)  NA  NA  800-382-8722 
9^7  1*  BB  Average  3  63  30  27  Nokia  CI.  A  ADR  (1)  Average  13  98  20.6  ffl  98-19.0  800-382-8722 

14.3  17.6  14.1  DBBB  Average  12  NA  42  48  Compuware  (3)  Average  IB  98  23.9  ffl  98-13.2  800-223-0818 
20.5  19.7  16.8    DBDD  Low  4  NA  42  67  SunAmerica  (5)  High  12  98  31.0  ffl  98-13.3  800-223-0818 

NA  NA  NA             B  Very  high  -3  4  24  1  Safety-Kleen  (2)  NA  NA  800-421-5666 

14.1  17.1  12.6  BBBD  High  3  8  25  18  Tenet  Healthcare  (4)  Low  IB  98  14.8  ffl  98  -6.0  800-421-5666 
J_9^0  22.2  20^2__  aDaB_  Av^^^  6  1  48  37  Dell  Computer  (6)  High  IB  98  26.8  ffl  98-12.8  800-421-5666 

18.4  18.8  15.3  DBDD  Average  2  1  36  37  S&P  500  Index  (Fut.)  (4)  Average  13  98  24.6  ffl  98-15.1  800-421-5666 
13.4  NA  NA  OB  Average  7  8  25  19  S&P  500  Index  (Fut.)  (3)  Low  0  97  12.6  ffl  98  -8.0  800-421-5666 
11.4  NA  NA          0E3  High  19  47  28  12  CAC  40  Index  (Fut.)  (3)  Average  IB  98  16.0  ffl  98-1 1.5  800-282-4404 

NA  NA  NA  0  61  23  8  American  Stores  (3)  NA  NA  800-282-4404 

J5.2  15.5  12.6    BBBB  Average  6  9  26  19  S&P  500  Index  (Fut.)  (5)  Low  15  98  15.9  ffl  98-1 1.5  800-421-5666 


DATA:  MORNINGSTAR,  INC..  CHICAGO,  IL. 


MUTUAL  FUND  SCOREBOARD 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1998 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

OF EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

$MIL. 

1997-98 

CHARGE  (%) 

RATIO  (%) 

TAX 

VAN  KAMPEN  PACE  A  (zzzz) 

C 

Large-cap  Blend 

C- 

3752.1 

15 

5.75 

0.88t 

22.0 

VANOUAKU  AUbntsslVt  bnUW  1  rl  [33333) 

Mid-cap  Value 

•534.6 

13 

1.00* 

0.40 

0.5 

VANviUAnli  A99t  1  ALLUUA 1  lUn  ^ 

A 

Domestic  Hybrid 

A 

6974.2 

70 

No  load 

0.49 

25.4 

UAU/^iiADn  DAI  Au/*fr\  lunrv 
VANlaUAKU  oALANCbD  INDtA 

A 

Domestic  Hybrid 

B+ 

2003.6 

60 

No  load 

0.20 

17.9 

VAnbUAKU  CAKI 1  AL  UPPUK 1  UNI  1  T  (DDDDD) 

Mid-cap  Growth 

206.5 

226 

1.00* 

0.94 

32.0 

VANGUARD  EMERG.  MARKET  STOCK  INDEX  (ccccc) 

Diversified  Emerging  Mkts. 

577.0 

-15 

1.00* 

0.57 

-18.2 

VANUUAKU  tntKIxT  (00000)  ^ 

D 

Natural  Resources 

C 

819.9 

-31 

1.00* 

0.38 

-20.5 

VANiaUAKU  IlQUI  I  f-INCUIVIt.  ^ 

A 

Large-cap  Value 

A 

2938.5 

40 

No  load 

0.45 

17.3 

VANLiUAKU  LUnUPbAN  alUCIV  InDtA  (66666; 

B 

Europe 

B+ 

4479.3 

84 

No  load 

0.31 

28.9 

VANbUAKD  KlAPLUKIlK 

C- 

Small-cap  Growth 

B 

2463.6 

-3 

No  load 

0.62t 

3.5 

VANGUARD  EXTEND  MARKET  INDEX  (fffff)  X 

C 

Mid-cap  Blend 

C 

2773.8 

2 

No  load 

0.23 

8.3 

VANUUAKD  3UU  INBJtA  Iggggg)  ^ 

A 

Large-cap  Blend 

A 

74228.5 

50 

No  load 

0.19 

28.6 

VANUliAKU  UULU  &  PKbLIUUs  nrlLiALb  (nnnnn} 

F 

Precious  Metals 

B 

311.4 

6 

1.00* 

0.62 

-3.9 

VANbUAKU  UKUW  1  H  tt  INCUiVIt  JL 

B-i- 

Large-cap  Value 

B 

5160.5 

141 

No  load 

0.36 

23.9 

V/AU/^IIAOn       D/\tA/TIJ  IlLmFV 

VArKaUAKD  IxKUW  1  n  INUtA  (lllll) 

A 

Large-cap  Growth 

A 

5721.0 

142 

No  load 

0.20 

42.2 

VANGUARD  HEALTH  CARE  (jjjjj)  JL 

A 

Health 

B+ 

9268.4 

108 

1.00* 

0.40 

40.8 

VANImUAKU  in  I  L.  bKUWIn  JL 

C- 

Foreign 

B 

7723.2 

13 

No  load 

0.59 

16.9 

VANIjiUAKU  in  I  tKNA  I  ll/NAL  VALUb 

C- 

Foreign 

C 

806.3 

4 

No  load 

0.49 

19.5 

WAU/^IIADn  I  ICTFCTD  ATF/^  V  #*/\UC  /^DmAfTU 

VANUUAKD  LIr b.b  1  KA  1  buT  CUNs.  UKUWIH 

Domestic  Hybrid 

1415.7 

76 

No  load 

0.00 

15.9 

UAU/^IIADn  1  ICirCTD  ATC/^V  f^D/WAJTLl 

VANViUAnU  LlrbalKAIbuT  uKUWIH 

Large-cap  Blend 

1924.1 

70 

No  load 

0.00 

21.4 

VANGUARD  LIFESTRATEGY  INCOME 

Domestic  Hybrid 

448.9 

80 

No  load 

0.00 

13.2 

UAU/^IIADn  1  tCrCTDATCrf^V   IUIf\ r\  /^D/\U/TU 

VANlaUAKLI  LIr  Lb  1  K  A 1       T  MUU.  GKUWIH 

Domestic  Hybrid 

2201.9 

82 

No  load 

0.00 

19.0 

v/AUf^iiADn  lumD/^ ntki     d/\uitu  / l l l i/ \ 
VANljiUAKU  fVillKUAN  ImKUW  1  H  (KKKKK)  ^ 

c 

Large-cap  Blend 

C- 

3555.2 

27 

No  load 

0.48 

22.3 

UAU/^IIADn  DA/^liTI^  CTn/*U  lun^v 

VANUUAKU  PALIrlL  b  1  ULn  INULA  \\\\\\} 

F 

Japan 

10.'?2.8 

25 

No  load 

0.35 

2.4 

UAU/^l  lADn   DDIMr/^  AD   /lYimmmmX  ft 

VANiaUAKD  PKiivibCAP  ((Timnimm;  JL. 

B+ 

Large-cap  Blend 

B 

11 209.9 

37 

No  loadt 

0.51 

25.4 

VANGUARD  REIT  INDEX  (nnnnn) 

Real  Estate 

923.6 

-28 

1.00* 

0.24 

-16.3 

UAU/^IIADn    CMAI  1     /*  A  D   lUnFV  lnnr\nft\ 

VANbUAKD  blVIALL  CAP  INDLA  (00000) 

C— 

Small-cap  Blend 

C 

2643.8 

0 

No  load 

0.23 

-2.6 

UAU^IIADr\  CTAD 

VANviUAKU  b  1  An 

B+ 

Domestic  Hybrid 

B 

8082.6 

to 

No  load 

0.00 

12.4 

UAU/^llADn  TAV                     DAI   AU/^Fn  /nnnnn\ 

VANviUAnU  lAA-mbD.  dALANCLD  (ppppp) 

Domestic  Hybrid 

206.9 

73 

2.00* 

0.17 

16.9 

VfAUr^llADn  TAV-Mi^n    f*AD    ADDDr/^IATmkl  lnnnnn\ 

VANwiUAnI/  IAA~fVlviU.  CAP.  APPKLCIAIIilN  ([|QC|qi]J 

Large-cap  Growth 

1478.8 

66 

2.00* 

0.17 

27.9 

VANGUARD  TAX-MGD.  GROWTH  &  INCOME  (rrrrr) 

Large-cap  Blend 

1352.4 

133 

2.00* 

0.17 

28.7 

UAUtf^llADn  TnTAI     iUTI       CTU     mV     t Ffr'ff\ 

VANUUAKU  lUlAL  IN  1  L.  bllV.  IDA.  (SSSSS) 

Foreign 

2445.4 

152 

No  load 

0.00 

15.6 

VANGUARD  TOT.  STOCK  MARKET  INDEX  (ttttt) 

B-f 

Large-cap  Blend 

B 

8548.7 

68 

No  load 

0.20 

23.3 

UAI^i^llADn  II  C     ^Df\U#TU  ft 

VANiaUAKU  U.b.  UKUW  In  A 

A 

Large-cap  Growth 

A 

13623.6 

69 

No  load 

0.41 

40.0 

VANGUARD  UTILITIES  INCOME  (UUUUU) 

B+ 

Utilities 

B-f 

951.0 

39 

No  load 

0.44 

21.8 

VANGUARD  VALUE  INDEX  (vvvvv) 

B 

Large-cap  Value 

C 

2328.7 

30 

No  load 

0.20 

14.6 

VANGUARD  WELLE5LLY  INCOME  (WWWWW)  JL 

A 

Domestic  Hybrid 

B-f 

8497.8 

11 

No  load 

0.31 

11.8 

kfAkli^llADn    tUETI  I   l^f^TAAl  /uuuuu\ 

VANCUAnD  WLLLINGTON  (XXXXX) 

B-f 

Domestic  Hybrid 

B 

25760.9 

18 

Nc  load 

0.29 

12.1 

VANCiUAKD  wiNDbOR  (yyyyy) 

C 

Large-cap  Value 

D 

18187.7 

-13 

No  loadl 

0.27 

0.8 

VANGUARD  WINDbOR  II  (ZZZZZ)  Jb 

B+ 

Large-cap  Value 

B-f 

31538.2 

29 

No  load 

0.37 

16.4 

VICTORY  BALANCED  A 

B-i- 

Domestic  Hybrid 

B-f 

445.1 

28 

5.75 

1.25 

17.9 

VICTORY  DIVERSIFIED  STOCK  A 

B-f 

Large-cap  Blend 

8 

972.8 

22 

5.75 

1.03 

23.2 

VICTORY  GROWTH 

B+ 

Large-cap  Growth 

B-f 

311.7 

58 

5.75 

1.34 

37.2 

VICTORY  SPECIAL  VALUE  A 

C 

Mid-cap  Value 

D 

346.9 

-22 

5.75 

1.37 

-9.1 

VICTORY  STOCK  INDEX  ^ 

B+ 

Large-cap  Blend 

B 

712.8 

41 

5.75 

0.56 

27.7 

VICTORY  VALUE 

B+ 

Large-cap  Value 

B 

562.9 

13 

5.75 

1.32 

26.3 

VINTAGE  EQUITY  S  (aaaaaa) 

B+ 

Large-cap  Blend 

B 

210.3 

^5 

No  load 

1.31t 

27.5 

WADDELL  &  REED  GROWTH  B  &, 

C 

Mid-cap  Growth 

A 

354.3 

32 

3.00** 

2.13t 

44.6 

WADDELL  &  REED  TOTAL  RET.  B 

B 

Large-cap  Blend 

C- 

478.7 

15 

3.00** 

1.95t 

20.7 

WARBURG  PINCUS  CAP.  APPR.  COMM. 

B+ 

Large-cap  Blend 

B 

755.3 

21 

No  load 

1.01 

25.8 

WARBURG  PINCUS  EMERG.  GROWTH  COMM.  X 

c- 

Mid-cap  Growth 

C 

1777.7 

13 

No  load 

1.22 

5.8 

WARBURG  PINCUS  GROWTH  &  INCOME  COMM. 

C 

Large-cap  Value 

F 

732.3 

19 

No  load 

1.15 

12.7 

WARBURG  PINCUS  INTL.  EQUITY  COMM. 

D 

Foreign 

D 

1172.1 

-40 

No  load 

1.33 

4.6 

WASHINGTON  MUTUAL  INVESTORS  X 

A 

Large-cap  Value 

A 

51773.8 

35 

5.75 

0.621 

19.4 

WEBS  INDEX  JAPAN  £L 

Japan 

299.1 

66 

No  load 

NAT 

3.5 

WEITZ  PARTNERS  VALUE 

A 

Mid-cap  Value 

A 

263.7 

97 

No  load 

1.24 

29.1 

WEITZ  HICKORY 

B 

Small-cap  Blend 

A 

506.5 

NM 

No  loadT 

1.46 

33.0 

WEITZ  VALUE  X 

A 

Mid-cap  Value 

A 

1059.3 

189 

No  load 

1.27 

29.0 

WESTCORE  iVIIDCO  GROWTH  X 

D 

Mid-cap  Growth 

C- 

491.3 

-18 

No  load 

1.14 

10.4 

WHITE  OAK  GROWTH  STOCK 

C 

Large-cap  Growth 

C 

1092.3 

179 

No  load 

0.98 

39.5 

WINTHROP  SMALL  COMPANY  VALUE  A 

C- 

Small-cap  Blend 

B 

246.8 

-14 

4.75 

1.35t 

-4.6 

WILLIAM  BLAIR  GROWTH 

C 

Mid-cap  Growth 

A 

742.1 

25 

No  load 

0.84 

27.2 

WM  BOND  &  STOCK  A  (bbbbbb) 

B 

Domestic  Hybrid 

C 

304.3 

-3 

5.50 

0.99t 

6.9 

WM  GROWTH  &  INCOME  A  (cccccc) 

B 

Large-cap  Blend 

C- 

541.4 

75 

5.50 

1.05t 

14.4 

WM  NORTHWEST  A  (dddddd) 

C 

Mid-cap  Blend 

C 

304.0 

18 

5.50 

1.05t 

23.1 

WRIGHT  SELECTED  BLUE  CHIP  EQUITY  X 

C 

Mid-cap  Value 

c 

221.5 

-15 

No  load 

1.08t 

0.1 

YACKTMAN 

B 

Mid-cap  Blend 

B-f 

307.4 

-72 

No  load 

0.86 

0.6 

ZWEIG  APPRSXIATION  A 

C 

Small-cap  Value 

B 

239.9 

-18 

5.50 

1.52t 

-1.0 

ZWEIC  MANAGED  ASSETS  C 

B+ 

International  Hybrid 

B-f 

429.6 

5 

1.25** 

2.29t 

14.0 

ZWEIG  STRATEGY  C 

C 

Mid-cap  Value 

C- 

425.0 

-28 

1.25** 

1.94t 

-2.6 

■  Includes  redemption  fee.  "Includes  deferred  sales  charge.  1 12(b)- 1  plan  m  effect.  (Not  currently  accepting  new  accounts,  §Less  than  0.5%  of  assets.  NA=Not  available.  ^ 
(zzzz)  Formerly  Van  Kampen  Amer.  Cap.  Pace  A.  (aaaaa)  Formerly  Vanguard  Florizon  Aggr.  Gr.  (bbbbb)  Formerly  Vanguard  Horizon  Cap.  Opp  (ccccc)  Formerly  Vanguard  Intl.  Eq.  Idx  n? 
Formerly  Vanguard  Sp.  Engy.  (eeeee)  Formerly  Vanguard  Intl.  Eq.  Idx.  Euro,  (fffff)  Formerly  Vanguard  Idx.  Ext  f^kt.  (ggggg)  Formerly  Vanguard  Idx.  500.  (hhhhh)  Formerly  Vangu 
Metals,  (mil)  Formerly  Vanguard  Idx.  Growth.  (|jj|j)  Formerly  Vanguard  Sp.  Health  Care,  (kkkkk)  Formerly  Vanguard/Morgan  Gr.  (Mill)  Formerly  Vanguard  Intl.  Eq.  Id.  Pac.  (mmn  n 


1 


Equity  Funds 


U.  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS  lOYtARS     RESULTS  VS 

LTAX  AFTERTAX    PRETAX  AFTERIAX    All  FUNDS 


TURNOVER   CASH   FOREIGN  P-E    UNTAXED    LARGEST  HOLDING 

%       %      RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR    %RET     QTR  %RET 


i  ^-6 
{  NA 
I  ).S 
I  i.8 
NA 


15.2 
NA 
17.0 
14.3 
NA 


16.3 
NA 

16.7 
NA 
NA 


12.3 
NA 

14.3 
NA 
NA 


BBBD 
B 

BBBD 
BB 
B 


Average 
Average 
Average 
Low 
High 

Low 

Low 

Low 
Very  low 
Average 


2  3  30  29  Microsoft  (3)  Average     DZ  98  20.5  ffl  98-12.6  800-421-5666 

0  NA  21  12  McKesson  (3)  NA  NA  800-662-7447 

0  2  33  23  Microsoft  (1)  Very  low     IS  98  14.3  194  ^.6  800-662-7447 

1  0  31  26  J.  Ray  McDermott  (3)  Very  low  12  98  12.7  ffl  98  -5.6  800-662-7447 
15  5  34  7  DeKalb  Genetics  CI.  B  (5)  NA  NA  800-662-7447 


NA 

7.3 
17.5 
18.4 

3.6 


NA  NA 


□ 


11.1  9.3  aOBD 
15.6   13.5  BBBD 


NA  NA 
13.1  11.4 


BQD 
BOBD 


6  100  18  -49  Telefonos  de  Mexico  CI.  L  (3)  NA  NA  800-662-7447 

3  33  24  2  Chevron  (4)                         High  ffl  97  16.1  ffl  98-14.2  800-662-7447 

1  3  26  36  Bell  Atlantic  (3)                     Low  IS  98  13.2  194  -6.6  800-662-7447 

0  100  29  37  Royal  Dutch  Petroleum  (2)  Average  198  20.4  ffl  98-14.4  800-662-7447 

9  3  30  21  Genzyme-General  Division  (2)     High  IS  98  23.3  ffl  98-18.5  800-662-7447 


14.4  15.3  13.8  BBBB  Very  low  0  0  28  29 

23.^  19.0  17.9  DBOD  Very  low  0  2  34  46 

-12.6  -1.1  -1.8  OBOES  Low  3  75  32  -58 

20.1  19.0  16.6  DBOa  Average  1  1  29  22 

27.1  NA  NA  aa  Low  0  1  40  32 


Berkshire  Hathaway  CI.  A  (3)  Average  IS  98  22.1  ffl  98-18.7  800-662-7447 

Microsoft  (3)  Low  IS  98  21.4  ffl  98-10.0  800-662-7447 

Anglogold  ADR  (9)  Very  high  ffl  94  17.5  IB  97 -28.8  800-662-7447 

Merck  (3)  Average  IS  98  20.6  ffl  98-13.0  800-662-7447 

Microsoft  (7)  Low  IB  98  24.6  ffl  98  -7.3  800-662-7447 


.4  26.7 

.1  9.1 

.7  4.3 

lA  NA 

lA  NA 


24.2 
9.7 
7.7 
NA 
NA 


22.4 
8.7 
5.1 
NA 
NA 


OBna 

□BBB 
□□□□ 
B 
B 


Very  low 

Low 

Low 
Very  low 
Very  low 

Very  low 
Very  low 
Average 
Very  low 
Very  low 

Very  low 

Low 
Very  low 
Very  low 
Very  low 

Very  low  0 

Very  low  0 

Very  low  0 

Average  3 

Low  0 


18  42  31  Warner-Lambert  (5)                Low  n  97  19.1  194  -5.3  800-662-7447 

99  31  25  Novartis  (Reg.)  (5)               Average  IB  98  17.8  ffl  98-12.8  800-662-7447 

99  26  0  Nestle  (Reg.)  (5)                 Average  IB  98  20.6  ffl  98-15.7  800-662-7447 

6  29  13  Vanguard  Total  Bond  Mkt.  Idx.  (30)  NA  NA  800-662-7447 

15  30  23  Vanguard  Total  Stk.  Mkt.  Idx.  (49)  NA  NA  800-662-7447 

1  28  8  Vanguard  Total  Bond  Mkt.  Idx.  (50)  NA  NA  800-662-7447 

11  29  19  Vanguard  Total  Stk.  Mkt.  Idx.  (34)  NA  NA  800-662-7447 

5  32  35  Home  Depot  (3)                   Average  IS  98  25.9  ffl  98-16.4  800-662-7447 

99  33  -28  NT8.T(5)                         Very  high  IS  98  26.5  IB  97 -20.7  800-662-7447 

It  31  44  Guidant(4)                        Average  IS  98  28.8  ffl  98-13.0  800-662-7447 


lA  NA 

lA  NA 

4  18.4 

0  -4.3 

1  23.9 


NA 
NA 
17.1 
NA 


NA 
NA 

14.1 
NA 


20.0  18.7 


B 
B 

□□□ 

BBQEI 


NA 
11.1 
12.6 
NA 
NA 


NA  NA 

13.0  10.9 

13.5  10.9 

NA  NA 

NA  NA 


B 

□DOB 
BBBB 
B 
D 


2 
0 
12 
0 
0 


NA  23  -5  Equity  Office  Properties  Tr.  (5)  NA  NA  800-662-7447 

0  23  9  Reinsurance  Grp.  of  America  (§)  High  0  97  17.3  ffl  98-20.1  800-662-7447 

4  25  23  Vanguard  Windsor  II  (28)       Very  low  IB  98  11.5  ffl  98  -8.1  800-662-7447 

0  36  22  General  Electric  (1)  NA  NA  800-662-7447 

0  36  40  General  Electric  (3)  NA  NA  800-662-7447 


A  NA 

A  NA 

5  20.6 

2  24.5 

5  12.4 


NA  NA 

NA  NA 

NA  NA 

21.2  20.1 

NA  NA 


o 

□ 
OQ 
IIOIIII 
BB 


2  33  29  Microsoft  (3)                                                 NA  NA  800-662-7447 

100  30  6  Vanguard  Intl.  Equity  Index  E  (76)                      NA  NA  800-662-7447 

0  32  32  Microsoft  (2)                      Average  IS  98  21.5  ffl  98-12.1  800-662-7447 

2  43  44  Microsoft  (5)                        Low  IS  98  24.7  ffl  98  -9.4  800-662-7447 

8  24  27  Pinnacle  West  Capital  (3)       Very  low  IS  97  13.1  194  -7.0  800-662-7447 


3  18.1 
9.8 
2  13.8 
I  11.6 
I)  18.7 


NA  NA 

13.2  10.3 

14.3  11.9 

13.4  9.9 
17.3  14.8 


an 

BBQB 
BBBB 
OBBB 

BBao 

BB 
BOD 
BD 

BB 


Low  0  4  24  27  Exxon  (4)  Average  IB  98  17.5  ffl  98-12.9  800-662-7447 

Low  3  5  25  16  Bell  Atlantic  (2)  Very  low  H  95  8.5  194  ^.5  800-662-7447 

Low  1  9  26  21  Pharmacia  &  Upjohn  (2)  Very  low  0  97  12.2  ffl  98  -4.2  800-662-7447 

Average  0  12  21  10  Citicorp  (6)  Average  IB  98  13.5  ffl  98-19.5  800-662-7447 

Low  2  2  25  27  Anheuser-Busch  (3)                Low  IB  98  14.9  ffl  98-1 1.8  800-662-7447 


13  13.0 
18.3 

I  22.5 
10.7 

1  21.4 


NA 
NA 
NA 
NA 
NA 


NA 
NA 
NA 
NA 
NA 


High  3  8  28  23  IBM  (2)  Very  low  18  98  10.2  194  ^.1  800-539-3863 

Average  2  4  28  14  American  Home  Products  (3)  Average  IB  98  17.6  ffl  98  -7.8  800-539-3863 

Low  2  1  36  43  General  Electric  (4)  Average  IB  98  22.8  ffl  98  -6.7  800-539-3863 

Low  1  0  22  15  Everest  Reinsurance  HIdg.  (2)  Average  IS  98  14.1  ffl  98-20.9  800-539-3863 

Very  low  24  2  32  21  S&P  500  Index  (Put.)  (16)  Average  IS  98  21.1  ffl  98-10.0  800-539-3863 


i  19.0 
I  21.2 
20.1 
16.8 
I  18.5 


NA 
NA 
NA 
NA 


NA 
NA 
NA 
NA 


17.8  15.2 


Of] 
DQ 

on 

BB 

BBOn 


Low  1 

Average  1 

Low  15 

Low  8 

Very  high  5 


NA 

5 
4 
5 
NA 


29 
36 
39 
35 
41 


34 
44 
57 
32 
27 


IBM  (3) 

Warner-Lambert  (3) 
America  Online  (5) 
Warner-Lambert  (3) 
Freddie  Mac  (4) 


Low 
Average 

High 
Average 
Average 


IS  98  18.2 

IS  98  27.5 

IS  98  28.8 

0  97  17.1 

IS  98  21.4 


ffl  98  -7.4 
ffl  98-15.2 
ffl  98-13.7 
ffl  98  -7.1 
ffl  98-1 1.4 


800-539-3863 
800-438-6375 
800-366-5465 
800-366-5465 
800-927-2874 


14.5 

16.5 

15.6 

BOOB 

Average 

8 

2 

39 

26 

Citrix  Systems  (3) 

High 

IS  98 

23.9 

ffl  98 

-23.0 

800-927-2874 

11.5 

14.7 

12.1 

BOBB 

High 

10 

10 

23 

17 

IBM  (3) 

Average 

IS  98 

16.5 

ffl  98 

-14.4 

800-927-2874 

2.9 

NA 

NA 

aaa 

Average 

5 

99 

28 

-16 

Suez  Lyonnaise  Des  Eaux  (2) 

High 

198 

14.1 

ffl  98 

-17.8 

800-927-2874 

19.6 

17.8 

15.5 

BBOO 

Low 

5 

NA 

28 

35 

AT&T  (3) 

Low 

0  97 

14.4 

ffl  98 

-7.0 

800-421-4120 

NA 

NA 

NA 

o 

4 

100 

37 

NA 

NT&T  (7) 

NA 

NA 

800-810-9327 

19.4 

18.7 

15.9 

OOBO 

Low 

13 

NA 

27 

34 

Telephone  &  Data  Systems  (6) 

Low 

198 

16.6 

ffl  98 

-9.0 

800-232-4161 

22.2 

NA 

NA 

BO 

Low 

17 

NA 

25 

6 

Centennial  Cellular  CI.  A  (9) 

Average 

198 

24.1 

ffl  98 

-15.6 

800-232-4161 

18.8 

18.3 

15.9 

BBBO 

Low 

19 

0 

27 

17 

Telephone  &  Data  Systems  (6) 

Low 

198 

16.5 

ffl  98 

-7.3 

800-232-4161 

10.7 

18.1 

14.9 

OOBO 

Average 

2 

2 

43 

26 

MCI  WorldCom  (5) 

High 

IS  98 

25.2 

ffl  98 

-18.8 

800-392-2673 

30.0 

NA 

NA 

oo 

Very  low 

2 

0 

41 

23 

Eli  Lilly  (6) 

High 

IS  98 

37.5 

ffl  98 

-19.1 

888-462-5386 

9.3 

13.7 

11.2 

BOBB 

Low 

0 

NA 

20 

29 

Carlisle  (2) 

Average 

IS  98 

14.8 

ffl  98 

-18.2 

800-225-801 1 

18.1 

19.0 

16.0 

OBDB 

Low 

10 

3 

42 

45 

Automatic  Data  Processing  (4)  Average 

IS  98 

23.7 

ffl  98 

-12.5 

800-742-7272 

10.8 

11.9 

9.5 

BOBB 

Average 

1 

5 

24 

16 

Columbia/HCA  Healthcare  (1) 

Very  low 

IS  98 

12.9 

ffl  98 

-10.2 

800-543-8072 

17.9 

14.7 

12.5 

BOOB 

Average 

1 

6 

31 

24 

Sprint  (FON  Group)  (2) 

Average 

IS  98 

21.3 

ffl  98 

-14.5 

800-543-8072 

18.4 

18.0 

16.8 

OOBO 

Low 

2 

0 

31 

43 

Microsoft  (6) 

High 

IS  98 

45.3 

ffl  98 

-17.9 

800-543-8072 

11.5 

13.3 

10.1 

BOBB 

Low 

2 

NA 

21 

25 

VF(3) 

Average 

IB  98 

18.7 

ffl  98 

-19.2 

800-888-9471 

13.1 

NA 

NA 

OB 

Average 

4 

1 

21 

36 

Philip  Morris  (11) 

Low 

IB  98 

16.1 

ffl  98 

-16.4 

800-525-8258 

9.1 

NA 

NA 

BB 

Average 

42 

3 

15 

23 

TR  Financial  (1) 

Low 

IB  98 

15.0 

ffl  98 

-20.6 

800-444-2706 

7.5 

NA 

NA 

OB 

High 

15 

52 

27 

18 

Nokia  CI.  Ad) 

Very  low 

198 

9.3 

ffl  98 

-4.3 

800-444-2706 

8.2 

NA 

NA 

BO 

High 

13 

3 

14 

19 

S&P  500  Index  (Fut.)  (4) 

Low 

IB  98 

12.9 

ffl  98 

-20.1 

800-444-2706 

Formeriy  Vanguard  Sp,  REIT  Idx,  (ooooo)  Formerly  Vanguard  Idx.  Sm.  Cap  Stock,  (ppppp)  Formerly  Vanguard  T-M.  Fund  Bal.  Port,  (qqqqq)  Formerly  Vanguard  T-M  Fund  Cap. 
!rly  Vanguard  T-M  Fund  Gr.  &  Inc.  Port,  (sssss)  Formerly  Vanguard  STAR  Tot.  Intl.  (ttttt)  Formerly  Vanguard  Idx.  Tot.  Stk.  Mkt.  (uuuuu)  Formerly  Vanguard  Sp.  Util.  Inc.  (vww) 
1.  (wwwww)  Formerly  Vanguard/Wellesley  Inc.  (xxxxx)  Formerly  Vanguard/Wellmgton.  (yyyyy)  Formerly  Vanguard/Wmdsor.  (zzzzz)  Formerly  VanguardA/Vlndsor  II.  (aaaaaa)  Formerly 
i  ibb)  Formerly  Composite  Bd.  &  Stk.  A.  (cccccc)  Formerly  Composite  Gr.  &  Inc.  A.  (ddddddi  Formerly  Composite  Northwest  A.     DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

SPICING  THINGS  UP 
AT  THE  A&P 

In  the  fast-consolidating  supermarket 
business,  the  stock  of  Great  Atlantic 
&  Pacific  Tea  (gap),  one  of  the  nation's 
top  10  gi-ocery  chains,  has  been  a  lag- 
gard. While  its  peers  trade  at  about 
three  times  book  value,  a&p  sells  at 
only  1.2  times  book.  At  about  "13.6 
times  our  1999  operating  earnings  es- 
timate," says  Debra  Levin,  an  analyst 
at  Morgan  Stanley  Dean  Witter,  a&p 
shares  are  the  least  expensive  of  the 
supermarket  stocks.  She  thinks  a&p, 
now  at  30,  is  attractive  and  worth 
about  40.  She  figures  a&p  will  earn 
$1.45  a  share  in  the  year  ending  Feb. 

28,     1999,  and 
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2000. 

Other  pros 
think  that  the 
stock  could  be 
worth  even  more. 
Whispers  ai"e  that 
management  re- 
cently embarked 
on  a  restmctming 
of  the  company  to 
make  it  a  more 
desirable  buyout 
candidate.  It  is 
closing  127  under- 
peifomning  stores, 
and  it  plans  to 
open  17.5  to  200  new  outlets  over  the 
next  tliree  years. 

Tengelmann  Group,  Germany's  fifth- 
largest  food  retailer,  which  operates 
5,834  supermarkets  worldwide,  owns 
55%  of  A&p  stock.  Ckristian  Haub,  who 
assumed  the  title  of  president  and  ceo 
in  May,  1998,  is  the  son  of  Erivan 
Haub,  the  controUing  stockholder  of 
Tengelmann. 

"It  must  be  frustrating  for  Tengel- 
mann to  see  A&p  selling  barely  above 
its  book  value  of  $25.50  [a  share]," 
notes  investment  adviser  Charles 
LaLoggia.  He  thinks  Tengelmann  will 
improve  a&p's  profitability  and  then 
sell  it. 

Alternatively,  A&P  could  acquii'e  an- 
other supeiTnarket  chain  or  do  a  merg- 
er, thereby  making  it  a  better  competi- 
tor in  an  environment  where  its  cliief 
rivals  are  consolidating.  LaLoggia  tliinks 
that  any  of  the  nation's  top  three  food 
chains — Kroger,  Safeway,  and  Albert- 


son's— would  find  A&p  a  compelling  tai- 
get.  He  notes  that  Haub  has  said  pub- 
licly that  he  "would  not  rule  out  a 
merger"  as  a  means  "of  improving,  the 
company  a  lot  more  quickly  than  we 
have  been  able  to  do  in  the  past." 
Spokesman  Andy  Corranno  says  that 
A&p  is  looking  to  acquire  other  compa- 
nies in  order  to  solidify  its  core  markets. 

A  VISUAL-ARTS 
VlfEB  SPIN-OFF? 

After  the  dazzling  success  of  recent 
Internet  initial  public  offerings,  a 
number  of  companies  are  thinking  of 
spinning  off  their  E-commerce  opera- 
tions and  taking  them  public.  One  com- 
pany i-umored  to  be  preparing  for  such 
a  leap:  International  Microcomputer 
Software  (IMSI),  which  on  Jan.  14 
signed  an  advertising  agi'eement  with 
Yalioo!,  a  leading  Net  poital  and  search 
engine  company. 

iM.si,  which  makes  software  in  13 
languages  and  sells  it  in  60  countries, 
owns  several  Web  sites,  including 
AilToday.com,  a  subscription-based  on- 
line provider  of  visual  content,  offeilng 
750,000  photos,  clip-ait  items,  and  fonts. 
The  site  has  more  than  50,000  sub- 
scribers, paying  up  to  $29.95  a  year 
for  unlimited  access  to  the  art  images. 

In  just  a  few  months,  IMSI  has  ac- 
quired three  more  Internet  companies, 
launched  its  MasterClips  art  gallery 
on  the  Internet,  and  "developed  the 
largest  Web  site 

for  visual  arts-  TURNING  AN  EYE 
that  gets  some  TO  AN  IPO 
1.3  million  visits  a 
month,"  says  Bri- 
an Swift,  chair- 
man and  director 
of  research  of  Se- 
curity Research 
Associates  in  San 
Francisco. 

Management, 
he  says,  wants 
to  capitalize  on 
the  red-hot  Inter- 
net market  and 
could  spin  out  the 
ArtToday.com  op- 
erations through  an  IPO,  and  keep  or 
sell  its  other  retail  business.  The  com- 
pany recently  hired  investment  bank 
Hambrecht  &  Quist  to  suggest  moves 
to  maximize  shareholder  value. 

Swift  figures  iMSi's  Internet  opera- 
tions are  worth  $100  million  to  $120 
miUion,  or  about  15  a  share.  He  be- 
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lieves  the  stock,  now  at  13,  is  wo: 
on  fundamentals.  But  with  a  po 
IPO,  Swift  says,  "who  knows  hov 
it  will  fly?" 

THE  NET  MAY  MAK 
HANOVER  BOUNCt 

Another  company  that's  Inti 
bound  is  Hanover  Direct  i 
which  was  in  dire  financial  strai' 
years  ago.  Formerly  called  Hi 
Hardart,  the  company  has 
through  a  recapitalization  and  is 
ing  for  the  Internet.  It  offers  a 
of  brand-name 
merchandise,  in- 
cluding men's  and 
women's  apparel 
and  gifts,  which  it 
sells  through  di- 
rect mail,  cata- 
logs, and  the  In- 
ternet. Says  CEO 
Rakesh  Kaul: 
"We're  moving 
rapidly  to  shift 
our  25  million 
customers  away 
from  catalogs 
to  Internet 
shopping." 

Will  Hanover 
Dii'ect  spin  off  its  Internet  opei 
and  take  it  public?  "We  are  loci 
all  options  that  ai'e  in  the  best  in 
of  our  customers  and  shareho' 
says  Kaul.  "We  ai"e  committed  tc 
ing  relationsliips  to  expand  our  ] 
merce."  Hanover  and  Excite  r< 
formed  an  E-commerce  allianc 
adds  Hanover's  catalogs  to  Exci1 
line  site.  Kaul  says  that  Ha 
largest  shareholder,  the  Swisi 
pagnie  Financiere  Richemont, 
has  a  51%  stake,  strongly  suppo 
Internet  move.  Another  big  ho 
Regan  Partners,  wliich  owns  17 
One  New  York  investment  m 
is  betting  that  Kaul  will  opt  for 
the  Net  unit  public.  With  the  sto 
at  3  a  share,  "Hanover  isn't  ex 
ninaway  Internet  stock  just  yet, 
this  pro.  "That's  one  very  att 
side  to  the  stock,"  he  adds.  He 
revenues  in  1998  will  match  lasi 
$489  milHon,  with  the  company 
posting  a  loss  or  breaking  even, 


JULY  20, '98  JAN. 
▲  DOLLARS 

DATA  BLOOMBERG  FINAMI 


Lc  n 


For  more  coverage  of  the  marl 
visit  our  Web  site  at  businesswe 


See  Defending  Champion  Larry  Nelson, 
Lee  Trevino,  Hale  Imin,  Chi  Chi  Rodriguez, 
Gary  Player  and  seventy-three  other 
SENIOR  PGA  TOUR  pros  battle  it  out 
for  a  share  of  the  $1.2  million  purse  at 
the  American  Express'  Invitational. 

TUNE  INTO  E9i-i  I 

THC  WORLDWtDE  IIADER  IN  SPORTS 

Februaiy  12,  2  to  4  p.m.  EST 
Februaiy  13,  5:30  to  7  p.m.  EST 
Eebruary  14,  5:30  to  7  p.m.  EST 

URNAMENT  PLAYERS  ClUB  AT  PrESTANCIA,  SaRASOTA,  FLORIDA 

presented  by 


BusinessWeek 


ierican  Express 
ffitational 
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As  flashbulbs  poppetl  and  music  blared,  General  Mo- 
tors President  G.  Richai-d  Wagoner  Jr.  was  beaming. 
Unveiling  a  crop  of  snazzy  new  concept  cars  at  the 
Detroit  auto  show  earlier  this  month,  Wagoner's 
pride  was  paljjable.  "I  pushed  pretty  hai'd  for  these," 
he  said,  momentarily  shedding  his  customaiy  aw- 
shucks  modesty  as  he  showed  off  three  sleek  hybrids  that 
combine  elements  of  cars,  minivans,  and  sport-utiUty  veliicles 
(suvs).  After  years  of  churning  out  mostly  unremarkable 
cai's,  GM  finally  had  sometliing  to  wow  the  audience.  Wagoner 
couldn't  have  been  happier. 

That's  not  the  only  reason  the  athletic,  6-foot,  4-inch  Wag- 
oner is  pleased.  After  a  roller-coaster  year  in  which  GM  was 
pummeled  by  a  54-day  strike  and  a  continuation  of  its  seem- 
ingly endless  market-share  slide,  the  past  few  months  have 
brought  good  news  for  Detroit's  biggest  carmaker.  Six  years 
of  cutting  costs  and  reshaping  the  way  the  lumbering  giant 
designs  and  builds  cars — much  of  it  speai'headed  by  Wagoner, 
fii'st  as  gm's  cliief  financial  ofBcer  and  since  1994,  as  head  of  its 
core  North  American  Operations  (nao) — seem  to  be  paying 


off.  GM  has  high  hopes  for  its  new  Chevrolet  Silvera 
(!MC  SieiTa  full-size  pickup  ti-ucks  introduced  last  fall, 
once-sluggish  manufacturing  operations  have  succee 
revving  up  production  to  take  advantage  of  the  hot 
for  high-margin  light  tracks.  Flat-out  production  h 
gm's  fourth-ciuarter  earnings  from  operations  up  a  st 
55%,  to  $2.19  billion,  as  profits  in  its  North  American  a 
erations  more  than  doubled,  to  $1.7  billion.  And  nex 
should  be  even  better.  Analysts  now  expect  gm's  op 
profits  to  increase  62%,  to  $6  billion. 
GIDDY.  Behind  the  scenes,  too,  gm  watchers  see  cause 
timism.  After  years  of  preparation,  the  company  is 
ahead  with  plans  this  spring  to  spin  off  its  auto-comp 
group,  Delphi  Automotive  Systems.  And  even  gm's  m! 
tractable  problem,  labor  relations,  shows  signs  of  men 
The  combination  has  suddenly  turned  gm  investore  giq 
ter  driving  the  company's  shares  down  from  76  to  4 
the  course  of  last  summer's  strike.  Wall  Street  has  sq 
stock  up  a  stunning  89%,  to  a  record  high  of  89,  since 
In  Januaiy  alone,  shaj-es  have  risen  almost  25%.  "The 
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is  telling  us  that  this  company  is  turning  the  comer,"  says  Mor- 
gan Stanley  Dean  Witter  auto  analyst  Stephen  J.  Girsky.  And 
GM  is  likely  to  create  more  investor  buzz  on  Januai-y  29  when 
analysts  get  a  sneak  peak  at  fiitui'e  models.  Says  Seth  M. 
Ghckenhaus  of  Glickenhaus  &  Co.,  a  gm  stockholder:  "Finally, 
these  people  are  coming  out  of  then-  Rip  Van  Winkle  sleep." 
Investors  are  now  counting  on  the  45-year-old  Wagoner  to 

keep  up  the  momen- 
tum. Promoted  last 
fall  to  president  of 
gm's  $130  biUion  global 
auto  operations — which  account  for  tlu-ee-quaiters  of  total  rev- 
enues— Wagoner-  has  played  a  pivotal  role  in  getting  GM  back 
into  fighting  trim.  His  slow-but-steady  overhaul  of  the  North 
American  unit  won  him  the  post- — and  has  made  him  the 
leading  candidate  to  succeed  John  F.  Smith  Jr.,  gm's  60-year 
old  chairman  and  ceo.  Smith,  who  has  leaned  heavily  on 
Wagoner  for  years,  credits  him  with  doing  a  "superb"  job. 
"We  had  to  change  virtually  evei-ything,"  Smith  says.  "Some 
things  hadn't  been  touched  since  the  beginning  of  time."  The 
results  are  plain.  After  an  $86  million  loss  in  1997,  gm's 
Noith  America  auto  business  posted  a  $1.6  billion  profit  in 
1998  and  could  soar  to  $3  billion  in  1999.  The  improving  out- 
look has  won  Wagoner  kudos  fi'om  the  board  as  well.  Says  di- 
rector John  G.  Smale:  "(JM  under  Wagoner  has  made  more 
money  in  Nortli  America  than  it  had  in  decades  before  liim." 
"NO  PLAN  B."  Still,  the  year  ahead  will  be  Wagoner's  acid  test. 
The  core  of  Wagoner's  strategy  for  transforming  gm  has 
been  a  thoi'ough  renovation  of  its  sagging  product  lineup.  In 
the  past  two  years.  Wagoner  has  overseen  the  launch  of  20 
models — 27%  of  Gm's  total  75  offerings — the  Silverado  and 
SieiTa  piclaips,  as  well  as  a  host  of  minivans  and  midsize  cai's. 
And  later  this  year,  gm  will  introduce  four  new  suvs,  which 
could  give  another  big  jolt  to  profits.  Wagoner  and  Smith  had 
expected  the  new  models  to  r-echarge  gm's  results  throughout 
last  year,  but  the  strike  cost  it  much  momentum.  In  1999, 
there  are  no  excuses.  "This  is  where  the  rubber  hits  the 
road,"  says  Roy  S.  Roberts,  gm's  North  American  marketing 
chief.  "There  is  no  Plan  B." 

So  how  are  they  doing?  Early  indications  seem  jjromising: 
Sales  of  tiM's  redesigned  minivans,  such  as  the  Chevy  Ventiu'e 
and  the  Pontiac  Montana,  have  more  than  doubled  since 
1995,  the  last  year  before  redesigned  models  anived.  Sales  for 
the  seven  new  midsize  models  are  up  a  more  modest  5%  since 
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1997,  but  even  in  this  hugely  competitive  arena,  gm  has  its 
stars:  The  Buick  Centuiy  family  sedan  gained  38%  for  the 
year,  while  the  Chevy  Malibu  rose  36%. 

That's  good — but  is  it  good  enough?  For  all  his  success, 
Wagoner  still  faces  huge  challenges.  Overseas,  Brazilian  and 
Asian  units  are  wracked  by  economic  woes,  even  as  gm's 
Eui'opean  operation — long  one  of  the  company's  most  prof- 
itable units — straggles  to  i-egain  its  footing.  His  biggest  job, 
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Restored  domestic 
auto  profits  from  a 
$982  million  loss 
in  1993  to  a  $1.6 
billion  gain  in  '98  and  an 
estimated  $3  billion  in  '99. 

►  Whittled  seven  vehicle 
groups  down  to  one  car  unit 
and  one  truck  unit. 

►  Trimmed  its  product  port- 
folio from  89  models  in 
1994  to  75  by  dropping  such 
slow  sellers  as  the  Chevy 
Caprice,  Buick  Roadmaster, 
Cadillac  Fleetwood,  and 
Buick  Skylark.  Merged  CMC 
division  with  Pontiac. 


►  Streamlined  pre 
development  by  a\ 
one  manager  to  he 
vehicle  program, 
mishmash  of  chie1 
manufacturing  bo; 
marketing  manage 


►  Cut  manufactui 
10%,  to  an  avera 
hours  per  vehicle, 
reduced  the  U.S. 
workforce  14%,  I 
employees — all  si^ 
Closed  two  plants 
more  to  shut  dowir 


IE  STILL  FACES  MAJOR  CHALLENGES 


GM's  20-year  slide  in  U.S. 
market  share.  Just  29.2% 
last  year,  it  was  49%  in  '67. 


I 


jch  a  new  pact 
while  spinning 
ed  Delphi  parts 
cing  factories 
!S  requiring  few- 


U  op  breakthrough 
models  to  halt 


►  Needs  to  increase  GM's 
sales  of  trucks,  minivans, 
and  SUVs  from  47%  of  total 
vehicles  sales  to  improve 
the  company's  lagging  prof- 
its per  vehicle. 

►  Must  improve  marketing 
efforts  to  lure  younger  con- 
sumers and  more  aggressively 
kill  off  dated,  poorly  perform- 
ing models. 

DATA  GENERAL  MOTORS  CORP  , 
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though,  will  be  halting  GM's  decades-long  nnarket-shai-e  slide  in 
the  U.  S.  In  the  four  yeai-s  Wagoner  headed  the  NAo's  $94  bil-" 
lion  business,  (JM's  share  of  the  U.  S.  mai-ket  slipped  down  a 
further  four  percentage  points,  to  29.2*%.  The  precipitous  fall 
reflects  myriad  problems  that  can  be  boiled  down  to  this: 
Many  peojile  today  are  tiu-ned  off  by  (  ;m  cars.  "At  the  end  of 
the  day,  what  really  counts  is  the  hardware,"  says  Joseph  S. 
f'hillippi,  an  analyst  at  Lehman  Brothers  Inc.  "CM  is  still,  in 
most  respects,  one  generation  behind  all  its  competitors." 

Despite  recent  efforts  to  rejuvenate  gm's  brands  and  the 
progress  with  a  smattering  of  new  models,  names  like 
Oldsmobile  and  Buick  seem  tired.  Even  worse,  gm  remains 
years  behind  rivals  in  shifting  production  to  the  popular 
picluip  and  suv  models.  And  as  cai-  buyers  defected  in  cb-oves, 
GM  has  been  left  with  a  huge  infrastincture  of  poorly  located, 
aging  dealerships  and  undenitilized,  outdated  factories.  Cer- 
tainly, (;m  has  made  huge  strides.  But  unless  it  generates  ex- 
citement over  new  moflels  and  coaxes  buyers  back  into  its 
showi-ooms,  GM  faces  many  more  years  of  cutbacks. 
MORE  DRAMATIC?  For  all  the  problems  Wagoner  has  solved, 
however,  he  still  needs  to  do  more  to  boost  gm's  profitability, 
which  continues  to  lag  the  competition's.  Net  profit  margins 
foi-  the  fii-st  half  of  1998— before  the  strike  wiped  out  earn- 
ings— fell  back  to  2.7%,  right  where  they  were  when  Wagoner 
took  over  the  nag  in  1994.  Meantime,  Ford's  margins  for 
the  period  were  6.2%  and  growing,  while  Chiysler  hit  6.7%. 
With  gm's  fourth-quarter  margins  roaring  back  to  5.7%.,  the 
outlook  is  brightening  as  (!M  snaps  back  fi-om  the  effects  of 
the  stiike.  But,  as  production  levels  off  later  this  yeai;  it  won't 
be  easy  to  sustain  those  levels. 

gm's  critics  say  the  profit  lag  jjoints  to  the  need  for  an  even 
more  cb-amatic  i-emake  of  gm's  product  Uneup.  They  ai-gue  that 
Wagoner  needs  to  push  harder  for  exciting  new  cai's  that  will 
grab  consimiers.  Volkswagen  can  point  to  its  cute  new  Beetle, 
Ford  has  its  lucrative  Expedition  suvs,  and  Chrysler  its 
pulse-pounding  Dodge  Viper.  But  even  gm's  brand-new  Sil- 
verado, for  wMch  Wagoner  has  high  expectations,  is  boxy  and 
conservative  compared  with  the  competition.  Says  Merrill 
Lynch  &  Co.  analyst  Nicholas  Lobaccaro:  "The  only  way  to 
tmly  fix  this  company  is  through  a  product  renaissance." 

With  Smith  focusing  on  strategy  and  trade  issues,  that  job 
now  falls  squar-ely  on  Wagoner.  But  little  in  liis  backgi'ound,  or 
his  makeup,  suggests  he's  likely  to  push  for  more  radical 
change.  A  consensus-builder  who  methodically  works  his  way 
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thi'ough  complex  problems.  Wagoner  is  the  latest  in  a  long  bne 
of  GM  insidei's  to  get,  a  shot  at  fixing  gm.  The  quintessential 
company  man,  he  has  worked  for  GM  since  he  gi'aduated  from 
Harvard  business  school  in  1977,  joining  the  auto  company  as 
an  analyst  in  its  New  York  treasiu'ei-'s  office. 

During  those  22  years,  he  has  earned  a  reputation  as  a  de- 
manding boss,  one  who  combines  self-depi-ecating  humor  with 
a  competitive  streak  honed  diuing  yeai"s  of  cutthi"oat  basketball 
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games.  But  he  is  also  a  conciliatoiy  team  player  able  to  biing 
waiTing  CM  factions  together.  In  a  stint  as  CFO  of  ciM  Eui'ope  a 
decade  ago,  for  instance,  Wagoner  was  able  to  get  cm's  noto- 
riously tiu'f-conscious  Swiss,  German,  and  British  units  work- 
ing smoothly  together.  "He  does  what's  best  foi'  the  company, 
not  what's  best  for  him  personally,"  says  Robert  J.  Eaton, 
now  DaimlerChiysler  co-chau'man  and  the  former  head  of  cm 

Europe.  "He's  a  veiy 
apolitical  guy." 

He  has  also  come 
fai'  from  his  roots  in  fi- 
nance. As  he  moved  quickly  through  a  series  of  fast-track 
jobs  in  the  U.  S.,  Canada,  and  Latin  America  early  in  liis  ca- 
reer, co-workere  remember  that  he  gamely  learned  the  ins  and 
outs  of  eveiy  asj^ect  of  the  business.  DaimlerClnysler  Senior 
Vice-President  Gary  L.  Henson,  who  worked  at  cm's  Vauxliall 
Motors  Ltd.  in  Biitain  in  the  1980s,  recalls  being  teamed  with 
the  young  finance  whiz  at  a  manufactiuing  workshop.  Theii* 
task  was  to  boost  efficiency  in  the  "cut-and-sew"  area  where 
seat  covers  were  stitchetl  together.  He  was  amazed  to  see 
Wagoner  plunge  into 
the  nitty-gritty  of  the 
shop  floor.  Mai-vels  Hen- 
son:  "He  was  up  half 
the  night,  rearranging 
sewing  machines." 

It  wasn't  until  1991, 
however,  that  Wagonei- 
got  a  chance  to  prove 
his  mettle  on  the  oper- 
ations side.  Taldng  over 
as  head  of  Brazilian  op- 
erations, he  foimd  them 
in  chaos  when  he  ar- 
rived in  Sao  Paulo. 
Wagoner  showed  that 
he  had  matui^ed  into  fai' 
more  than  a  number- 

cmncher.  He  was  among  the  first  in  the  auto  industry  to  re- 
alize that  Brazilians  were  no  longer  willing  to  accept  decades- 
old  models  ft'om  Europe  and  the  U.  S.  Employing  the  lean 
manufactioing  techniques  he  had  learned  in  Em'ope,  he  quick- 
ly built  less  expensive  Brazilian  versions  of  new  Opel-de- 
sigiied  cars  and  U.  S.-engineered  pickup  tnacks.  "Rick  got 
the  whole  product  lineup  modernized,  well  ahead  of  the  com- 
petition," says  Mark  T.  Hogan,  the  cm  manager  who  ran 
things  after  Wagoner.  "He  read  the  tea  leaves  early  on." 

Wagoner's  successes  didn't  go  unnoticed  back  in  Detroit, 
where — on  the  heels  of  199rs  $8  billion  domestic  auto  loss — 
a  boardr'oom  coup  had  put  Smith  in  charge.  Just  16  months 
aftei'  he  arrived  in  Sao  Paulo,  Smith  named  the  then  39- 
year-old  Wagoner  CFo  of  the  entire  corporation.  "He  did  a 
gi'eat  job  in  Europe"  and  "really  charged  up  that  operation" 
in  Brazil,  says  Smith.  "He  showed  gi-eat  leadership  skills." 

Wagoner  became  a  member  of  the  powerful  inner  circle 
that  Smith  brought  in  to  perfonn  triage  on  cm's  battered  do- 
mestic operations.  With  losses  i-unning  $16  million  a  day,  it 
was  (;m's  darkest  hour.  As  CFO,  Wagoner  made  important 
contributions  early  on.  One  of  his  biggest:  engineering  a  $6 
billion  contribution  of  p:r)S-backed  stock  to  trim  the  company's 
gaping  $24  billion  pension  deficit.  He  also  restored  the  auto 
maker's  credibility  on  Wall  Street  by  replacing  fancy  ac- 
counting i^i-actice.s  with  a  more  conservauve  approach. 
CONCILIATORY.  Wagoner's  talent  as  a  peacemaker  also  helped 
CM  weather  its  crisis.  Wh^'U  cm  purchasing  czar  Jose  Igiiacio 
"Inaki"  Lopez  de  Aniortiia  bolted  for  Volkswagen  in  1993,  for 
instance.  Smith  charged  Wagoner  with  making  Lopez'  $4  bil- 
lion in  price  cuts  stick.  The  challenge:  Lopez  had  left  beliind 
a  trail  of  em'aged  suppliers,  who  were  upset  by  his  teaiing  up 
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BORN  1953 


EDUCATION  Duke  University,  B.A. 
economics,  1975.  Harvard,  MBA, 

FIRST  GM  JOB  Financial  analyst 
the  New  York  office. 

CURRENT  JOB  President  of  GM. 

WHAT  HIS  JOB  IS  LIKE  'Juggling 
running  on  a  treadmill." 

CLAIM  TO  FAME  Fixed  GM's  ailing  Brazilian  oper 
the  early  '90s.  Later,  as  CFO  of  GM,  he  overhaulec 
pany's  balance  sheet.  He  also  played  a  pivotal  role 
lining  operations,  helping  to  halt  multibillion-dolla 

OFFICE  DECOR  Duke  jersey  of  Detroit  Pistons  sta 
Chevy  pitchman — Grant  Hill.  A  Duke  banner  signe 
factory  workers.  A  size  XXL  pair  of  boxer  shorts  en 
with  GM  slogan  "Plan  to  Win." 

FIRST  CAR  A  silver  1973  Camaro  purchased  with 
from  summer  jobs. 

WHAT  HE  DRIVES  NOW  1999  Chevy  Suburban  j 

of  contracts  and  othei-  high-handed  tactics.  Wagoner 
conciliatory  approach — but  gave  back  few  of  Lopei 
cuts.  Instead,  he  sought  cooperation  and  listened  to  su 
"People  felt  more  like  participating  voluntarily,"  recal 
neth  L.  Way,  chaiiTnan  of  seatmaker  Leai"  Corp.  Smith 
impressed  by  Wagoner's  handling  of  both  finance  ai 
chasing  that  he  chose  Wagoner  to  succeed  him  in  i-unni 
North  American  auto  unit  in  1994. 

Ever  since,  Wagonei'  has  been  working  doggedly 

invent  the  way 
signs,  builds,  ai 
its  cars.  A  cruc: 
has  been  revi 
cm's  problem- 
manufacturing 
niques,  especia 
all-critical  chan 
process  from 
model  to  a  ne 
Once     an  iii 
laughingstock  t 
of  the  months 
for  model  chang 
cm's  recent  la» 
notably  last  yeaj 
off  of  the  Grai 
sedan  and  the  * 
do  pickup  track,  have  been  far  smoother  ~ 
Drawing  on  liis  international  experience.  Wagoner  1^ 
worked  to  get  more  leverage  out  of  (;m's  global  experi ' 
ordered  his  Michigan  engineers  to  begin  cooperatir 
their  intei'national  counteiparts  to  share  platforms,  t; 
transmissions,  and  other  key  components.  The  move  w 
cm  to  make  Saturn,  Chevy,  and  Pontiac  models  fi'i 
same  chassis  it  uses  to  build  Opels  in  Europe.  And  ti  n 
ber  of  platforms  cm  uses  globally  should  drop  from  2to< 
to  14  by  2005,  holding  out  the  promise  of  bilUons  of  diai 
year  in  savings. 

At  the  same  time.  Wagoner  recast  Gm's  archaic  F»di 
development  system  along  lines  favored  by  Toyotaid' 
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'(  10TIVATI0NAL  TOOL  Awarding  Twinkles,  which 
)    for  any  job  well  done.  "If  you  tasted 
I  d  then  tasted  it  next  year,  it  would  taste 

'Tie." 

led,  and  has  three  sons,  ages  15,  13,  and  8. 

?  ANGOUT  Sidelines  of  middle-school  football 
he  coaches  his  eldest  son's  team. 


I  other  carmakers.  Doing  away  with  a  mishmash  of 
ineers  and  mai'ketei's  who  used  to  jostle  for  control 
tage,  Wagoner  shifted  responsibility  for  each  tmck 
■latform  to  a  single  executive.  Today,  these  managers 
model's  development  fi-om  the  early  stages  of  design 
lolls  off  the  assembly  line.  They  also  have  profit- 
•esponsibility  for  their  vehicles — another  fii-st  at  gm. 
.he  strong  results  the  shift  has  produced,  it's  easy  to 
Smale  counts  it  as  one  of  Wagonei''s  biggest  ac- 
cents. The  head  of  the  full-size  pickup  progTam,  for 
has  mobilized  his  team  to  design  the  pickup  with 
r  paits.  That,  in  tiu'n,  has  enabled  factory  workers 
lie  Silverados  10%  faster  than  previous  models. 
SH)  :iVIANDS.  Indeed,  as  many  of  Wagoner's  core  organi- 
n;'  -ngineeiing,  and  manufacturing  reforms  come  to- 
ihe  new  generation  of  vehicles,  nowhere  is  progress 
in  in  gm's  improving  outlook  in  the  highly  profitable 
cet.  GM  recently  announced  it  would  ci-cmk  out  977,(X)0 
d-new  Chevy  Silverado  and  GMf  Sieira  picku})s  tliis 
!  leap  fi-om  the  727,0(W  built  in  1998.  Even  compai-ed 
a  year  with  fai-  less  labor  stiife,  tiiick  production  will 
althy  11%.  Better  still.  Wagoner  exi^ects  premiimi  fea- 
vhich  consumere  ai-e  willing  to  pay  more  to  add  a  full 
;  profits  on  the  new  tnicks.  All  told,  Wasserstein 
Co.  analyst  Scott  Merlis  estimates  gm's  aftertax 
ck  profits  could  soai-  by  $1  billion  in  1999. 
more  where  that  came  from,  gm  will  launch  four 
t-utilities  into  the  red-hot  market  for  full-size 
this  year:  the  Chevy  and  GMC  Suburbans,  the 
loe,  and  the  gmc  Yukon.  With  all  based  on  the  Sil- 
assis,  analysts  figiu-e  the  $6  billion  in  revenues 


from  these  suvs  will  haul  in  similar  profit  increases. 

Having  focused  much  of  his  early  energy  on  gm's  core" 
manufacturing  and  design  difficulties.  Wagoner  has  more  re- 
cently turned  to  another  perennial  GM  problem — spiraling 
warranty  costs.  And  in  the  process,  the  usually  gi-egarious 
manager  has  also  proved  he  can  be  tough  when  he  needs  to 
be.  Eighteen  months  ago,  with  warranty  costs  totaling  a 
hefty  5%'  of  net  sales,  Wagoner  summoned  senior  North 
American  managers  to  the  company's  design  dome.  Reduce 
warranty  costs  to  2%  by  2001,  to  save  $1  billion,  or  look  for 
another  job,  he  ordered.  So  far,  GM  has  liit  its  interim  tar-gets, 
says  Hogan,  who  now  nins  North  American  small-cai'  opera- 
tions: "He  absolutely  demanded  it." 

Wagoner  is  also  learning  how  to 
deal  with  the  thoniy  laboi'  issues  that 
have  beset  him  and  Smith  for  years. 
Long  a  hard-liner,  Wagoner's  efforts 
to  increase  productivity  and  assign 
more  work  to  outside  suppliers 
helped  pi'ovoke  13  strikes,  at  a  cost 
of  more  than  $4  billion,  over  the  past 
three  years.  As  recently  as  last 
Memorial  Day,  Wagoner  fueled  the 
fire  by  ordering  dies  removed  from  a 
Fhnt  factoiy  that  was  about  to  start 
making  critical  tiiick  parts. 

It  was  a  huge  and  costly  mistake. 
Infuriated  workers  immediately 
brought  all  of  GM  to  a  screeching 
halt  in  a  strike  that  would  ultimate- 
ly shave  $2  billion  off  of  '98  profits 
for  little  gain.  "Just  add  that  to  the 
list  of  the  other  million  things  where 
we  probably  made  the  wi'ong  call," 
Wagoner  concedes  now. 

Since  then,  however,  Wagoner  has 
softened  his  approach.  He  recently 
consulted  with  top  United  Auto 
Workei's  leaders  before  naming  new 
labor  head  Gary  Cowger,  whose 
yeai's  on  the  factoiy  floor  had  earned 
the  union's  resj^ect.  "Tliey  were  look- 
ing for  someone  who  could  work  well 
with  the  union,"  says  UAW  President 
Stephen  P.  Yoldch.  And  Wagoner  now 
participates  far  more  fi-eciuently  in 
meetings  and  phone  calls  with  union 
leaders.  "We're  opening  up  the  dia- 
logue a  lot  more,"  he  says. 
That  sort  of  cooperation  is  having  an  impact.  Comjjany  and 
union  officials  are  close  to  resolving  union  objections  to  gm's 
plans  to  replace  older  factories  with  newer  plants  that  use 
just  half  as  many  workers.  As  part  of  the  deal,  the  two 
sides  are  hashing  out  details  of  gm's  proposal  to  assign  work 
to  outside  supjjliers,  who  would  build  entire  sections  of  cars. 
To  gain  union  support,  GM  is  offering  to  back  UAW  effoits  to 
unionize  supplier  plants.  Even  so.  by  unloading  fixed  costs 
such  as  factories  and  parts  inventories  to  suppliers.  Wagoner 
figiu'es  he  can  cut  overall  costs  well  below  cuirent  levels. 

Wagoner  is  also  counting  on  closer  union  ties  to  smooth  the 
way  for  gm's  spin-off  of  Delphi,  its  $28.5  billion  parts  unit.  GM 
plans  a  $1.5  billion  initial  public  oSering  in  early  Febniaiy  and 
expects  to  divest  tht  remainder  of  Delphi  to  its  stockliolders 
later  this  yeai-  (page  122).  Keeping  the  peace  will  be  key:  Wag- 
oner needs  the  Delphi  spin-off  to  give  another  big  boost  to  the 
efforts  to  reduce  costs.  Until  now,  he  has  been  hampered  by 
gm's  obligation  to  buy  Delphi  parts,  even  when  outside  sup- 
pUere  were  cheaper  oi-  could  handle  more  of  the  assembly  task. 
It  all  sounds  promising.  But  will  it  be  enough?  Many  ex- 
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perts  believe  Wagoner  has  just  taken  the  initial  steps  in  the 
uphill  climb  to  revive  <;m.  And  his  accomplishments  may  sim- 
ply not  be  enough,  according  to  some  large  investors.  "The 
feeling  is  that  these  goiys  are  not  in  a  huny,"  says  Timothy 
M.  Ghiiskey,  manager  of  the  Dreyfus  Fund,  a  big  CiM  share- 
holder. "CM  has  a  lot  of  catching  up  to  do." 

Here's  why:  Compared  with  the  other  big  auto  compa- 
nies, CM  still  lags  in 
almost  every  catego- 
ry. The  biggest  prob- 
lem remains  weak 
profit  margins,  even  though  (!M's  average  profits  per  vehicle 
skyrocketed  in  the  fomth  ciuailei-.  Bmiiham  Secmities  analyst 
David  B.  Healy  estimates  that  CM  made  roughly  $1,300  on 
each  vehicle,  corrected  for  the  post-strike  buildup  and  un- 
usually low  rebates.  Though  well  above  the  roughly  $874 
CM  made  in  1998's  fii'st  quailer,  it's  still  much  less  than  the  es- 
timated $1,872  Ford  pulled  in  or  the  $2,266  Chiysler  made. 
Tlie  new  tinck  and  suv  models,  moreover,  may  not  be  enough 
to  compensate  for  the  less  than  stellai-  peifonnance  of  (Jm's  ex- 
tensive cai'  lineup.  Overall  mid-size  c;ii'  sales  di'opped  15%  last 
year  from  1995,  the  year  before  CM  began  revamping  them. 
And  (iM's  share  of  that  segTnent  slid  from  35%  to  29%,  ac- 


SO  FAR.  THE  NEW 
PACKAGE-GOODS 
BRANDING  BROUGHT 
INBYZARRELLA 
HAS  NOT  PANNED  OUT 


cording  to  Ward's  Aidoinotive  Re- 
port. "What  have  they  put  out,  oth- 
er than  the  Corvette,  that  created 
any  buzz?"  asks  Wesley  R.  Brown, 
an  analyst  at  Nextrend  Inc.,  a  Thou- 
sand Oaks  (Calif.)  auto  consulting 
fuTn.  "There's  no  emoticjn  or  passion 
surrounding  any  of  their  vehicles." 

Many  critics  are  lU'ging  Wagoner 
to  scrap  poorly  perfonning  models. 
GM  has  too  many  models — and  too 

many  facilities  to  produce  them — for  all  of  them  to  thiive.  In- 
deed, the  snazziest  new  models  may  simply  be  cannibalizing  cm, 
rather  than  snatcliing  shai'e  &*om  rivtils.  Sti'ong  selling  cai-s,  like 
the  Chevy  Malibu  or  Buick  Centmy,  stjal  sviles  fi'om  older  mod- 
els. Sales  of  the  bread-and-butter  Chevy  Lumina,  for  instance, 
pliuiged  22%'  last  year,  as  many  Chevy  customers  switched  to 
the  Malibu.  And  some  new  models  have  fizzled,  pulling  in  far 
fewer  sales  than  the  older  models  they  have  replaced.  Sales  of 
the  redesigned  Olds  Cutlass,  at  53,000  last  year,  are  down 
59%'  from  the  1995  sales  of  the  Ciera,  the  car  that  it  replaced. 


DUOS 

Cadillac  Catera 
Chevy  Camaro 
Chevy  Lumina 


Wagoner  has  made  some  moves  in  the  right  dirn 
help  clear  the  way  for  new  models,  he  pulled  the  plii 
on  cm's  tlu'ee  large,  reai-wheel-chive  cai's — the  Chev\ 
Buick  Roadmaster,  and  Cadillac  Fleetwood.  It  wasn'a 
move.  "Tliese  ai-e  agonizing  decisions,"  he  says.  But,  inni 
will  need  to  make  many  more  such  painful  choices  inV 
futm-e  or  risk  tying  up  resom-ces  in  building  poor  pi  i 

that  could  be  I 
ployed  buildii 
and  suvs. 

In  the  n 
cm's  much-b; 
brand-managi 
forts  to  tackle 
lem  of  ovf 
look-alike  moi 
not  yet  pan 
Wagoner  has  1 
ing  heavily  i< 
L.  Zarrella,  h 
years  ago  froi 
&  Lomb  I 
marketing  chi 
troduce  packai' 
style  brand 

ment  for  cars.  CM  is  building  10  midsize  models  I 
tlii'ee  platfonns,  for  example,  with  each  model  tweat 
peal  to  different  consimiere.  Tlie  Centmy,  for  instano 
ditional  bench-seat  Buick  with  a  floaty  ride,  wMe  the 
gal,  based  on  the  same  chassis,  has  zippier  handling  a 
seats.  The  Pontiac  Grand  Prix  has  muscle  and  sport 
while  the  sleeker  Olds  Intrigue  that  rolls  off  the 
sembly  line  aims  dii'ectly  at  import-driving  baby  bo( 

The  problem  facing  Zarrella,  who  succeeded  W; 
head  of  the  nao  in  October,  is  that  consumers  are 
buying  into  the  branding  strategy.  Sales  of  the  rt 
Grand  Prix  were  down  7%-  in  1998  while  Regal,  ^ 
and  Intrigue  sales  haven't  siu"passed  pre-brand-mai 
levels.  Even  stand-out  cai's  that  should  sell  well  don' 
of  the  negative  baggage  of  some  (;m  brands.  The  app 
trigue  offers  an  object  lesson.  "If  that  car  carried  tl 
name,  instead  of  Oldsmobile,  it  would  be  the  hai 
best-seller  in  the  categoiy,"  says  iNC  Baiings  Fiumai 
alyst  Maiyann  Keller.  But  GM  sold  only  a  disapijointi 
Intrigues  last  year.  Says  auto  consultant  John  Wol 
"They're  proving  they  can't  sell  Oldsmobiles,  no  m£ 
wonderful  they  make  them." 

Indeed,  no  amount  of  brand  management  can  ov 
fimdamental  tmth:  Many  of  gm's  brands  still  appeal 
ly  to  older  buyers.  Even  gm's  most  aggressive  att 
Ku'e  well-heeled  baby  boomers  have  backfilled  badly. 
$;35,000  Catei-a,  for  instance,  which  was  supposed  to 
per,  younger  tone  for  (;m's  flagship  division,  needs 
bates  to  move  a  paltiy  25,000  cars  a  year.  And  th( 
age  of  a  Catera  buyer  remains  53. 
"OLD  MAN."  Even  in  those  segments  where  CM  i 
strong  i:)rogi-ess.  Wagoner  needs  to  do  more — and 
spite  recent  big  gains  in  tmck  and  suv  production, 
hides  still  accounted  for  only  47%  of  gm's  sales  in  1 
pared  with  71%  at  Chiysler  and  61%  at  Ford.  '"1 
trend  went  much  faster  than  our  people  ever  e. 
concedes  Wagoner  Playing  catch-up  won't  be  easy, 
cannakers  have  solid  hits  with  models  such  as  Toyo 
Honda  Motor  Co.'s  CR-v,  and  Subain's  Forester.  A 
crossovers  from  Ford  and  Chrysler  will  amve  n 
(;m's  vei'sions — such  as  the  models  Wagoner  intro 
the  auto  show — are  at  least  two  years  away. 

For  all  gm's  continuing  problems.  Wagoner  pi 
supremely  self-assm-ed — and  some  insiders  find  him  f'" 
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complacent.  Says  one  senior  GM  manager:  "Rick  is  an  old 
yoimg  man  at  gm."  He  rejects  suggestions  that  he  needs  to  do 
more  to  spai'k  sales,  because  he  sees  evidence  that  they  are 
ah-eady  on  the  upswing.  While  he  admits  gm's  lineup  could  use 
more  flair,  Wagonei'  is  confident  the  organization  now  has 
"the  pa.ssi(tn,  intensity,  and  thoughtfulness"  to  deliver  that. 
That  hardly  sounds  like  the  radical  steps  many  in  the 

auto  industry  pre- 
scribe for  GM.  The 
consensus  is  that 
Wagoner  needs  to 
move  quickly  to  kill  more  car  models,  close  or  merge  mar- 
keting divisions,  and  rescue  standouts  like  Saturn  by  giving 
it  more  models  to  sell.  "They've  got  to  bite  the  bullet,"  says 
Wolkonowicz.  "What's  wrong  with  letting  Buick  die?"  Wag- 
oner doesn't  see  it  that  way,  though  he  won't  make  any 
promises  about  keeping  divisions  or  models  that  don't 
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earn  their  way.  "Nobody's  future  is  guaranteed,"  ^ei 
Wagoner  and  his  team  have  declared  that  199  ^ ' 
the  year  that  the  auto  maker  reverses  its  20-year  > 
market  share.  For  that  to  happen,  many  of  the  ni< 
banking  on — including  a  much-anticipated  Saturi: 
sedan  and  a  reinvented  Chevy  Impala — will  have  ii 
Wagoner  remains  confident  that  he  can  pull  it 
kind  of  get  a  gut  feeling  that  you're  on  the  nght  1 1 
says.  If  he  succeeds  over  the  next  couple  of  years, 
will  likely  have  eamed  liimself  the  ceo  job.  If  he  (1< 
<iM  boai'd  will  be  under  increasing  pressui'e  to  look  m 
company  for  its  ne.xt  leader.  Although  Smale  say^ 
move  was  contemplated  when  Wagoner  was  named 
the  stakes  get  liighei-  from  here  on  out.  With  gm's  bigj 
lems — sluinking  market  shar'e  and  underpeiforming 
stOl  looming  lai'ge.  Rick  Wagonei''s  toughest  job  stiU  1 
By  Kathleen  Kerwin,  with  Joann  Midler  / 


DELPHI  PUSHES  A  PEACE  PROGRAM 


When  executives 
from  gm's  Delphi 
Automotive  Sys- 
tems unit  hit  the  road  on 
Jan.  25  to  drum  up 
investors  for  next  month'? 
initial  public  offering, 
they'll  have  help  from 
some  surprising  allies. 
Union  leaders,  including 
some  who  forced  the  shut 
down  of  General  Motors 
Corp.'s  auto  unit  just  two 
years  ago,  are  rallying  to 
the  cause  of  spinning  off 
the  parts  giant.  "I  should 
go  out  and  promote  my 
team,"  says  Harold  W. 
"Nick"  Nichols,  chief 
negotiator  for  14,500  Del- 
phi  workers  represented  by  the 
International  Union  of  Electronic, 
Electrical,  Salaried,  Machine,  &  Fur- 
niture Workers  (lUE). 

That's  a  remarkable  shift,  but 
Nichols  and  other  union  leaders  fig- 
ure that  if  they  can  help  make  Del- 
phi a  winner,  they'll  have  more  lever- 
age at  the  bargaining  table  in  the 
future.  Even  the  more  militant  Unit- 
ed Auto  Workers  (UAW),  with  its 
46,000  Delphi  members,  isn't  hkely  to 
throw  a  wi'ench  into  the  spin-off 
plans.  Although  top  leaders  oppose 
the  spin-off,  some  plant-level  union 
leaders  realize  that  cooperation  may 
be  the  only  way  to  save  then-  jobs. 
Says  Gary  Hill,  president  of  Local 
696  at  gm's  Dayton  brake  factory, 
long  a  trouble  spot  foi'  gm  labor  rela- 
tions: "There's  too  much  riding  on 
the  line  for  'He  said,  she  said.' " 

Now,  Chief  Executive  J.  T.  Batten- 
berg  HI  is  keeping  his  fingers  crossed 
that  labor  peace  lasts.  "We  are  tiying 


BRAKES:  Any  unrest  could  sabotage  the  upcoming  IPO 


to  build  a  futui'e  together,"  he  says. 
Small  wonder.  With  some  on  Wall 
Street  feaiful  that  a  renewed  strike 
thi'eat  could  scare  away  investor's,  bad 
news  on  the  labor  front  could  depi'ess 
Delplii's  stock.  In  the  first  phase  of 
the  spin-off,  GM  hopes  to  raise  more 
than  $1.5  billion  by  selling  17.7%  of 
Delplu  foi-  15  to  18  a  share.  The  rest 
will  be  divested  by  late  1999. 
MORE  DISCLOSURE.  To  ensui'e  he  has 
plenty  of  maneuvering  room.  Batten- 
berg  wants  to  negotiate  a  national  la- 
bor agi'eement  sepai'ate  from  the  one 
GM  will  negotiate  with  its  unions  later 
this  summer.  Delphi's  unions  will  like- 
ly fight  that  plan,  but  Battenberg 
hopes  to  win  them  over  by  disclosing 
more  financial  infomiation  to  them 
than  GM  typically  would.  What  they'll 
see  isn't  pretty:  Delphi  reported  earn- 
ings before  restnictuiing  charges  of 
just  $370  million  last  yeai',  on  sales 
down  9%,  to  $28.5  billion. 

Battenberg  figures  that  as  they 


pore  over  the  numbib 
gether,  labor  leader 
help  him  push  tlrro 
cost-cutting  progi'ai 
more  flexible  work 
Ultimately,  though, 
will  also  need  wage 
that  the  union  now 
es.  If  all  goes  accor( 
plan,  Battenberg  wi 
able  to  boost  efficie 
and  make  Delphi  m 
competitive  with  nc 
suppliers. 

Merely  getting  o 
from  under  the  GM 
tm-e  should  go  a  lor 
way.  For  starter's,  I 
vdll  be  better  posit: 
to  win  business  fror 
auto  makers.  Delphi  now  gets 
65%  of  revenues  fi-om  gm's  No) 
American  unit  and  another  16^ 
GM  abr-oad.  Battenberg  wants  t 
North  America  down  to  50% 

Still,  Delphi  has  a  rough  roa 
ahead.  It  will  be  hard  pressed 
compete  against  nonunion  shop 
whose  workers  ear-n  about  one 
the  pay  and  benefits  of  Delphi' 
unionized  employees.  With  a  Gl 
ply  contract  that  guarantees  D 
the  right  to  match  the  lowest  1 
any  GM  contract  until  2002,  De 
will  have  a  couple  of  years  bef 
truly  has  to  fly  on  its  own.  Bui 
that,  (iM  will  be  ft-ee  to  take  iti 
ness  elsewhere.  "Delphi  has  be 
the  GM  cocoon  so  long,  the  risk 
that  they'll  find  the  real  world 
cold  out  ther*e,"  says  Bumham 
rities  analyst  David  B.  Healy. 
enough,  but  it  hasn't  been  too 
within  GM  lately,  either. 

By  Joann  Midler  in 
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By  Karen  Pennar 


MAKE  CHARTER  SCHOOLS  ACCOUNTABLE,  TOO 
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ery  day,  it  seems,  brings  re- 
ewed  calls  for  reforming  public 
ducation,  often  with  a  new 
President  Clinton,  in  his  State 
!  Union  address,  pressed  schools 
more  accountable  and  proposed 
g  the  limited  federal  funds  that 
:  schools  receive  to  student  per- 
nce.  Fourth  gi-aders  in  New 
State  just  took  a  tough  new 
ig  test,  part  of  a  statewide  ef- 
)  set  a  new  baseline  for  acade- 
.andards. 

iv,  the  charter-school  move- 
designed  to  enhance  parental 
among  public  schools,  has  re- 
i  a  big  boost  with  the  Decem- 
issage  of  charter-school  legisla- 
i  New  York  State.  New  York, 
of  strong  teacher  unions  and 
iched  school  bureaucracies,  will 
ey  test  of  the  char- 
periment.  Fu-st 
1  seven  years  ago  in 
sota,  these  public 

which  receive 
harters,  have  mush- 
i.  Today,  about  1,100 
r  schools  operate  in 
es  and  the  District 
imbia,  with  total  en- 
nt  of  about  250,000.  Usually 
ainchildren  of  parents  and  local 
3S  leaders,  charters  operate 
many  regulations  and  bureau- 
lurdies;  teachers  may  be 
onized,  for  instance,  while  the 
day  and  year  m.ay  be  longer 
.ates  specify.  With  charters, 
3  choose  among  publicly  fi- 
alternatives — unlike  voucher 
ms,  which  permit  families  to 
i  private  school. 
AIMS.  The  charter  concept  is  a 
le,  and  eai-ly  returns  show 

A  report  from  the  Center  for 
Change  at  the  University  of 
ota  sui-veyed  a  number  of 
in  different  states  and  found 
Is  experienced  academic  gains 
)  2  years  in  various  subjects, 
dns  alone  are  important,  notes 
'  E.  Finn  Ji-.,  a  senior  fellow  at 
ihattan  Institute,  since  they 


charter-school  movement — that  it  can 
be  a  model  and  a  spur  for  changing 
the  nation's  87,000  public  schools  and 
the  47  million  kids  they  serve — may 
be  harder  to  fulfill.  For  starters,  the 
numbers  are  still  small.  New  York's 
legislation  authoiizes  100  charters  to 
open,  and  most  are  likely  to  have 
only  a  couple  of  hundred  students. 
That's  vs.  2.9  million  kids  in  public 
schools  statewide. 

Still,  advocates 
say  that  charter 
schools,  and  even 
the  threat  of 
them,  are  already 
getting  school  ad- 
ministrators' at- 
tention. Some  dis- 
tricts are  polling 
parents  about 


tion.  There  are  urban  schools  and 
rural  schools,  schools  in  poorer  dis- 
tricts and  in  richer  ones. 

In  other  words,  in  the  more  than 
1,000  charter  schools  ai'ound  the 
country,  1,000  different  flowers  ai"e 
blooming.  This  certainly  gives  par- 
ents more  choice.  But  the  very  vari- 
ety that  marks  the  appeal  of  chailer 
schools  means  it's  difficult  to  evalu- 


Hf'l    iat  charter  schools  "sei-ve  thou- 
f  kids  who  have  not  been  weU 
before." 

'-he  even  bigger  claim  of  the 


their  top  concerns,  says 
Jeanne  Allen,  president  of 
the  Center  for  Education 
Reform  in  Washington, 
D.  C;  a  few  schools  even 
advertise  to  keep  students. 
But  it's  likely  to  be  years 
before  charter  schools  are 
pervasive  enough  to  have  a 
substantive  impact  on  the 
educational  system. 

Scale  is  not  the  only  issue.  Consis- 
tency is  also  a  question — thei'e's  sim- 
ply no  such  thing  as  a  "typical"  chai- 
ter  school.  Some  schools  embrace 
'Taack-to-basics"  education,  complete 
with  uniforms.  There  are  schools  for 
gifted  students  and  schools  focusing 
on  the  arts  or  on  media  hteracy. 
There  are  Montessori-based  schools, 
and  charter  schools  with  grants  from 
companies  such  as  Honeywell  and 
Cox  Communications.  There  are 
"storefront"  schools  and  even  a  char- 
ter school  that,  with  the  help  of 
NASA's  Jet  Propulsion  Laboratoiy,  of- 
fers kids  specialized  science  instruc- 


There  are  1,100 
charter  schools 
in  the  U.S.,  from 
artsy  to  science- 
oriented.  But  the 
Jury  is  still  out  on 
how  well  they 
perform 


schools- 


ate  what  exactly  is  im- 
proving academic  perfor- 
mance— and  hence  hard  to 
apply  any  lessons  leamed. 
Was  it  the  school's  comput- 
ers, the  pedagogical  meth- 
ods, the  vision,  or  simply 
the  novelty  that  raised 
test  scores?  With  charters, 
we  may  never  know. 

That  makes  boosting  ac- 
coimtability — as  Clinton  has 
proposed  for  all  public 
vitally  important.  After  all, 
tliis  experiment  is  not  only  shaking  up 
a  hidebound  system,  but  it's  also  mak- 
ing guinea  pigs  out  of  thousands  of 
children.  To  date,  29  charter  schools 
have  been  closed  for  failing  to  meet 
minimum  state  standards.  As  charters 
gain  in  popularity,  those  that  ought 
rightly  to  be  closed  or  upgraded 
should  not  end  up  being  protected  by 
new  political  constituencies.  Othei-wise, 
the  charter-school  idea  will  simply  be- 
come one  more  education  refoiTn  that 
promised  more  than  it  could  deliver 

Pennar  is  a  senior  writer  who  fol- 
lows education  policy. 
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NOW,  WHAT  DID  I  FORGE  i 

Before  you  sign  that  return,  here  are  10  things  your  accountant  needs  to 


I 

r 


It's  Apr.  14,  and  you've 
just  left  your  accountant's 
office.  You're  feeling  light- 
ened of  your  tax  load, 
ebullient  almost.  Your  accoun- 
tant did  a  bang-up  job;  you're 
even  due  a  refund.  Those  irk- 
some auditors  can't  touch  you. 

Or  can  they?  Maybe  you 
forgot  something.  Accoun- 
tants, after  all,  are  neither 
omniscient  nor  psychic.  "Peo- 
ple change,  circumstances 
change,"  says  Richard  Sklar 
of  Weikart  Tax  Associates  in 
New  York.  "Unless  the  client 
tells  us  things  have  changed, 
we  stUl  think  of  this  person  as 
being  a  wage-eanier,  getting  a 
W-2,  and  not  having  much  to 
deduct.  The  fact  that  the 
client  just  got  a  $75,000  book 
advance  but  has  never  writ- 
ten a  book  before — you  don't 
think  of  the  client  in  that 
way."  The  message?  Financial 
pitfalls  await  taxpayers  who 
fail  to  account  for  life  changes 
over  the  past  tax  year.  So, 
based  on  tales  told  by  tax 
professionals,  here  are  some 
things  you  need  to  remember 
come  tax  time: 


1 


An 

Inheritance 


One  accountant  tells  the 
story  of  the  client  whose 
brother  died,  bequeathing  him 
a  generous  U.  S.  savings  bond 
inheritance.  The  client  cashed 
the  bonds  and,  on  his  own  re- 
turn, almost  included  an  in- 
come report  for  $12,000  in  in- 
terest. But  because  the 
brother  died  early  in  the  year 
and  had  a  modest  income,  the 
client  was  advised  to  put  the 
interest  on  his  late  brother's 
return,  instead  of  his  own. 
The  income  thus  was  taxed 
at  a  15%  rate  instead  of  the 
surviving  brother's  31%.  Pay- 


ing close  attention  to  inheri- 
tances is  also  key  at  tax  time 
because  beneficiaries  enjoy 
any  tax  benefits  the  estate 
hasn't  used.  Say  the  estate 
sold  securities  and  took  a  cap- 
ital loss.  The  beneficiaries  can 
claim  the  loss — plus  legal 
fees — as  deductions. 

Changed 
cumstances 

Did  you  switch  jobs  last 
year?  Job-hunting  expenses 
and  costs  of  relocating  more 
than  50  miles  away  may  be 
deductible.  Did  you  marry  or 
separate?  One  financial  expert 
recalled  how  he  learned  be- 
latedly that  a  client  with 
two  kids  had  been 
separated  from  her 
husband    for  six 
months.  Her 
tax  status  im- 
proved dra- 
matically 
when  she  be- 
came a  "head  of 
household." 


a  senior's  pension  income.  The 
client  paid  an  extra  $2,000  in 
state  taxes  because  his  ac- 
countant never  asked  his  age. 
Another  note  about  age:  Clul- 
dren  14  and  over  with  invest- 
ment income  should  file  their 
own  returns  because  their  tax 
rate  is  likely  to  be  far  lower 
than  their  parents'. 


-^.q  Senior 
^'  0  Status 


At  59k;  you  can  wit 
draw  individual  retii'c 
ment    account  money 
without  a  penalty.  At  65, 
your  standard  deduction 
increases.  But  some  elderly 
clients  make  then-  tax  prepar- 
er play  guessing  games  about 
their  age.  That's  a  mistake: 
One    youthful-looking  man 
failed  to  mention  he  was  re- 
ceiving Social  Secmity  income. 
The  IRS  noticed,  and  the  man 
paid  a  stiff  penalty.  Another 
taxpayer  wasn't  deducting 
his  pension  under  a  New 
York  State  rule  that 
gives  tax-free  status 
to  the  first  $20,000  of 


"We  have  ha 
who,  when  they  gc 
turn,  said:  'Wh 
munchkin?' "  says 
Lassus,  co-owner 
Wherley  &  Associa 
Providence  (N.J.) 
fu'm.  Believe  it  or 
they're  going  ove 
nancials,  people  ac 
get  events  as  mor 
a  new  baby — and 
dependent.  Keep  in 
that  dependents  a 
ways  children:  Ar( 
denly  supporting 
of-a-brother-in-law 


with  you?  This  is 

•  possible  when  an 
jamed  less  than  the 
jxemption  and  you 
ing  half  his  support, 
scenario:  You  are 
mth  your  siblings 
f  caring  for  an  el- 
it.  One  couple,  both 
lOs,  told  their  ac- 
'We  have  two  new 
;s."  It  turned  out 
eir  parents,  aged 
ad  moved  in.  What 

would  ask  that  of 
-old? 

*  Household 
)Help 

i-e  a  new  parent! 
step:  fessing  up 
new  nanny.  Tax- 
ed to  avoid  the 
'  Zoe  Baird,  a  Clin- 
3  for  attorney  gen- 
lid  not  pay  Social 
X  for 


nannies  and  cleaning  help  on 
your  federal  tax  foi'ms — and 
remember  to  tell  your  ac- 
countant about  such  workers. 
You  must  also  remember  that 
there  are  state  compliance 
mles.  "The  ovemhelming  ma- 
jority of  these  lules  require 
quarterly  compliance,"  says 
Alan  Goldbei'g,  president  of 
New  York-based  NannyTax, 
a  payroll  tax  compliance  ftrm 
that  specializes  in  household 
help.  Among  one's  obligations 
in  most  states:  filing  unem- 
ployment insurance  forms 
each  quarter,  along  vdth  pay- 
ment for  the  tax.  On  the  fed- 
eral side,  there's  the  W-2 
form  an  employer  must  give 
to  household  employees  in 
Januaiy.  And  while  you're  at 
it,  don't  forget  to  send  that 
W-2  to  the  Social  Security 
Administration. 


6 Educational 
Expenses 


Many  people  know  the  tu- 
ition for  a  job-related  coui'se 
is  deductible,  but  for  married 
couples  etuiiing  up  to  $100,000 
a  yeai-  and  individuals  earning 
up  to  $50,000,  it  gets  better 
than  that.  The  new  Lifetime 
Learning  Credit  awards  a 
20%  tuition  reimbursement 
credit  for  any  course — an  ac- 
countant studying  philosophy, 
for  instance.  Then  there's  the 
new  Hope  Scholarsliip  Credit. 
It  gives  back  the  fu-st  $1,000 
of  college  costs,  plus  half  of 
the  next  $1,000. 


7 Volunteer 
Expenses 


Do  you  call  the  numbers  at 
a  church  bingo  game,  as  op- 
posed to  just  playing?  Think 
back:  You  probably  qualify  for 
a  deduction.  Jim  Weikart,  se- 
nior partner  at  Weikart  Asso- 
ciates, once  helped  build  a 
school  in  Guatemala.  His  lodg- 
ing and  aii'fare  were  fully  de- 
ductible. So  is  that  check  you 
just  wi'ote  for  the  chaiity  din- 
ner vou  didn't  attend. 


8 New 
Business 


"Somebody  decides 
she  wants  to  be  a 
novelist,"  says 
Weikart's  Sklar. 
"She  starts  con- 
tacting agents, 
buys  a  com- 
puter, sets  up  a 
home  office,  does 
research,  makes  an 
effort  to  sell  a  draft. 
That  person  can  be 
presumed   to   have  a 
business."  In  fact,  that 
budding  novelist  has  a 
gi'ace  period  in  wliich  she 
can  deduct  business  ex- 
penses without  seeing  any 
income.  The  rule  is  you 
have  to  show  you  are  like- 
ly to  make  a  profit  tli^^'ee 
years  out  of  every  five. 
People  who  work  at  sec- 
ond jobs  at  home — gi'aphic 
aitists,  for  example — should 
remember  this  basic  rule. 


The  Internal  Revenue  Ser- 
vice will  sock  it  to  you  should 
you  forget  to  report  the  capi- 
tal gains  earned  on  the  sale  of 
stock  or  appreciated  col- 
lectibles. Gifts,  in  particular, 
are  fi-equently  overlooked.  "A 
lot  of  people  think,  'Well, 
Aunt  Nellie  gave  this  stock 
to  me;  it's  mine,'"  says  Susan 
Wilde,  income  tax  supei-visor 
for  the  De  Pere  Business 
Center  in  De  Pere,  Wis.  But 
if  you  sell  that  stock  or  if  that 
check  from  Aunt  Nellie  ex- 
ceeds $10,000,  Uncle  Sam  may 
take  a  bite.  Ditto  for  that 
pension  or  401(k)  money  you 
withdrew.  And  municipal 
bonds?  True,  their  interest  is 
usually  free  ft'om  federal  tax- 
es. But  if  your  bond  was  is- 
sued in  Floiida  and  you  now 
live  in  New  Jersey,  you'll  owe 
taxes  to  the  Garden  State. 


Stock 
Options 


Executives  who  exercise  in- 
centive stock  options,  then  ig- 
nore them  on  their  tax  re- 
tiUTis,  do  so  at  theii-  peiil.  "It's 
one  of  those  tilings  where  you 
don't  get  tax  documents  that 
say,  '0.  K.,  you  have  to  do 
something  with  this,' "  notes 
Lassus.  If  you  exercise  an  op- 
tion without  seUing  the  stock, 
and  you  are  subject  to  the  al- 
ternative minimum  tax,  you'll 
owe  tax  on  the  difference 
between  the  exercise  price 
and  market  value.  Don't  ex- 
pect yom*  company  to  pay  the 
tab,  either.  Jocui  Oleck 
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ARMCHAIR  MILLIONAIRE 

www.armchairmillionaire.com/ 
tax/tips.html 

DELOinE  &  TOUCHE 
TAX  PLANNING  GUIDE 

www.dtonline.com/taxguide97/ 
cover.htm 

IRS 

www.irs.ustreas.gov 

THE  TAX  PROPHET 

www.taxprophet.com 
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FILE  YOUR 
-AND  SAVE 


TAXES 
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For  the  past  few 
years,  taxpayers  have 
been  tinkering  with 
electronic  filing.  Last 

tax  season,  about  900,000 
folks  did  their  own  retui'ns 
on  a  personal  computer  and 
sent  them  directly  to  the  In- 
ternal Revenue  Service  elec- 
tronically. But  that  was  less 
than  1%  of  the  100  million- 
plus  individual  returns  the 
feds  received. 

This  tax  year,  the  IRS  has 
begun  a  full-blown  push 
aimed  at  eventually  getting 
nearly  everyone  to  file  pa- 
perless returns.  If  the  sys- 
tem works  as  advertised,  the 
advantages  are  obvious:  no 
botched  arithmetic,  no  scram- 
bling to  find  that  one  miss- 
ing form,  no  wild  ride  to  the 
post  office  at  11:59  on  Apr. 
15,  none  of  those  nasty  IRS 
missives  raising  a  fuss  about 
that  $5,000  deduction  that 
somehow  became  $50,000. 

Choking  on  paper,  the 
agency  desperately  wants 
you  to  file  your  return 
electronically.  Behind  the 
IRS  efficiency  push  is 
Congi'ess,  which  wants 
80%  of  all  returns  filed 
that  way  by  2007. 
FIRST  TEST.  To  that  end,  the 
coming  tax  season  will  be  the 
first  test  of  a  tiTily  paperless 
system.  You  will,  for  the  fii'st 
time,  be  able  to  file  most 
state  and  federal  returns 
completely  electronically, 
have  your  refund  credit- 
ed to  your  bank  account, 
and  pay  what  you  owe 
by  credit  card.  IRS 
officials  estimate 
that  they  will  get 
.30  million  paperless 
retui'ns  this  year — 
about  one-thii'd  of  all 
individual  returns. 
The  39  states  offering 
E-filing  expect  a  boom 
as  well. 


It  sounds  gi'eat.  And  pa- 
perless filing  will  be  easier 
than  ever  for  the  vast  ma- 
jority of  taxpayers — those 
who  can  use  1040  EZ  forms 
or  have  simple  1040s.  But  if 
you  have  a  complex  return, 
roadblocks  remain.  The  IRS 
can't  accept  certain  forms 
electronically,  and  many  tax 
professionals  and  many  of 
their  clients  still  feel  more 
comfortable  filing  the  old- 


fashioned  way.  What's  more, 
you'll  have  to  pay  a  premi- 
um to  put  your  tax  tab  on  a 
credit  card. 

If  you  have  a  simple 
return,  filing  electronical- 
ly is  a  breeze.  Indeed, 
the  IRS  estimates 
that  95%  of  house- 
holds could 
file  that  way  ■^^•^^ 
this  year  if 
they  wanted  - 
to.    It  ex- 
pects nearly 
7  million  tax- 
payers to  file 
by  phone, 
using      its  ~ 
TeleFile  progi'am 
(800  829-5166).  To  use 


You  can  send  most  state 
and  federal  returns 
electronically,  have  a 
refund  credited  to 
your  account,  or 
pay  by  credit  card 


tliis  option,  yovu'  incoi 
be  principally  froni  • 
and  you  must  take  tl 
dard  deduction. 

If  yd 
access  ti 
puter, 
gives  yi 
more  ' 
such  n> 
loading 
and 
forms 
its  W- 
(www.irs.gi 
you'll  still 
fill  them 
hand  and  retu 
to  the  agency  1 
lar  mail.  To  E-f 
need  a  commerci: 
uct — the  IRS  has  i 
to  let  you  downloai 
from  its  Web  site,  ti 
and  E-mail  it  back.  " 
vate  sector  can  do 
efficiently  than  I  ca 
Robert  Barr,  a 
commissione 
electronic 
ministra 
To  ^ 
return : 
IRS, 
will 
buy 
p  r  0 
such 
/  it's  T, 
■  (www.ti 
com)  or  I 
nancial's  A' 
Tax  Cut  wwv> 
com).  If  yom-  reti 
all  comj^licated,  yoi 
deluxe  versions  of 
grams,  which  h; 
added  benefit  of 
federal  E-filin; 
extra  charg( 
ai'e  available 
for  around  $3( 
Tax  can 
downloaded 
Web  site  for 
while  TaxCu 
purchased 
a  shrink-\' 
version.  2nd 
Software's  Tax 
(www.taxact.com) 
download  basic  ^ 
for  fi-ee.  You'U  havt 
out  $9.95  for  the  deli 
sion  that  offers  plaiu>^ 
advice.  TurboTax  andp 


There's  an  Easier  Way  to  Reach  Your  SAP  Data 
and  the  Right  Decisions. 


SAS®  Software  is  the  Real  Breakthrough 


've  invested  millions  in  your  ERP  system. 

(ing  for  a  way  to  turn  all  that  data  into 
■mation — and  true  competitive  advantage? 
re  ready  to  expand  your  business  Seeking 
labia  way  to  evaluate  profits,  monitor  costs, 
manage  budgets?  You're  anxious  to  satisfy 
omer  needs  and  stakeholder  demands, 
ing  for  one  consistent  version  of  the  truth  — 
I  every  corner  of  your  enterprise? 

fii™  software — from  the  world's  leader  in  decision 
'•'".ort — lets  you  get  down  to  business  with 
'AG's  R/3  —  or  any  other  data. 


♦  Achieve  a  rapid  return  on  your  ERP  investment 

♦  Enhance  profitability  through  data  mining 

♦  Unleash  the  business  potential  of  R/3,  other  ERP 
systems,  or  other  data  sources— using  integrated 
SAS  capabilities  for  CRM,  balanced  scorecard, 
quality  improvement,  and  more 

SAS  software  leverages  strategic  partnerships  and 
is  Year  2000  compliant  and  platform  independent. 

Visit  us  at  www.sas.com/erpsolutions  for  more 
information  and  to  request  our  free  guide: 

Maximizing  Return  on  Your  SAP  AG  R/3  Investment. 
Or  give  us  a  call  at  919.677.8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 


SAS  IS  a  registered  IraiJemark  of  SAS  Institute  Inc  Copyright  ©  1998  by  SAS  Institute  Inc 


lsas.com/erpsolutions 


E-mail:  bw@sas.com 


Personal  Business 


wm 


1  3 


The  IRS  estimates  that  its  error  rate  on  paper  retur 
is  a  staggering  20%,  vs.  0.5%  for  electronic  returns 


chai'ge  extra  for-  state  retmiis; 
TaxCut  lets  you  download 
them  for  free  if  you  pui'chase 
its  deluxe  federal  product. 

If  you'd  rather  do  youi'  re- 
turn online,  TurhoTax  offers  a 
Web  product  that  looks  pret- 
ty much  like  the  t'D-ROM  ver- 
sion for  $19.95.  But  if  you 
earn  less  than  .$20,000,  you 
can  prepare  and  file  your  re- 
turn on  the  TurboTax  Web 
site  for  free.  A  smaller  outfit 
that  offers  a  pretty  good 
Web  product  is  SecureTax 
(w'ww.seciu'etax.com ). 
Most  Web  products 
use  the  same  now- 
familiar  interview 
format    as  their 
shrink-wrapped 
cousins. 

GET  PINNED.  In  gen 

eral,  online  services 
are  cheaper,  avoid 
the  occasional  ag- 
gi-avation  of  down- 
loading, and  enable 
you  to  work  on  yoiu' 
return  from  any 
computer.  Software 
has  compensating 
advantages,  though: 
no  nagging  Internet 
backups  and  more 
detailed  advice.  The 
software  approach 
may  also  feel  more 
comfortable  to  tax- 
payers who  fear 
getting  hacked  wliile 
online.  I  would  stick 
with  software  for 
now,  but  the  Inter- 
net products  are 
getting  better. 

As  commercial 
products  improve, 
the  IRS  is  taking 
steps  to  make  life 
easier  for  E-filers. 
In  the  past,  you 
had  to  send  in  a  form  with 
your  written  signature  even 
if  everything  else  was  digi- 
tal. This  season,  the  iRS  has 


mailed  12  million  taxpayers 
who  filed  electronically 
last  year  a  five-char- 
acter ID  number. 
Just  punch  it 
into  your  elec-  . 
tronic  retui'n 
and  off  you  go.    _  " 
Some  prepar- 
ers, including 
about  350  com- 
pany-owTied  of-  \ 
fices    of    HtVK  -  ■] 

Block,  ai'e  paiticipating  in 
a  separate  test  that  wall  j 

Filing  Your  Taxes 
the  E-Way 


GET  THE  PROGRAM 


Buy  a  tax-preparation  CD-ROM  or  use 
the  software  at  a  commercial  Web  site. 
If  you  are  a  1040  EZ  filer,  you  can  find  a 
free  program.  Otherwise,  expect  to  pay 
$10  to  $50  for  a  federal  return,  the  same 
for  a  state  return. 


have 


If  you  filed  electionn  ali\  last  year,  you 
may  have  gotten  a  live-digit  PIN  number 
from  the  IRS.  If  so,  just  type  it  in.  If  not, 
you'll  need  to  mail  a  separate  signature 
form  to  the  IRS. 


PICK  A  PAYMENT/REFUND  OPTION 


You  can  transfer  money  electronically 
to  the  IRS,  pay  by  credit  card  (for  an 
extra  fee),  or  request  a  direct  deposit 

for  anv  refund. 


Yuu  should  receive  an  E-niail  message 
from  the  IRS  and  your  state  within  a  day 
or  so  confirming  receipt  of  your  return. 

DATA  INTERNAL  REVENUE  SERVICE.  BUSINESS  WEEK 

allow  its  customers  to  select 
their  own  PIN  number  for  E- 
filing.  "It's  a  toe  in  the  wa- 
ter," says  Eddie  Feinstein, 


Block's  director 
for  electronic 
commerce. 

For  many 
taxpayers  with 
complicated  re- 
turns, however, 
paper   is  still 
the  only  choice.  If 
you  file  an  amend- 
ed return,  request 
an    extension,  or 
deduct  employee  bu.si- 
ness  expenses,  you  still 
to  use  snail  mail. 
The  IRS  is  also  hm- 
ited  in  the  number 
of  capital-gains 
transactions  it  can 
handle  electronical- 
ly. It  won't  matter 
to  most  folks,  but  if 
you   are   a  heavy 
trader    and  have 
more  than  97  sales 
or  mutual-fund  dis- 
tributions, forget 
about  E-filing. 

Until  now,  most 
E-filers  have  been 
expecting  a  refund. 
That's  because  the 
IRS  will  turn  their 
checks  around  in  a 
week  or  two,  rather 
than  in  a  couple  of 
months  for  paper  fil- 
ers. Now,  in  an 
effort  to  attract 
those  wlio  owe  Un- 
cle Sam,  the  iRS  is 
offering  new  pay- 
ment options,  in- 
cluding credit  cards. 

If  you  use  Turbo- 
Tax    and    hold  a 
Discover  card,  you 
can    authorize  a 
credit-card  payment 
right  on  the  return. 
The  fee:  1.5%  of  the 
balance  due,  plus 
25c.  E-filers  will  also  be  able 
to  pay  with  most  major  cred- 
it cards,  but  it  will  take  an 
extra  phone  call  (800  2-pay- 


TAX).  The  fee  is 
too — an  average  of 
pending  on  the  si 
tiill.  So  why  bothe 
easy  30-day  loan.  Ii 
you'll  get  your  free 
miles  or  whatever 
mium  your  card  of 

If  you  still  want 
check,  the  IRS  wil 
low  you  to  file  nov 
ignate  a  future  ds 
electronic  funds  ti 
your  balance  due 
suit,  you  can  s< 
return  in  Febnaarj 
thorization  to  tra 
fimds  from  youi"  ch 
count  to  the  IRS  oi 
.Just  don't  forget  tc 
cash  in  your  acco 
the  IRS  comes  callii 

Are  there  other 
to  E-file  if  you  o 
Sam?  If  you  are  al 
ing  your  return  o 
puter,  absolutely.  E 
sharply  cut  down 
takes,  both  yours 
iRs's.  Agency  offit 
mate  that  their  e 
on  paper  returns 
gering  20%,  comp; 
0.5%  for  electroni( 
The  IRS  will  also 
an  E-mail  confii-mi 
got  your  return.  I 
in  a  real  jam,  thj 
much  more  helpfi 
certified  mail  recei 
only  proves  the  iRf 
an  envelope. 

The  agency  still 
marketing  job  ahea 
dividuals  and  tax  pn 
But  as  the  tax  code 
more  complex,  E-fil 
small  way  the  IRS 
everybody's  unplea 
easier.       Howard  'f 

For  more  tax  strategf, 
www.businessweeH 
or  AOL:  Keyword  V 
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[253  T I P  Many  investors  in  mutual  funds  with  foreign  assets  and  direct  investors  in  some  foreign  securities  n(0 
have  to  file  Form  1116  to  claim  a  tax  credit.  Most  couples  with  credits  of  $600  or  less  can  take  them  directly  on  tb( 
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www.internerworking. gte.com 

Hewlett-Packard 

www.hp.com 

Hilton  Hotels  &  Resorts 

www.hilton.com 

Hoechst 

www.hoechst.com 
Honda 

www.honda.com 


Hyatt  Hotels  Corporation 

www.hyatt.com 
IBM 

www.ibm.com 
Infiniti 

www.infiniti-usa.com 
Intel 

www.intel.com/ 
Intelliguard 
www.iguard.com 
International  Institute  for 
Management  Development 
www.imd.ch/ 
International  Paper 
www.ipapercom 
Invesco 

www.invesco.com 
Iomega 

www.iomega.com 

JBA  International 

www.jbaintLcom 

J.D.  Edwards  &  Company 

www.jdedwards.com 

Lawson  Software 

www.Lawson.com 

Lexus 

www.iexus.com 
Lincoln 

www.lincoinvehicies.com 
Lotus 

www.iotus.coni 
Lucent  Technologies 
www.lucent.com 
Lufthansa 

www.iutthansa-usa.com 
MCI 

www.mci.com 
MITA 

www.mita.com 
Mercedes-Benz 
www.MBUSA.com 
Mercury 

vww.mercuryvehicies.com 
Merrill  Lynch 
www.ml.com/ 
Microsoft 

www.microsoft.com/ 
Mississippi  Department  of 
Economic  &  Community 

Development 
www.mississippi.org 
Mitsubishi  Electric 
www.mitsubishieiectric.com 
Mitsubishi  Electronics 
America,  Inc./Electronic 

Device  Group 
www.mitsubishichips.com 
MOVADO 
The  Museum  Watch 
www.movado.com 
NTT  Corp. 

http://info.ntt.co.jp/giobai 
National  Business  Aviation 
Association,  Inc. 

www.nbaa.org/why 

National  Computer  Systems 
Pte  Ltd. 

wwwncs.com.sg 

Nationwide  Financial 
Services-The  BEST  of 
AMERICA 

www.bestotamerica.com 


Network  Associates 

www.nai.com 
Netscape 

www.netscape.com 
Nortel 

www.nortel.com 
Northrop  Grumman 
www.northgrum.com 
Northwest  Airlines 
www.nwa.com 
Novartis 

www.novartis.com 
Novell 

www.noveii.com 
Okidata 

www.okidata.com 
Oracle  Corporation 
www.oracle.com 
Pagenet 

www.pagenet.com/2way 
Panasonic  Personal 
Computer  Company 

www.panasonic.com/ 
tough book 

PeopleSoft 

www.peopiesoft.com 
Phillips  Petroleum 
Corporation 

www.phillips66.com 
Praxair 

www.praxaircom 

The  Principal  Financial 

Group 

www.prmcipal.com 

The  Prudential  Insurance 

Company  of  America 

wvvw.prudential.com 

QAD  Inc. 

www.QAD.com 

Quality  Inns  •  Hotels  •  Suites 

www.qualiryinn.com 

Ricoh  Corporation 

www.ricoh.com 

Roberts  Express,  Inc. 

www.roberts.com 

Royal  &  SunAlliance 

www.royaisunaiiiance.com 

SAP  Asia 

www.sap.com/asia 

SAS  Institute 

www.sas.com/ 

Savin 

wwwsales@savin.com 
Charles  Schwab 
www.schwab.com 
Seagate 

www.seagate.com 
Siemens  Corporation 
www.siemens.com 
Siemens  Microelectronics 
www.smi.siemens.com 
Silicon  Graphics,  Inc. 
www.sgi.com/go/visuai 
SkyTel 

www.skytel.com 
Southern  Company 

www.southernco.com 


Sprint 

www.sprint.com 
Star  Alliance 
www.star-aliiance.com 
StorageTek 
www.storagetek.com 
Sun  Microsystems 
www.sun.com 
Sybase 

www.sybase.com 

Symantec 

wwwsymantec.com 

Symbios  Logic 

www.symbios.com/bw.htm 

Tektronix 

www.coloratwork.com 

Teligent,  Inc. 

www.teiigent.com 

TIBCO 

www.tibco.com 

Toshiba  America 

Information  Systems 

www.computers.toshiba.com 

Toshiba  Telecommunication 

Systems  Division 

www.telecom.toshiba.com 

Toyota  in  America 

www.toyota.com/usa 

Toyota  Motor  Corporate 

Services 

www.toyota.com/usa 
Toyota  Motors 
www.toyota.com 
T.  Rowe  Price 
www.tfoweprice.com 
Unisys 

www.unisys.com 
United  Technologies 

www.utc.com 
UBS 

www.ubs.com 
UPS 

www.ups.com 
USPS 

www.usps.com 
USPS  Priority  Mail 

USPS.supplies.gov 
US  Web 

www.usweb.com 

UUNET  Technologies 

www.uu.net 
Visio 

www.visio.com/standard 
Vivendi 

www.vivendi.com 
Vizio 

www.vizio.com 

Williams  Communications 

Group 

vvww.willtales.com 
World  Mastercard 
www.mastercard.com 
Xerox 

www.xerox.com 

Zurich  Financial  Services 

wvvw.zurich.com 


MsinessWeek 


www. Businessweek 


Your 


A  TAB  MEANT  FOR  THE 
FEW  WILL  NAB  MANY 


This  spring,  the  Inter- 
nal Revenue  Service 
will  treat  many  mid- 
dle-class taxpayers 

as  if  they  were  millionaires. 
Half  of  the  2  million  house- 
holds expected  to  inn  afoul 
of  the  alternative  minimum 
tax — designed  to  prevent  the 
wealthy  from  sheltering  in- 
come— earn  $30,000  to 
$100,000.  By  2007,  8.4  million 
taxpayers,  or  1  in  16,  should 
owe  the  AMT,  which  imposes 
a  heavier  burden  than  ordi- 
nary income  tax  by  taxing 
items  nonnally  removed  from 
Uncle  Sam's  reach. 

Why  has  this  check  on  the 
rich  become  a  middle-class 
headache?  Because  while  in- 
comes have  risen  with  infla- 
tion, the  ami's  exemptions  of 
$45,000  for  married  couples 
and  $o3,7.50  for  single  taxpay- 
ers have  been  the  same  since 
1993.  To  figxire  out  whether 
you  owe  the  amt,  calculate 
your  taxable  income  the  reg- 
ular way.  Then  use  Form 
6251  to  add  back  deductions 
that  can't  be  claimed  under 
the  AMT.  There  are  27  in  all, 
but  the  ones  that  trip  up 
most  people  are  hefty  state 
and  local  taxes  and  miscella- 
neous itemized  deductions, 
such  as  legal  fees  and  unre- 
imbursed business  expenses. 
YOUR  SHARE.  Once  you've 
calculated  your  taxable  in- 
come, subtract  $45,000  if  mai"- 
ned  and  $33,750  if  single. 
Then  multiply  the  remainder 
b^  AMT  tax  rates:  26%  up  to 
$175,000,  and  28%  beyond. 
That's  what  you  would  owe 
under  the  amt.  Compare  that 
to  your  regular  tax  bill  and 
pay  whichevei'  is  higher. 

If  you'll  be  hit  with  the 
AMT  this  April,  you  have  11 


months  to  make  sure  it 
doesn't  happen  again.  Ex- 
perts suggest  avoiding  big 
deductions  oi'  less- 
ening their  impact 
by  accelerating  in- 
come. Those  strate- 
gies run  counter  to 
conventional  wis- 
dom, wliich  minimizes 
taxes  by  accelerating 
deductions  and  defer 
ring  income.  Some- 
times, the  solution  is 
as  easy  as  asking 
your  boss  to  pay 
your  January  bonus 
in  December. 

You  can  also  shift 
problematic  deduc- 
tions to  years  when 
you  expect  to  file  a 
regular  1040.  Say 
you  plan  to  sell 
stock  on  retirement 
next  year.  Your  ac- 
countant or  tax  soft- 
ware warns  you  that 
steep  capital  gains  mortgages 
will  inflate  your 
state  and  local  tax 


What  Triggers 
the  AMT... 

•  State  and  local 
tax  bills 

•  Personal 
exemptions 


...And  Hov^ 
to  Avoid  It 

Prepay  or  delay  state 
and  local  tax  bills 


Shift  problematic 
deductions  into 


by  the  amt  are  1> 
for  regular  tax  ye;i 
amt's  28%  rate,  ' 
gifts  and  other 
shelter  oni.\ 
eveiy  dollar  < 
39.6(2  in  til. 
regular  fc 
come  tax  bi 
The  amt  isi 
"You  can  In 
vestment  id 
might  not  [c 
consider,"  i 
Morgan  tax 
Holly  Isdal 
stocks  for  slj 
capital  gaii 
bonds,  real  esta 
ment  trusts,  a| 
high-incorrj 
ments?  Vj 
since  gains  I 
at  28%,  i| 
your  regulj 
tax  rate. 
TIGHT  Si 
don't  "let  tl 
wag  the  iJ 


•¥andard  deduction"   _  _other  tax  years  dog,  say 

  _      .     ,       ^.  Rubin,  { 

•  Exercise  incentive 


•  Miscellaneous 
itemized  deductions 

•  Interest  deduction 
on  second 


•  Deductions  for 


,  ,  ,  .         medical  expenses 

deductions,  pushing   by  exercising 

•  Gains  on  exercised 


Bessemer 

bin  cautiol 

cardinal  nj 

planning— I 

ing  incomej 

from  a 
more  years  , 
 i   rate — can| 

•  Increase  income 


stock  options  over 
two  or  more  years 

•  Spread  capital 
gains  over  two  or 


you  into  the  amt. 
The  answer:  Sell 
over  several  years 
or  sell  and  pay  taxes 
now — provided  your 
preretirement  salaiy 
is  high  enough  to 
shield  you  fi'om  the 
amt.  Other  times,  it  makes 
sense  to  delay  paying  de- 
ductible expenses  such  as  tax 
and  legal  bills.  You  may  incm- 
penalties,  but  if  you  save 
more  by  avoiding  the  AMT, 
it's  worth  it,  says  Bernard 
Kent,  a  tax  partner  at  Price- 
waterhouseCoopers. 

Don't  be  surprised  if  your 
efforts  to  avoid  the  amt  fail. 
About  40%<  of  people  filing 
Form  6251  do  so  again  the 
next  year.  A  growing  num- 


nonqualified  options, 
buying  income- 


incentive  stock 

..0P.*1^."A   producin 

•  Gains  on  certain  investments,  or 

qualified  small  taking  short-term 

business  stock  capital  gains 


ber  are  caught  by  incentive 
stock  options.  This  increas- 
ingly common  executive  perk 
can  be  exercised  tax-free — 
unless  you're  in  the  amt.  Al- 
though you  can  use  taxes 
paid  on  isos  to  offset  future 
regular  tax  bills,  most  deduc- 
tions invalidated  by  the  amt 
cannot  be  reclaimed  in  later 
years.  To  preserve  them,  de- 
lay or  accelerate  payments 
into  non-AMT  years. 

Even  deductions  allowed 


EZ3j  T  i  P  Mercifully,  the  three-tier  capital-gains  rate  is  history.  The  gain  on  any 
assets  sold  in  1998  will  be  taxed  at  20%-as  long  as  they  were  held  for  more  than  a  year 


That's  bed 
exemptil 
phased  oul 
ried  coui3l( 
comes  of  M 
$330,000  al 
gle  taxpaf 
ing  $11 
$247,500. 
ranges, 
dollar  you  eam,  y 
of  the  exemptio 
says.  Thus,  each  e 
increases  taxable 
$1.25,  raising  th 
tax  rate  to  32.5, 
$175,000  and  35% 
Will  Congress 
middle  class? 
stepped  in  to  stoj 
ucation,  and  othf 
from  triggering  t 
1998  returns— a  b 
think  is  here  to 
as  the  amt  traps 
payers,  the  exli^ 
it    creates  ma 
reform.  A)i 


i 


The  all-new  version  of 
America  Online  is  easier,  faster 
and  better  than  ever.  It's  a  snap  to 
install,  comes  with  FREE  24-hour 
customer  service,  and  connects 
you  with  lots  of  stuff  you 
can't  find  anywhere  else. 

TO  EXPERIENCE 
IT  FIRSTHAND,  (ALL 
1-800-4-ONLINE. 


So  easy  to  use, 
no  wonder  It's  #1 

Availabilitv  mav  hp  limitpd  p<;npripll\/  Hnrinr, 


Announcing  The  8th  Annual  Business  Yi 


c/o 


TURBULENI 

RISK  AND  REWARD  IN 


Addressing  Today's  Concerns. 
Positioning  for  Tomorrows  Opportunities. 

Being  a  CFO  today  is  a  daunting  endeavor.  Turmoil  in  the 
international  markets,  demanding  shareholder  expectations, 
and  shifting  priorities  at  home.  Today's  CFO  has  to  be  inno- 
vative, ensuring  continued  corporate  performance  whatever 
the  external  challenges.  And  in  the  current  market,  discern- 
ing value  is  as  important,  and  as  complicated,  as  creating  it. 

What  better  place  to  address  the  potential  risks  and  rewards 
than  at  The  Eighth  Annual  Business  Week  Forum  of  Chief 
Financial  Officers.  In  a  focused,  retreat  setting,  you'll 
gather  to  exchange  ideas  and  experiences  with  your 
fellow  CFOs  from  the  nation's  largest  and  most  presti- 
gious companies. 

These  CFO  perspectives  will  be  complemented  by  other 
critical  voices  that  affect  business  strategy  -  the  CEO, 
board  members,  customers,  and  shareholders.  Together, 
you'll  gain  fresh  insights  as  to  why  turbulence  in  the  global 
economy  is  influencing  business  strategy  in  corporations 
across  America  and  how  you  can  determine  the  right 
course  of  action  for  your  company. 

Reserve  your  place  now  at  The  Eighth  Annual  Business 
Week  Forum  of  Chief  Financial  Officers  and  make  sure  today's 
moves  are  positioning  you  to  win  in  tomorrow's  market. 
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Confirmed  Spea 


James  A.  Parke 

senior  vice-president, 
finance  and  CFO, 
GE  Capital  Sevices 


Thomas  J.  Met 

senior  vice-presi  i 
and  CFO,  Dell  Co, 
Corporation 
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Ann  Winblad 

partner, 

Hummer  Winblad 
Venture  Partners 


Richard  N.  Co, 

Boas  professor  ( 
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former  chairmar 
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Frank  Cotroneo 

senior  vice-president 
and  CFO,  MasterCard 
International 
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Dorothy  Leonard 

author,  Wellsprmgs  of  Knowledge:  Building 
and  Sustaining  the  Sources  of  Innovation; 
William  J.  Abernathy  professor  of  business 
administration,  Harvard  Business  School 


ister  or  for  more  information... 

8-239-6878  •  FAX:  212-512-6281 
ilie_terranova@busines.sweek.coni 
MAND:  888-239-6878,  Document  #70 

Jorship  information,  contact  Mark  Flinn 
12-512-4773 

'Hum's  website  for  additional  speakers  and  program  details 
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is  limited  to  Senior  Financial  Executives  of  leading 
ican  corpomtions. 
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liness  Week  Index 


ICTION  INDEX 

1 

PRODUCTION  INDICATORS 

Mm  last  week:  -0. 1° 
■iim  last  year:  4.3% 


PRODUCTION  INDEX 

Jan.  9=142  4 
  1992=100   


May 
1998 

.  a  4-week  moving  average 


Sept 
1998 


Jan 
1999 


hon  index  fell  in  the  week  ended  Jan.  9.  The  unaveraged  index 
.•jn.  to  141.7,  from  143.2.  After  seasonal  adjustment,  coal 
I'lungcd  16,2%,  with  the  greatest  losses  In  Alaska,  t*/lissouri, 
and  Washington.  Rail-freight  traffic  took  a  12.1%  dive  due  to 
1  conditions.  Steel  and  oil  production  also  fell.  Electric-power 
up  1.5%,  and  lumber  was  up  6%. 

iden  copyright  1999  by  The  McGraw-Hill  Companies 


G  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

CES  (1/15)  S&P  500 

1243.26 

1275.09 

29.3 

EBOND  YIELD.  Aaa  (i  14) 

6.16% 

6.34% 

-6.0 

'PLY,  M2  (1/4)  billions 

$4,433.1  $4,428.8r 

9.0 

AIMS.  UNEMPLOYMENT  (1/8)  thous 

352 

356r 

3.8 

APPLICATIONS.  PURCHASE  (1/15) 

276.4 

254.8 

-2.5 

APPLICATIONS.  REFINANCE  (1/15) 

1,634.4 

1,494.2 

-47.5 

indard  &  Pour's,  Moody's,  Federal  Reserve.  Labor  Dept..  Mortgage 
(Index:  Marcti  16.  1990=100) 

BTRATES 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

ilNDS(l/l9) 

4.55% 

4.78% 

5.52% 

[  il  PAPER  (1/19)  3-month 

4.77 

4.79 

5.42 

TES  OF  DEPOSIT  (I/20)  3-month 

4.88 

4.91 

5.50 

rCAGE  (1/15)  30-year 

6.93 

6.89 

7.05 

1  E  MORTGAGE  (1/15)  one  year 

5.79 

5.73 

5.72 

1 

7.75 

7.75 

8.50 

Jeral  Reserve,   HSH  Associates,   Bloomberg  Financial  Markets 


^TFFI    M  / 1  1^  WhAi  ic    nf  not  tnnc 
OlCbk  ll/iDJ  UlOUs.  UI  llcl  lUlib 

LATEST 
WEEK 

1  865 

WEEK 
AGO 

1 ,843# 

YEARLY 
%  CHG 

-17.0 

115  267 

94,571r# 

-0.3 

TRIIRIf^  ^^/^f^^  unite 

146  619 

1 19,453r# 

20. 1 

ELECTRIC  POWER  (1/16)  millions  of  kilowatt-hrs. 

68,436 

70,366# 

3.8 

CRUDE-OIL  REFINING  (I/I6)  thous  of  bbi  /day 

NA 

15,171# 

NA 

COAL  (1/9)  thous.  of  net  tons 

19,351# 

18,852 

-12.2 

LUMBER  (1/9)  millions  of  ft. 

401. 2# 

263.5 

-10.2 

RAIL  FREIGHT  (1/9)  billions  of  ton-miles 

23. 6# 

21.5 

8.9 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (1/20)  $/troy  oz. 

LATEST 
WEEK 

286.000 

WEEK 
AGO 

285.450 

YEARLY 
%CHG 

-1.7 

STEEL  SCRAP  (1/19)  #1  heavy,  $/ton 

84.00 

84.00 

-42.3 

COPPER  (1/15)  e/ib. 

69.6 

68.2 

-12.3 

ALUMINUM  (1/15)  iz/lb 

60.0 

59.0 

-15.8 

COTTON  (1/15)  strict  low  middling  1-1/16  in.,  e/lb.  57.67 

57.57 

-7.5 

OIL  (1/19)  $/bbl. 

11.89 

12.72 

-27.1 

CRB  FOODSTUFFS  (1/19)  1967=100 

210.02 

207.98 

-7.9 

CRB  RAW  INDUSTRIALS  (1/19)  1967=100 

264,16 

263.91 

-11.6 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (1/20) 

LATEST 
WEEK 

1.5750 

WEEK  YEAR 
AGO  AGO 

1.3200  1.2030 

BRITISH  POUND  (1/20) 

1.65 

1.65 

1.63 

CANADIAN  DOLLAR  (1/20) 

1.52 

1.53 

1.44 

EUROPEAN  EURO  (1/20) 

1.1567 

1.1669 

NA 

JAPANESE  YEN  (1/20) 

113.52 

113.57  127.07 

KOREAN  WON  (1/20) 

1166.5 

1174.0  1723.0 

MEXICAN  PESO  (1/20) 

10.195 

10.600 

8.215 

TRADE-WEIGHTED  DOLLAR  INDEX  (I/20) 

105.6 

105.4 

110,3 

Sources:  Maior  New  York  banks.  Currencies  expressed  in  units  per  U,S.  dollar, 
except  for   British   pound  in  dollars    Trade-weighted  dollar  via  J, P.  Morgan, 


the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
:Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r-revised       NM=Not  meaningful 


WEEK  AHEAD 


<OME  SALES 

n.  25,  10  a.m.EST>  Existing 
ably  sold  at  an  annual  rate  of 
1  in  December,  says  the  median 
jconomists  surveyed  by  Stan- 
's IVIMS,  a  division  of  The 
I  Companies,  Resales  rose  2.7% 
r,  to  a  near-record  4,9  million 

UDGET 

1.  25,  2  p.m.EST*-  The  U.  S. 
I  likely  report  a  surplus  of  only 

in  December,  when  quarterly 
;s  are  made.  The  expected 
ar  smaller  than  the  $13.6  bil- 

of  December,  1997, 


CONSUMER  CONFIDENCE 

Tuesday,  Jan.  26,  10  a.m.EST^  The  Con- 
ference Board's  index  of  consumer  confi- 
dence in  January  was  probably  httle 
changed  from  its  December  reading  of 
126.1.  Although  confidence  has  slipped  a 
little  from  its  expansion  highs  of  the  sum- 
mer, the  level  remains  historically  upbeat. 
In  particular,  households  are  still  confident 
about  job  prospects. 

EMPLOYMENT  COST  INDEX 

Thursday,  Jan.  28,  8:30  a.m.EST>-  Com- 
pensation costs  for  civilian  workers  proba- 
bly rose  0.9%  in  the  fourth  quarter,  says 
the  S&P  MMS  survey,  a  bit  less  than  the  1% 
advance  in  the  third  quarter.  That  means 


the  cost  of  all  wages,  salaries,  and  benefits 
increased  3.5%  for  1998,  up  slightly  from 
a  3.3%  advance  in  1997. 

DURABLE-GOODS  ORDERS 

Thursday,  Jan.  28,  8:30  a.m.EST>-  Orders 
taken  by  durable  goods  manufacturers  like- 
ly increased  a  small  0.4%  in  December, 
following  a  0.8%  rise  in  November. 

GROSS  DOMESTIC  PRODUCT 

Friday,  Jan.  29,  8:30  a.m.EST^  The  medi- 
an S&P  MMS  forecast  expects  that  real  gross 
domestic  product  grew  at  an  annual  rate  of 
4%  m  the  fourth  quarter,  faster  than  the 
3.7%  pace  in  the  third.  Consumer  spending 
and  housing  powered  growth  once  again. 
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Genesis  Securities  had  the 
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Large-cap  Growth  39.8  Natural  Resources  -19.8 
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Editorials 
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SOCIAL  SECURITY:  HERE  WE  GO  AGAIN 


Americans  have  every  right  to  be  concerned  about  So- 
cial Security.  It  is  a  wildly  successful  program  that 
has  virtually  ended  poverty  for  the  elderly.  But 
people  don't  deserve  to  be  scared  silly  by  politicians  talking 
darkly  of  Social  Security's  imminent  bankruptcy.  President 
Chnton's  State  of  the  Union  speech  opened  a  debate  be- 
tween Democrats  and  Republicans  over  "saving"  Social  Se- 
curity. Playing  to  stereotypes,  the  Democrats  would  ex- 
pand govemment  to  do  so,  the  GOP  would  shrink  government 
by  beginning  the  process  of  privatizing  Social  Security  to 
save  it.  This  is  a  phony  conflict  over  a  phony  problem  and  it 
tlireatens  to  thi'ow  the  highly  successful  monetaiy  and  fiscal 
policies  of  the  past  decade  off  course.  The  health  of  Social 
Security  rests  solely  on  the  health  of  the  economy,  and 
policies  that  increase  America's  growth  rate  will  necessari- 
ly bolster  the  public  retirement  system. 

Here  are  the  facts.  Conventional  Washington  wisdom 
holds  that  Social  Security  will  go  bankrupt  in  30  years  as 
the  baby  boomers  retire.  But  this  crisis  is  predicated  on  the 
assumption  made  by  Social  Secui'ity  actuai'ies  that  the  econ- 
omy will  grow  by  an  average  of  1.7%  over  the  next  three 
decades.  It's  a  ridiculously  low  number,  well  below  the  2.2% 
long-term  trend  and  far  below  the  31^%  rate  of  the  past 
tliree  years.  It  assumes  a  productivity  increase  of  merely 
0.7%  into  the  future,  instead  of  the  2%  of  recent  years, 
and  a  sharply  slowing  growth  in  the  labor  force.  Even  ac- 
cepting the  worst-case  scenario,  starting  in  2030,  cash  flow 
from  payroll  taxes  will  pay  for  75%  of  benefits.  Not  the  end 
of  the  world. 

SAVING  THE  SURPLUS 

Economic  gi'owth  will  almost  certainly  beat  the  official  es- 
timates. Simply  by  growing  at  the  long-term  trend  rate  of 
2.2%,  an  additional  $5  trillion  in  1998  dollars  is  generated  in 
cumulative  tax  revenues  over  the  next  three  decades.  Rev- 
enues from  the  Social  Security  tax  are  already  commin- 
gled with  general  revenues,  and  constitute  a  major  part  of 
the  budget  smplus.  Using  futm-e  general  revenues  to  finance 
Social  Security  solves  most  of  the  "crisis." 

Pi'esident  Clinton's  plan  to  use  a  portion  of  future  budget 
surpluses  for  Social  Security  is  therefore  sound.  Federal 
Reserve  Chairman  Alan  Greenspan  said  in  testimony  before 
Congress  that  "the  notion  that  the  President  brought  forth 
last  night  to  effectively  keep  a  veiy  large  part  of  the  unified 
surplus  in  place  in  years  ahead  is  something  I  have  sup- 
ported in  years  past."  By  keeping  much  of  the  surplus,  the 
govemment  can  pay  down  debt,  lower  interest  rates  and,  in 
effect,  increase  the  nation's  net  savings.  The  question  is 
how  much  to  devote  to  Social  Security  alone. 

Clinton  is  dead  wrong  in  putting  policy  in  a  straitjacket 
by  locking  up  62%  of  the  sui-plus  for  Social  Security  and  ty- 
ing most  of  the  rest  to  specific  spending  programs.  Invest- 
ment in  technology,  capacity,  and  worker  training  is  critical 


for  an  information-era  economy.  So  gro^vth  may  - 
served  by  reshaping  the  tax  code  to  provide  gi-eatr 
fives  to  invest. 

As  Greenspan  testified,  the  strong  U.  S.  economy 
now  require  any  significant  tax  cut.  But  Washing 
retain  some  measure  of  fiscal  flexibility.  The  U.  S 
94th  month  of  the  longest  peacetime  expansion  i 
and  a  downtm'n  sometime  in  the  futm-e  is  inevitablf 
taxes  and  easier  monetary  policy  are  the  two  most 
ways  of  quickly  arresting  an  economic  dechne.  Mi 
time  comes,  the  gop  proposal  to  cut  marginal  rat- 
the  board  may  make  a  gi'eat  deal  of  sense. 

By  fostering  growth,  tax  policy  can  also  red: 
economists  call  the  dependency  ratio — the  number 
people  supported  by  each  active  worker.  Recent  y 
shown  that  tight  labor  markets  draw  in  men  an 
who  have  passed  the  normal  retirement  age,  peoj) 
fare,  unskilled  workers,  and  immigi'ants.  With  m( 
population  working  to  pay  to  support  the  elderly,  i 
becomes  that  much  easier  for  the  nation. 

FORGET  THE  STOCK  MARKET 

What  about  the  government  investing  Social 
funds  in  the  stock  market,  as  President  CHnton  s 
Wall  Street  appears  to  like  the  idea,  and  theoi-etic 
is  merit  in  diversifying  any  portfolio.  All  pensi 
private  and  public,  do  so.  But  given  the  partisan 
Washington,  can  any  thinking  person  believe  th: 
would  not  enter  investment  pohcies?  "The  political 
which  we  are  all  aware . . .  makes  it  very  diffici 
try  to  create  some  form  of  direction  in  the  way  tl 
are  invested,"  says  Greenspan.  Finally,  who,  reall 
fortable,  with  the  federal  government  owning  I 
in  major  U.  S.  companies?  Government  investment 
is  one  bad  idea. 

Expanding  the  401(k)  idea  to  everyone  is  mor(?( 
The  Clinton  proposal  is  a  start,  but  not  a  particu : 
one.  Giving  some  people  tax  money  to  start  ai< 
then  matching  it  with  more  tax  money,  is  a  buta 
mess.  The  U.  S.  doesn't  need  yet  another  ira,  e* 
Roth  IRA.  It  does  need  a  single,  unified,  simple  41' 
would  double  the  top  limit  on  contributions, 
$10,000,  to  $20,000.  This  is  what  the  Administi: 
Congress  should  strive  for  in  their  efforts  tt 
savings. 

False  dichotomies  are  dangerous  things,  especih 
choices  are  presented  by  poHtical  parties  motivate  n 
ideology  than  facts.  Policies  that  generate  strce 
nomic  growth  will  pay  for  both  Social  Securit; 
cuts.  Indeed,  for  Social  Security  to  be  made  w 
nomic  gi'owth  must  remain  robust.  Democrats  an^K 
cans  may  be  ftuious  at  each  other  but,  in  the  end, hi 
grams  for  Social  Security  are  really  joined  at  th(  li 


ep  hearing  about  supply  chain  management? 
right  product  in  the  right  place  at  the  right  time." 

It's  no  longer  theory. 
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You  can't  always  see  what  you  need  -  at  least  \\ 
veal  completely  new  dimensions.  And  the  oh 
If  you  want  your  bank  to  look  beyond  the  obvioi 
everything  we  do,  we  try  not  to  be  just  any  ban| 
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The  21st  Century 
was  supposed 
to  belong  to 
Asia.  Now 
the  U.S. 
and  Europe 
are  steadily 
converging 
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THE  NETWORK  AGE 
IS  ABOUT  TO  BECOME  BIGGER 
THAN  THE  INFORMATION  AGE. 
ARE  YOU  READY? 


g 


Information 
technology  and  communi- 
cations technology  have  converged. 
(P  Multimedia  (voice,  data,  video,  voice 
ail,  e-mail,  Internet,  Intranets)  can  all  move 
jgh  the  same  networks.  If  you  can  keep  it  all 
g  quickly  and  reliably,  it  can  make  your  company 
lore  productive,  and  more  profitable.  cP  Which  is 
"ujitsu  comes  in.  cPOur  ATM  switching  systems 
nultimedia  content  at  warp  speed  across  public 
;s  and  enterprise  networks.  Our  Computer 
ny  Integration  systems  put  information  in  your 
whenever  and  wherever  it's  needed.  Our  high- 
30NET  transmission  systems  are  used  by  more 
exchange  networks  than  any  other.  And  no  one 
nore  experience  integrating  all  these  technolo- 
5  into  networking  solutions  that  reduce  costs 
nd  increase  revenues.  cPSo  when  you're 
ready  to  move  into  the  network  age, 
just  remember,  Fujitsu  is  ready 
to  take  you  there. 
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l-WAY  PATROL 

A  BULL  IN 

THE  ONLINE  SHOP? 


THE  CUNVENTIOXAL  WISDOM 
is  that  Men-ill  LtocIi  isn't  in- 
terested in  online  brokering. 
After  all,  Jolin  Steffen: 
the  Menill  \ice-chau-- 
man  who  runs  its 
15.000-broker  net- 
work, has  voiced 
concerns  that  Inter- 
net investing  can  be 
risky  for  average  in 
vestors.  But  Merrill 
must  be  unneived  by  the  suc- 
cess of  rival  Chai'les  Schwab's 
online  ser\ices,  which  pushed 
Schwab's  market  capitaliza- 
tion ahead  of  its  own  last 
yeai'.  Schwab's  mai-ket  cap  is 
now  .S27.4  billion,  vs.  Menill's 
S2o.6  biUion.  So  Men-ill  may 
be  changing  its  \iew. 

The    evidence:  Steffens 


spent  a  week  in  late  Januai-\- 
in  Silicon  Valley.  He  and  a 
team  of  Men-ill  staffers  were 
given  a  gi-and  torn-  by  Veman 
Keenan,  a  San  Francisco- 
based  technology-  consultant. 
Keenan  declined  to  comment 
on  the  totu'.  but  sources  fa- 
milial- with  the  trip  say 
Steffens  met  with 
top  Silicon  Valley 
chief  executives 
and  venture  capi- 
talists. That  has 
given  rise  to  specu- 
lation in  financial  cir- 
cles that  Men-ill  wants 
to  become  a  player  in  the 
booming  Intei-net  financial- 
services  arena.  Says  one 
banker:  "He's  definitely 
moved  his  center  of  gi-avity 
to  recognize  this  is  more  real 
than  he  pre\iously  acknowl- 
edged." Merrill  declined  to 
comment.  Heather  Green 
and  Leah  Xathans  Soiro 


BUSINESS  BATTLEFIELDS 

QUID  PRO 
QUO?  NAH, 
COULDNTBE 


COIXriDEXCE  Of: 
not"?  After  drop- 
ping out  of  the  group  of 
states  supporting  the  feds' 
antitrust  suit  against 
Microsoft  on  Dec.  7,  South 
Carolina  is  dangling  a  pack- 
age of  tax  breaks  to  lure  a 
Microsoft  facility  away  from 
Charlotte.  X.  c' 

South  Carolina  Attorney 
Genei-al  Chai-he  Condon's  sui-- 
prise  withch-awal  fi-om  the  20- 


state  coalition  was  a  public  re- 
lations coup  for  Bill  Gates  & 
Co.  Condon  cited  the  pro- 
posed America  Online-Net- 
scape deal  as  proof  of 
high-tech  competition. 

Competition  is  evi- 
dently afoot  for  new 
business  in  the  Cai-- 
olinas,  too.  Accord- 
ing to  a  Jan.  22  aiti- 
cle  in  The  Business 
i  Journal  of  Charlotte. 
I  Microsoft  has  widened  its 
search  for  a  site  to  house 
the  900  employees  now  at 
its  technical-support  center  in 
Charlotte  to  include  neigh- 
boring York  County,  S.  C. 
Robb  McBurney,  a  Condon 
aide,  says  "we  have  nothing 
to  do"  with  the  recniitment 
of  Microsoft.  Meanwiiile.  the 
company  says  South  Caroli- 
na first  proposed  relocating 
the  Charlotte  center  to  York 
County,  though  Microsoft,  too, 
dismisses  any  connection  be- 
tween the  dropped  lawsuit 
and  its  search  for  new- 
venues.  0.  K.  Son-\'  to  be  so 
suspicious.  Dean  Fonst 


TALK  SHOW  UPeople  still  need  to  hear  vour  messa 
all  are  God's  children;  all  have  fallen  short  of  His  gl 

— President  Clinton  to  Pope  John  Paul  II  in  St.  Louis  | 
REGULATION  NATION 

CABLE  SHOWS  THEM  THE  MONEY 


THE  1998  CONGRESSIONAL 
races  drew  lavish  contribu- 
tions from  cable-T\'  opera- 
tors, which,  at  first  glance, 
seems  odd  for  an  off-year 
election.  But  with  federal 
regulation  of  cable  rates  set 
to  expire  on  Mar.  31,  cable  is 
doling  out  cash  so  politicos 
don't  change  their  minds. 
The  industry  also  wants  Con- 
gi-ess  to  keep  direct-broad- 
cast satellite  companies  fi-om 
carrying  local  stations,  an 
advantage  for  cable. 

Contributions  to  candidates 
and  their  parties  total  §3.7 
million,  though  donations  ai-e 
still  being  counted.  That's 
2d^c   more   than  the 
1994  midterm  cam- 
paign, says  the  Cen-  | 
ter   for   Responsive  I 
Pohtics.  And  the  com- 
bined SI. 5  million  in 
donations  from  cable 


tions  were  double  1 
tributions. 

The  major  paitie: 
ble's  largesse  abou 
The  winner  by  far 
Ernest  Hollings  < 
Carolina,  ranking  1 
on  the  Commerce 
tee,  who  got  .$137. 
cable  interests.  Hi> 
can  countei-pail,  Aii 
ator  John  McC 
369.999.  The  top  } 
cipients  - 


giants  Time  Warner 
and  Tele-Communica-  ^^^j^j^g^^^^J 


RANK  AND  FILE 

THE  DOCTOR  IS  IN- 
A  UNION  MEETING 

THE    A.MERICAN  MEDICAL 

Assn..  its  ranks  thinning, 
badly  w-ants  to  bring  young 
residents  and  interns  into 
the  fold.  So  it  is  considering 
some  strong  medicine  to 
boost  membership.  The  AMA 
plans  to  organize  resident 
physicians  into  unions. 

In  Mai-ch.  the  .ama's  boai-d 
of  du-ectoi-s  is  expected  to 
0.  K.  the  tmion- 
organizing  plan  it 
began  studying  a 
year    ago.  Al- 
though hospital 
administrators 
ai-e  aghast,  the 
AMA    says  it 
could  begin  or- 
ganizing as  soon 
as  June,  with  the 
teaching  hospital 
at  Tulane  Uni- 


versity, where  re.-i 
ah-eady  in  a  loose  a 
an  early  tai-get. 

The  .A^-^LA  also  plai 
new  doctors  cut-r; 
bei-ship  dues.  With  ; 
of  specialty  doctor 
the  AMA  represent- 
of  aU  doccoi-s,  vs.  5i  i 
But  membership 
forced  on  union 
says  Dr.  Andrew 
who  sits  on  the  AM 
Even  the  sta'onc 
nizers  can't  envisi 
coated  mobs 
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A  strong  case* 

Just  in  case. 


)lex  is  not  only  handsome,  it  is  extremely 
ed,  and  the  key  is  its  trademark  Oyster 
sculpted  from  18kt  gold  or  stainless 
The  case,  combined  with  the 
letic  sapphire  crystal  and  patented 
lock  winding  crown,  creates  a  virtually 


impenetrable  miniature  vault  which,  for  this 
Submariner,  is  pressure-proof  to  1,000 
feet.  Its  legendary  durability  has  made 
it  the  standard  of  excellence  among  divers, 
and  is  just  one  reason  why  this  timepiece  grows 
even  more  impressive  the  deeper  you  delve  into  it. 


t 

Perpetual  Submariner  Date  in  18kt  gold  and  stainless  steel  with  matching  Oyster  Fliplock  bracelet.  For  the  name  and  location  T   TTI  ^CT 

(olex  Jeweler  near  you,  please  call  1-800-36ROLF.X.  Rolex,«,  Oyster  Perpetual.  Submariner,  Oyster,  Fliplock  and  Triplock  are  trademarks,   LXlKJ  LjJlt 
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OVER  THERE 

'TREAT  THAT  GOOSE 
WELL.  irS  DINNER' 

AMERICAN  GOURMAXDS  ARE 

happy  that  the  U.  S.  lifted  its 
long-standing  ban  on  import- 
ed fresh  foie  gi'as  last  year, 
citing  safer  and  better  food 
processing  in  Europe.  Now, 
though,  they  have  a  new 
worry.  European  ani- 
mal-rights acti\asts 
want  to  ban 
farmers  from 
housing  geese 
and  ducks  in 
small  cages  and 
force-feeding 
them.  That's 
the  traditional 
method  used  to 
enlarge  the  bird's  liver,  fi'om 
which  foie  gi'as  is  made.  The 
proposed  ban  sticks  in  the 
craw  of  traditionalists. 

For  now,  goose  level's  have 
the  momentum.  A  committee 
of  Eui-opean  Commission  ani- 


mal-welfare experts  has  al- 
ready called  for  a  ban  on  the 
tiny  cages.  Outlawing  force- 
feeding  may  be  next.  David 
Wilkins,  director  of  Euro- 
gi'oup  for  Animal  Welfare,  is 
encouraging  concerned  con- 
sumers to  avoid  foie  gras. 
Economics  favors  the  animal 
lovers,  too.  A  flood  of  East- 
ern European  foie  gras  is 
leading  some  EU 
fanners  to  cut 
force-feeding 
of  the  birds 
ft"om  15  days 
to  12.  Al- 
though the 
cheaper  prod- 
uct is  more 
competitive,  some  ques- 
tion its  taste.  "The  livers  we 
get  these  days  often  are  too 
tough,"  says  Bernard 
Loiseau,  chef  at  La  Cote  d'Or 
in  Burgimdy.  So  diners  may 
still  not  get  the  rich  taste 
they  crave.  Now  that  would 
leave  a  bad  taste  in  their 
mouths.     William  Echikson 


CORPORATE  CULTURE 


I  AM  A  CONSULTANT  FROM  A  CHAIN  GANG 
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WHEN  IT  COMES  TO  HIRING 

employees  with  high  ethical 
standai'ds,  companies  shouldn't 
reject  ex-cons  out  of  hand. 
They  may  even  be 
a  better  bet  than 
MBAs.  After  cjuiz- 
zing  about  300  piis- 
oners  at  tliree  im- 
named  minimum- 
security  prisons, 
two  professoi-s  give 
felons  an  edge  in 
virtue,  compared 
with  MBAS  asked 
identical  questions 
a  decade  ago.  The 
test,  they  say,  re- 
mains relevant. 

The  discrepan- 
cies on  some  issues 
were  striking,  say  Shaheen 
Boma  of  Ball  State  Univei-sity 
and  James  Steams  of  the  Mi- 
ami University  of  Ohio.  About 
73%  of  MBAS  would  hire  away 
an  employee  for  knowledge  of 
a  rival's  trade  secrets,  a  prac- 


f 
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CON:  VI rtMOii-s 


tice  that  could  get  the  em- 
ployer and  new  hire  sued. 
Only  60"*  of  convicts  felt  that 
w^ay.  The  ex-cons,  whose 
Climes  were  imdis- 
closed,  showed 
higher  loyalty  and 
obedience  in  some 
ethically  charged 
situations.  And 
while  the  MBAs 
placed  sharehold- 
ers' interests  fii-st, 
the  convicts,  as  a 
matter  of  ethics, 
l)Ut  customei-s  fii-st. 

Boma  hopes  his 
findings  will  affect 
hiring  decisions. 
"Business  man- 
agers  claim  that 
ex-cons  have  a  different  value 
system,  and  if  you  hire  them 
it's  going  to  be  a  risk,"  says 
Borna.  Not  true,  he  adds. 
Maybe  even  a  few'  ex-cons  in 
the  executive  suite  wouldn't 
be  so  bad.  Lorraine  Woelleri 


INK  BY  THE  BARREL 

BLACK  CULTURE 
IN  BLACK  AND  WHITE 

it's  TYPICAL  THESE  DAYS  FOR 

established  reference  works 
to  come  out  on  cd-rom.  But 
here's  a  twist.  Microsoft's  new 
encyclopedia  of  black  cultm'e 
and  history,  En- 
carta  Africana, 
pubhshed  on  disk, 
will  have  its  next 
incarnation  tliis  fall 
when  Perseus 
Books  Group  of- 
fers a  single-vol- 
ume print  version. 

The  project  was 
spearheaded  by 
Hai-vai'd  professors 
Henry  Louis  Gates  and  An- 
thonv  Appiah  and  first  envi- 
sioned by  W.  E.B.  DuBois, 
another  Harvard  scholar,  in 
1908.  The  idea  never  came 
to  fruition,  but  Gates  and 
Appiah  started  ti-ying  again 


in  the  early  1970s, 
Encyclopedia  Br 
then  with  Randon 
Ultimately,  Encaria 
was  imdei^wiitten  b.^ ! 
including  Micro; 
Perseus,  wiiich  in 
up  $1  million  apiecet 
Why  do  a  paper  tt 
with  a  projected  pri 
$20  mo 
the  $69.^' 
"We've 
that  ther^ 
definitely 
oriented] 
says  Ja^ 
Keown, 
Perseus, 
that  the 


AFRICANA:  On  CD 


permaneip 
bound  vol 
to  its  appeal  for  ^ 
tomers,  even  those 
a  PC.  For  the  pub 
Encarta  Africana. 
sales  may  be  a  ii 
putting  the  electru 
before  the  printed  u 


THE  BIG  PICTURE 


THE  WORD  FROM  THE  SPONSORS  Growth  o 
orate  sponsorship  of  special  events  and  program 
slowing,  to  an  expected  12%  this  year  from  L5%  1 
The  reason:  fewer  biocl<buster  events,  such  ^^^^ 
as  the  World  Cup.  medical,  educational  and  spons. 

OTHER  SOCIAL  CAUSES  $630  1  NORTI I 


FOOTNOTES  Revenue  of  top  25  U.  S.  recraitment  firms  in  1988:  $325  milNOIl;  in  1998:  $1  bilNon 


DATA:  HUNT  S 
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GHES 


A  FAMILIAR  NAME  WITH  A  BRAND  NEW  FOCUS. 


We're  focused  on  what  we  do  best.  For  over 


35  years  we've  been  pioneers  in  the  field  of  satellite 


communications.  We've  led  the  way  in  satellite  systems. 


Developed  state-of-the-art  satellite  and  wireless 


services.  And  revolutionized  digital  satellite  television 


with  DIRECTV.  It's  no  wonder  we're  called  the  world 


leader.  If  anyone  can  make  it  happen,  we  can. 


t 
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OU'lE  PSYCHED  ABOUT  THE  FUTUIE 


YOU'EE  FULL  OF  NEW  IDEAS. 


-U'lE  LOOMNiG  TO  STAET  A  BUSINESS 


one  on  i£e  ri^£i. 


y  SQ.t^  retirement  means  the  end  of  your  working  years. 

plan  well  —  so  you  can  redefine  retirement  any  time  and  any  way  you  want.  For  many, 
\  be  a  bridge  to  a  second  career.  A  new  business.  Or  a  true  labor  of  love.  At  PaineWebber,  we 
that  different  ways  of  thinking  about  retirement  also  mean  different  ways  of  helping  you 
for  it.  A  PaineWebber  Investment  Executive  can  help  you  find  your  own  path  through  the 
tude  of  investment  choices  that  are  out  there  today.  With  advice  tailored  to  your  individual 
and  needs,  as  well  as  your  own  personal  timeline.  When  you  know  that  retirement  could  lead 
3  the  best  job  description  of  all  —  doing  what  you've  always  wanted  to  do  — 


sa 
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Thank  you  EaineWfebber' 


tionship  with  a  PaineWebber  Investment  Executive,  call  l-888-PW]-2001,  Ext.  30,  or  visit  our  web  site  at  www.painewebber.com 
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Readers  Report 


THANKS  TO  ELIZABETH  DOLE. 
THE  RED  CROSS  IS  IN  THE  PINK 

I  would  like  to  set  the  record  straight 
about  "Red  Cross  wonder  woman?" 
(Government,  Jan.  25).  The  Red  Cross 
has  never  been  healthier,  and  1998  was 
the  best  fiscal  year  in  the  organization's 
history,  with  $194  million  net  of  ex- 
penses to  roll  into  fiscal  1999. 

Since  1991,  when  Elizabeth  Dole  be- 
came president,  the  Red  Cross  has 
raised  $3.4  billion.  Public  support  to  the 
Red  Cross,  sepai'ate  fi'om  $650  million  of 
disaster  relief  and  decreased  United 
Way  funding,  has  grown  174% — from 
$113  milhon  in  1990  to  $310  milhon  in 
1998 — which  is  far  more  than  the  10% 
increase  in  public  support  you  reported. 

The  modernization  of  Red  Cross 
Blood  Sei-vices  was  initiated  by  Dole  in 
1991,  two  years  prior  to  the  Food  & 
Drug  Administration  consent  decree, 
which  ratified  her  "transformation"  ini- 
tiative, placing  timelines  on  the  Red 
Cross  and  milestones  against  which  to 
measure  progress.  Health  &  Human 
Services  Secretary  Donna  Shalala  and 
former  FDA  Commissioner  David 
Kessler  hailed  the  transformation  as  a 
success. 

It  is  inaccurate  to  conclude  that 
blood-banking  competition  resulted  fi'om 
efforts  to  recover  modernization  costs. 
Hospitals,  operating  under  cost  controls 
imposed  by  managed  cai^e,  have  spiuTed 
competition,  to  which  Red  Cross  and 
independent  blood  centers  have  re- 
sponded aggressively.  Red  Cross  ex- 
pansion has  resulted  from  hospitals' 
recognition  of  our  state-of-the-art  sys- 
tem and  demand  for  our  products  and 
services. 

Red  Cross  biomedical  operations  are 
financially  stable.  We  have  managed 
our  $1.3  billion  biomedical  expenses, 
nearly  offsetting  revenue  for  the  past 
two  years  while  continuing  to  invest 
in  new  technologies  to  keep  blood  safe. 
Red  Cross  absorbed  significant  busi- 
ness risk  to  bring  to  market  plasma 
treated  by  V.  I.  Technologies  [in 
Melville,  N.'y.].  To  date.  Red  Cross  has 
realized  no  financial  advantage  by  of- 
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fering  it  to  the  public  but  rerji. 
icated  to  bringing  safer  pi-Ii 
market  as  soon  as  feasible. 

As  with  any  $2.2  billion  c( 
the  Red  Cross  utilizes  consu 
seeks  board  members  who 
needed  expertise  to  the  ori' 
Contraiy  to  your  kpmg  refe 
fees  paid  to  auditors,  lawyers, 
professionals  amount  to  5%  o 
compensation,  not  the  50% 
Your  allegation  that  consul 
Will  was  added  to  Dole's  pei' 
is  false.  While  many  djmamic 
joined  oui'  Board  of  Govem< 
Dole's  teniu'e,  the  president  ( 
Cross  cannot  unilaterally  ap]) 
bers.  Only  the  Red  Cross  Eo; 
includes  eight  appointees  of 
dent,  can  elect  the  other  42  i 

Elizabeth  Dole's  tenure  bi'u 
transformation  of  blood  sen.  i 
best  system  in  the  world,  a 
mation  of  disaster  services, 
tering  of  chapters  for  the  fii' 
Red  Cross  histoiy  to  meet  I 
dards  of  excellence,  the  ere; 
highly  successful  fimd-raisinu 
to  replace  an  almost  total  dept 
United  Way,  a  new  and  mor 
field  stnicture,  and  the  initi 
consoHdated  financial  managi 
tem  and  the  use  of  technolog 
ernize  the  organization's  Arm' 
Emergency  Sei-vices.  If  busin 
considers  such  accomplish 
these  to  be  purely  image-bui 
organization  would  welcome 
the  same. 

Mat 

Chief  Ope  rati 
American  1 
W 

Editor's  note:  BUSINESS  week' 
culation  ivas  based  on  con 
from  all  sources,  includin 
Way.  On  consulting  fees. 
WEEK  did  misstate  that  com' 
were  half  the  total  payroll, 
study  puts  fees  at  Jf.5%  of  / 
two  headquarters  office  'unit 
entire  organization.  Mari 
serve  as  a  consultant  to  Elizt^' 
over  a  three-year  period. 
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ers, 


mNS&  CLARIFICATIONS 

er  new  sidekick  for  AT&T"  (In  Busi- 
s  Week,  Jan.  18),  we  mistakenly 
it  the  Federal  Communications 
;ion  approved  the  AT&T  and  Tele- 
ications  Inc.  merger.  It  was  the 
ept.  that  gave  the  go-ahead. 

(,  rude,  awkward — and  brilliant" 
^•ec.  28/Jan.  4))  incorrectly  stated 
I  locke  was  editor-in-chief  of 
jpeaded  Mademoiselle. 

i 


IT 
IfIS 


eth  Dole  faces  serious  chal- 
she  tries  to  gain  the  Republi- 
nation  for  President  in  2000. 
n  to  having  never  imn  for  elec- 
e,  Dole's  two  Cabinet  posts 

exactly  high-profile.  On  the 
id,  Dole  has  high  name  recog- 
d  she  has  shown  she  can  raise 
tunts  of  money  for  her  causes. 

takes  the  more  likely  path  of 
IS  the  Vice-Presidential  candi- 

George  W.  Bush  or  someone 
might  have  a  shot  for  the  top 
ht  years,  when  she  will  be  71 
.  Whether  she  nans  for  Presi- 
ice-President,  Liddy  Dole  will 
ag  a  glass  ceiling  for  Republi- 

!R. 

George  A.  Dean 
Southport,  Conn. 


avis  is  printing  in  red  ink" 
)oration,  Jan.  25)  is  misleading 
financial  health  of  oui'  compa- 
e  set  the  record  sti'aight  on  at 
important  points.  First,  Ziff- 
■  more  than  enough  cash  flow 
ts  debt  obligations.  Although 
revised  our  bank  covenants, 
companies  do,  we  have  never 
iolation  of  those  covenants. 
,  we  believe  it  is  absurd  to 
lat  the  transactions  mentioned 
Siff-Davis  and  Softbank  were 
improper  or  have  been  harm- 
ff-Davis.  These  transactions 
only  fully  disclosed  prior  to 
going  public  but  were  a  nec- 
rt  of  consolidating  Ziff-Davis' 
•engths  across  its  many  media 
We  ai'e  convinced  these  trans- 
s'hich  brought  into  Ziff-Davis 
4-cable  channel  focused  on  the 
md  related  technologies,  zdtv; 
ater  Web  site  ZDNet;  leading 
;  and  our  entu-e  Eiu'opean  op- 
'•were  extremely  favorable  to 
iny.  We  are  proud  of  oui*  lead- 
nns  in  print,  events,  TV,  and 
let  and  are  confident  that  we 


have  the  I'esources  to  continue  to  build 
on  these  platforms  for  the  future. 

Timothy  C.  O'Brien 
Chief  Financial  Officer 
Ziff-Davis 
New  York 

WHY  WOMEN  PROS  ARE  LAGGING: 
TRY  CHAUVINISM  

There  are  a  number  of  reasons  why 
women's  pro  sports  have  not  reached 
the  same  level  of  commercial  accep- 


tance as  their  counterparts  in  men's 
athletics  ("Few  leagTies  of  their  own," 
Sports  Business,  Jan.  18).  First  and 
foremost,  the  majority  of  attendees  at 
sports  events  are  men,  with  women 
usually  accompanying  them  as  an  ac- 
commodation. Second,  women  have  only 
recently  become  involved  substantially 
in  their  own  athletics,  and  thus  there  is 
not  a  captive  audience  of  women  in- 
terested in  a  particular  segment  of 
women's  pro  sports. 

However,  there  is  an  even  more 


"This  looks  like  the  end  of  the  line,  Edna.  Time  for  a  move  to 
a  more  controllable  future  with  those  innovators  at  Williams. " 


Let's  lay  it  on  the  line.  Only  Williams  leads  in  both  energy  and 
communications,  offering  custom  solutions  like  nobody  else  for 
companies  like  yours.  Backed  by  a  90-year-old.  $18-billion  name 
that  stands  for  reliability  and  innovation.  And  that's  the  bottom  line. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  NYSE:  WMB 
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November  3,  1998,  3:06  a.m. 

A  Dell  customer  checks  the' status  of  her  order  at  the  company's  Web  site, 
and  finds  her  answer  immediately.  Dell  gets  one  happy  customer. 


Incidentally,  400,000  Dell  customers 
check  their  orders  at  the  company's  Web  site  each  month 
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©  1998  Microsoft  Cofpotalion  All  fights  reserved  Microsoft,  BackOffice,  Windows  NT,  and  Where  do  , 
Other  product  and  company  names  mentioned  herein  may  be  the  trademarks  of  their  respective  owners 


trademarks  of  Microsoft  Corporation  in  the  United  Stai- 


')re  examples 
ice  solutions 

in  action: 

■;.coni 

iiiit'is  oiiiiiit'  blioppers 
split-second  searclies 
!  inventory  status 
iiiiliions  of  books. 

'  "icr.com 
iiersonai 
wisli  lists,  a  reminder 
service  for  important 
elates,  and  more 
ijroducts  than  then 
vt^est  print  catalog. 

ill  is  a 
way  for  Starbucks 
to  experience 
coffee,  company, 
cdid  culture  of  Starbucks, 


uilt  its  commerce  solution  on  a  Microsoft'^'  platform  of  Windows  NT"  Server  and  the 
)ffice®  family,  because  the  products  scaled  easily  to  meet  its  growing  capacity  needs 
s  $2  billion  in  annual  online  sales.  You,  too,  can  quickly  build  a  commerce  solution 
s  scalable,  flexible  platform  starting  with  many  of  the  systems  you  already  have,  along 
n  Industry  of  partners,  to  address  your  specific  needs.  To  find  the 
)artner  who  can  best  help  you,  or  to  get  the  free  Digital  Nervous 
m:  Commerce  Solutions  CD,  visit  www.microsoft.com/dns  Where  do  you  want  to  go  today? 


Microsoft 


Students  start  business. 
Business  makes  profit. 
Students  use  profits  to  teach  children 
about  the  free  market  system. 

Its  enough  to  give  a  capitalist  goose  bumps. 


The  stxidents  were  from  Pittsburg  State 
University,  Pittsburg,  Kansas.  They  didn't 
start  one  business,  but  successfully  ran 
six  businesses.  And  the  profits  they  made 
funded  53  educational  programs  they 
developed  and  actively  taught  throughout 
their  community. 

The  students  were  SIFE  team 
members.  SIFE  (Students  hi  Free 
Enterprise)  sponsors  student  teams  on 
more  than  500  college  campuses.  SIFE 
provides  students  with  what  they  can't 
get  in  a  classroom  —  real  life  experience, 
woiJdng,  living  and  breathing  as  entrepreneurs. 

Judith  Borck,  President  and  CEO 
of  Country  Home  Bakers,  says:  "SIFE  has 
renewed  my  faith  in  young  people.  They 
accomplish  so  much  in  a  short  time  and, 
more  importantly,  they  make  a  real 
difference  in  their  communities." 

Len  Roberts,  President  of  Tandy 


Corporation/RadioShack,  says:  "SIFE 
creates  good  salesmanship  and  teaches 
the  students  how  to  lead  —  something 
that  is  not  taught  anywhere." 

Bob  Martin,  President  and 
CEO  of  Wal-Mart  International  says: 
"SIFE  provides  one  of  the  cornerstones 
for  the  fiiture  of  free  enterprise.  When 
I  look  at  these  students,  I  see  their 
excitement,  entrepreneurial  spirit  in 
action  —  and  it's  inspiring." 

Through  SIFE,  college  students 
learn  to  lead  by  helping  others  succeed. 
But  for  SIFE  to  grow,  your  time  and 
expertise  as  business  leaders  are  needed. 
We  urge  you  to  call  the  number  below  and 
get  involved  as  a  SIFE  competition  judge, 
donor  or  guest  speaker. 
The  experience  is 
guaranteed  to  give 
you  goose  bumps. 


SIFE 


STUDENTS  IN  FREE  ENTERPRISE® 


"Helping  people  achieve  their  dreams  through  free  enterprise  education."  Call  I-800-677-SIFE. 

Acliw  Sponsors:  Hlaik &Deckci\  GNB,  CE,  PtsrC,  KnnoUs  Mehils,  Dirt  Dnnl  Chrysler  FiiiiJ,  The  McGraw-Hill  Coy,       4111)  more  of  America's  leading  compari 


ders  Report 


iir  reason  from  a  chauvinistic 
it — namely    that    the  only 

sports  that  cui-rently  attract 
'iihers  of  male  s])ectators  are 

that  demonstrate  the  femi- 
women,  such  as  figure  skating 

'iicing.  It's  a  sad  commentary 
ilture. 

Nelson  Marans 
Silver  Spring,  Md. 


FINDING  US  ONLINE 

>xt  o(  Business  Week,  the  Business  Week 
ling,  and  seven  years  of  BW  archives  are 
ailable  on  the  World  Wide  Web  at: 
'ww.businessweek.com 

on  America  Online  at  Keyword:  BW. 
up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 


NiaVen 


or  computer  equipment?  Visit  Maven,  our 
)mputer  Buying  Guide,  for  continuously 
ited  ratings  and  price  information. 
Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
.maven.businessweek.com 


JAIL  TIME  FOR  EVERY  CRIME? 
THERE'S  ANOTHER  WAY  

Gary  S.  Becker  makes  some  valid  ob- 
sei^vations  regarding  the  declining  ci^ime 
rate  ("How  the  U.  S.  handcuffed  the 
crime  rate,"  Economic  Viewpoint,  Dec. 
28).  However,  he  seems  unti-oubled 
about  the  nation's  exploding  prison  pop- 
ulation of  1.7  million,  which,  with  the 
possible  exception  of  China,  is  the 
world's  largest. 

While  he  laments  that  so  many  peo- 
ple must  be  jailed  in  order  to  curb 
crime,  Becker  apparently  assumes 
there  is  no  alternative.  America's  crime 
problem  could  be  better  addressed  by 
sentencing  nonviolent  offenders  to  com- 
munity corrections  and  drug  users  to 
treatment  programs  via  drug  courts 
instead  of  stuffing  them  into  over- 
crowded prisons. 

Using  imprisonment  as  a  one-size- 
fits-all  response  to  crime  is  uneconomi- 
cal and  in  many  cases  unjust.  Califor- 
nia's infamous  three-strikes  law,  for 
example,  which  imposes  a  sentence  of 
29  years  to  life,  is  more  often  applied 
to  petty  thieves  than  to  murderers  or 
armed  robbers. 

Becker  should  realize  that  incarcera- 


tion is  a  short-term  solution:  As  long 
as  prisoners  are  released  from  prison — 
and  97%  of  them  eventually  will  be — 
America's  crime  problem  is  being  post- 
poned, not  remedied.  We  are  merely 
passing  the  crime  and  punishment  buck 
to  the  next  generation. 

Alex  Friedmann 
Tiptonville,  Tenn. 
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[2K 


What  you  need  to  know  NOW 
to  survive  the  Y2K  crisis. 

•  Steps  you  can  take  today  to  protect  yourself  and 
your  family. 

o  What  to  e.xpect  after  Janiiai"v  1,  2000. 

'  An  up-to-the-minute  briefing  by  the  expert  who 

explains  Y2K  to  Congress! 
by  Bruce  F.  Webster 

©;,9.99.  Papvr.  3U()pp.  /TfT?! 
0-13-021496-5  $19.99 


NY  limes  bestseller 
-over  200,000  sold! 

Completely  revised  and  updated! 

J  solutions! 

/ers  every  aspect  of  your  life;  work,  food,  health,  i 
•el,  government  semces,  utihties,  and  more.  I 
k  assessments  by  one  of  the  world's  leading 
ware  development  experts. 
I  Yourdon  &  Jennifer  Yourdon 
3,  Paper.  42-ipp.  0-13-020519-2  S19.99 
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m  or  MAIL  to  THE  McGRAW-HILL  BOOKSTORE 

1 221  Ave.  of  the  Americas,  NY.  NY  1 0020 

•  order  by  PHONE  in  NYC  212-512-4100 

•  or  by  PHONE  outside  NYC  800-352-3566 

•  or  F/\X  this  coupon  212-512-4105 

•  or  ONLINE  at  www.bookstore.mcgraw-hill.com 
All  orders  shipped  within  10  days. 

YES!  Please  rush  me... 

 copies  of  TIME  BOMB  2000, 

Revised  &  Updated  $19.99 

 copies  of  Y2K  SURVIVAL  GUIDE, 

Getting  to,  Getting  Through  and  Getting 
Past  the  Year  2000  Problem  $19.99 

□  Check  or  credit  card  only 

□  Visa  □  AMEX  □  MC  □  Discover  Exp.  Date  

Account  #  
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Address 
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Ctiy_ 
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Please  add  applicable  sales  tax.  plus  $3.50  for 
U.S.  postage  and  handling. 
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BW299 
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THE  BUSINESS  WEEK 
BEST-SELLERS 
OF  1998 

Manage,  reward,  and  manipulate  your 
co-workers.  Resolve  disputes.  Realize  your 
ife's  ambition.  In  the  year  just  past, 
readers  gathered  advice  on  how  to  ac- 
complish each  of  these  goals  from  the 
volumes  on  business  week's  list  of  the 
best-selling  business  books  of  1998. 

But  above  all,  last  year,  readers  were 
interested  in  money — making  it,  saving  it, 
and  causing  it  to  be  fruitful  and  multiply. 


THE  MOTLEl 


I  N  V  El 


HOBE  TfU\  O^E  liIUJO\  (OPIEB  mUBt 

"W'  Thei 

)^  K  B 

MILLIONAlREj 

Door! 

HARDCOVER  BUSINESS  BOOKS 


1  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

2  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
and  William  D.  Danko,  PhD  (Longstreet  Press  •  $22)  Ttie 
penny-pinchers  shall  mherit  the  earth. 

3  TITAN  by  Ron  Chernow  (Random  House  •  $30)  John  D. 
Rockefeller  Sr.,  the  devil  and  angel. 

4  THE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Simon  &  Schus- 
ter •  $25)  Why  the  good  times  won't  go  away. 

5  DIE  BROKE  by  Stephen  M.  Pollan  and  Mark  Levine 
(HarperBusiness  •  $25)  Forget  about  the  will — and  the 
conventional  wisdom,  says  a  financial  adviser 

6  THE  ELECTRONIC  DAY  TRADER  by  Marc  Friedfertig  and 
George  West  (McGraw-Hiil  •  $34.95)  Hopping  in  and  out  of 

the  market  electronically. 

7  SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $16) 
A  collection  of  bite-size  lessons  on  marketing. 

8  WINNING  EVERY  DAY  by  Lou  Holtz  (HarperBusiness  •  $25) 
Follow  your  dream,  says  South  Carolina's  new  coach. 

9  THE  JOY  OF  WORK  by  Scott  Adams  (HarperBusiness  •  $22) 
Office  pranks  and  ploys  to  fend  off  the  cubicle  blues. 

10  THE  GORILLA  GAME  by  Geoffrey  A.  Moore,  Paul  Johnson, 
and  Tom  Kippola  (HarperBusiness  •  $26)  Spotting  high-tech 
stocks  that  dominate  their  market  niches. 

11  FINANCIAL  PEACE  by  Dave  Ramsey  (Viking  •  $21.95) 

Getting  out  of  debt — for  good. 

12  WALL  STREET  MONEY  MACHINE  by  Wade  B.  Cook 
(Lighthouse  Publishing  •  $24.95)  A  former  cabdriver's 
formulas  for  striking  it  rich. 

13  BUFFETTOLOGY  by  Mary  Buffett  and  David  Clark  (Scribner  • 
$27.50)  An  ex-daughter-m-law's  take  on  Buffett's 

techniques. 

14  HOW  TO  RETIRE  RICH  by  James  O'Shaughnessy  (Broadway  • 
$25)  Number-crunching  your  way  to  the  golden  years. 

15  YOU  HAVE  MORE  THAN  YOU  THINK  by  David  and  Tom 
Gardner  (Simon  &  Schuster  •  $25)  Help  for  the  investment- 
challenged. 


PAPERBACK  BUSrNESS  BOOKS 


1  THE  SEVEN  HABITS  OK  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  Habitually  popL 

2  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanle. 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  Yo. 
really  need  that  Lexus. 

3  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  pe 

4  THE  1998  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  Tf 
enduring  job-search  bible. 

5  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porra 
(HarperBusiness  •  $14)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

6  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelsor 
man  •  $10.95)  Give  them  a  champagne  brunch,  a 
casual-dress  day — or  plain  old  cash. 

7  THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  Da- 
Tom  Gardner  (Fireside  •  $12)  "So  where  do  I  find  stO( 
and  other  questions,  asked  and  answered. 

8  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTAi 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  A 
Siegel  (Fireside  •  $13.95)  Concise  explanations  enric 
with  graphics. 

9  GETTING  TO  YES  by  Roger  Fisher,  William  Ury.  and  B 
Patton  (Penguin  •  $11.95)  A  Harvard  team's  step-by- 
guide  to  conflict  resolution. 

10  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG 
$19.95)  From  stocks  to  small  business — with  cartoon: 

1 1  YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dominguez  and  ' 
Robin  (Penguin  •  $11.95)  To  achieve  financial  indept 
dence,  restructure  your  life. 

12  SUCCESS  IS  A  CHOICE  by  Rick  Pitino  with  Bill  Reynt 
(Broadway  •  $13)  Coach  says  work  harder,  harder! 

13  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTM 

TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $11.95)  What  is  an  oligopsony  anyway? 

14  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard, 
and  Spencer  Johnson.  M.D.  (Berkley  •  $11.95)  Three 
management  techniques,  conveyed  in  brief  story  form'. 

15  PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (I 
Books  •  $19.95)  Lighthearted  primer. 


BUSINESS  week's  Best-St  'ler  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  eo; 
management,  sales  and  n  irketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  at 
sented.  Current  rankings  ai  -  based  on  a  weighted  analysis  of  unit  sales,  January  through  December,  1998. 

Reviews  and  more  are  available  on  AOL  (keyword:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!) 
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Books 


PLAYING  FOR  KEEPS 

Michael  Jordan  and  the  World  He  Made 

By  David  Halberstam 

Random  House  •  426pp  •  $24.95 


WHY  HIS  AIRNESS 
LEAVES  SUCH  A  VACUUM 


Before  the  Chicago  Bulls  won 
their  sixth  National  Basketball 
Assn.  championship.  Rick  Reilly, 
the  wonderfully  acerbic  columnist  for 
Sports  Illnstntted,  wote  a  piece  on  be- 
ing up  to  his  keister  with  Michael  Jor- 
dan. "Yeah,  he's  gi-eat,  he's  wonderful, 
and  most  American  males  would  gladly 
undergo  a  sex-change  operation  just  to 
have  his  children,"  Reilly  wrote.  "As 
for  me,  I'm  hoping  he  gets  locked 
aboard  the  Mir  space  station  for  a  few 
years." 

Now  that  Jordan  has  made  his  de- 
parture official,  the  babble  about  him 
is  really  eai-splitting.  So  certainly  there 
are  people  besides  Reilly  who  are  as 
sick  of  Michael  as  they  are  of  Monica. 
But  there  remains  a  sizable  chunk  of 


the  global  population  who  can't  get 
enough  of  the  man  who  is  arguably  the 
greatest  basketball  player  to  ever  lace 
up  a  pair  of  sneakers  and  probably  the 
most  famous  person  on  earth.  That's 
good  news  for  David  Halberstam,  whose 
Plaijhig  for  Keeps:  Michael  Jordan  and 
the  World  He  Made  is  hitting  bookstore 
shelves  with  timing  best  described  as 
Jordanescjue.  This  is  just  a  coincidence, 
if  you  believe  Random  House.  Never- 
theless, the  book  has  some  of  the  telltale 
signs  of  a  rash  job.  For  instance,  there 
are  a  slew  of  annoying  repetitions,  and 
there's  no  index. 

Still,  Playi)ig  for  Keeps  may  survive 
as  the  definitive  histoi-y  of  this  extraor- 
dinary athlete's  career.  Even  though 
Jordan  did  not  keep  an  unofficial  agi'ee- 


I 


ment  to  give  Halberstam  a 
amount  of  direct  access,  the  ai 
haustively  chi'onicles  young  Jon 
from  Laney  High  School  in  '\ 
ton,  N.  C,  where  as  a  sophoi 
failed  to  make  the  varsity  t 
Game  Six  of  the  1997-98  nbj! 
where,  with  only  seconds  left, 
famously  sank  the  winning  jun 

In  fact,  the  penultimate  ch; 
Game  Six — and,  as  it  tiuTis  out, 
chapter  for  Jordan — is  a  me; 
Halberstam 's  superb  reporting, 
stam  does  not  merely  describ( 
rocious  contest  between  the  U' 
led  by  Karl  Malone,  and  the  I 
by  Jordan.  He  muses  on  the  u 
promise  of  Shaquille  O'Neal,  w! 
Angeles  Lakers  lost  to  the  Ja: 
conference  finals,  and  other  you 
lant  playere  on  the  fai"  side  of  a 
generational  divide"  within  the 

Some  of  the  younger  playc 
berstam  writes,  "seemed  not  t 
stand  the  difference  between 
rock  star  and  being  a  basketba 
and  believed  they  were  both 
formidably  talented,  touted  as 
tial  heir  to  Michael  Jordan,  bi; 
an  incomplete  player,  had  aniv( 
league  as  a  full-service  congli 
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you 


\()  iiiailn  w  hal  -.i/c  \(iur  w  cirh  I  i^.  \i(  J  Wm  liK  ^niii  ( )ii  Aci  can  lifl|i  \iin  inaiiaui-  il  iiiijiv  iTItTiixcly.  W  lii-llicr  your  iit-i'd^  an-  1<" 
iiafidnal  (ir  itiTnalidiuil.  von  dral  w  illi  one  iiriwork  and  oiif  roin|ian\.  Wi  liandnlT^  lo  olher  cami'is*  So  dii'  senict-  and  piodiici 
roijsi>ti'nl  Iroi  i  inai  ki-l  lo  niarki-l.  I' or  f.\ani|)lr.  \oiir  loral  ^rn  ict-  o|-  liii;li-.|HTd  liiltTni-t  access  works  tlie  sajiic  wav  in  Tnlsa  as  it  i 

•link  Ml  I  \\(,il,l(,.,rTl    nri-  ll;.-  ,-iilMr  ii.-lMnik  ll.,iil  .,n-iii  I..  .1,-1111., nun  111  ni.iii\       ^iliun-  ^^ ,  ,i  Ml  I  W.nlill  ,,Mi  i-  n.i.lf.Inn  \  \s|) \l,)  iiii,l,-i  \U  DM  I  ..i  iii.i.r,'  ml,  .niiiili.m  mi 

M~ii         «.l,  -m-iil  m,  ,%..il,l..,M,,..in  1111,1  «,,.ni,,.iii  O  \<"V.  Ml  I  W  I  )HI  1)1  HM  In,    Ml  iii;lil-  n-.n..! 


llTHOUT  THE  CHARISMA  OF  MICHAEL  JORDAN, 
"  'HE  NBA  WILL  BE  TESTED  AS  NEVER  BEFORE 


sing  and  did;  he  could  act  in 
id  did;  lie  could  sell  products 
nd  perhaps  he  might  also  plav 
1." 

ipter  on  Game  Six  is  also  writ- 
the  eyes  of  people  such  as 
Leroy  Smith,  a 
d1  pal  who  made 
when  Michael 
ean  Smith,  the 
he  University  of 
rolina  at  Chapel 
lelped  mold  Jor- 
erry  Ki-ause,  the 
deputy  to  Bulls 
;rry  Reinsdorf. 
avoir  faire  is  ev- 
s  reported  com- 
"  the  game:  "Jer- 
iorf]  and  I  have 
von  the  champi- 
t  times." 

for  Keeps  is  really  foui-  books, 
Dices  reflect  that.  One  book  is 
rise  of  a  superstai-.  Another  is 
commercialization  of  sports, 
paiticular.  A  thii'd  is  about  all 
B,  many  interesting  in  their 
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own  right — such  as  Coach  Phil  .Jackson, 
Scottie  Pippen,  and  Spike  Lee — who 
were  present  at  the  creation  of  the 
world  Jordan  helped  build.  And  the 
foiuth  is  about  the  Bulls'  championship 
season  in  1997-98. 

But  the  year  that  is 
most  important  to  the  book 
and  to  basketball  is  1984. 
That  year,  Halberstam  tells 
us,  ABC  Inc.  bought  espn 
and  brought  "its  high-pow- 
ered television  skills 
[to] . . .  this  odd  Httle  net- 
work" that  broadcast  NBA 
games.  That  year,  a  lawyer 
named  David  Stern,  who 
grew  up  working  behind 
the  counter  of  his  father's 
deli,  not  far  ft'om  Madison 
Square  Garden,  became 
commissioner  of  the  NBA.  And  that  yeai-, 
Michael  Jordan,  with  the  blessing  of 
Coach  Smith,  left  North  Carolina  after 
his  junior  year  to  play  for  the  Bulls. 

From  then  on,  the  world  of  sports 
and  sports  marketing  would  never  be 
the  same.  And  after  1992,  when  Jordan, 


Larry  Bird,  Magic  Johnson,  Patrick 
Ewing,  Charles  Barkley,  and  the  rest  of 
the  Dream  Team  wowed  the  world  at 
the  Barcelona  Olympics,  it  seemed  as 
though  the  NBA  and  its  stars  could  only 
fly  higher  and  higher.  No  TV  contract 
seemed  too  improbable,  no  salary  too 
lavish,  no  endorsement  deal  too  eye- 
popping. 

Yet,  despite  the  base  of  corporate 
support  that  Stem  has  constracted,  Hal- 
berstam suggests  that  the  league  has 
gi'own  too  big,  too  fast.  "Its  economics 
had  changed  so  dramatically  that  it  was 
top-heavy  and  lacked  a  solid  foundation: 
It  was  a  wondeiful  sport  for  producing 
five  or  six  good  and  sometimes  gi'eat 
teams  at  playoff  time,  but  it  was  built 
on  stilts,  its  underpinnings  shakier  than 
those  of  the  other  two  big-time  sports." 
Now,  with  Jordan  gone,  the  NBA  enter- 
tainment machine  will  be  tested  as  nev- 
er before.  And  reading  Playing  for 
Keeps,  you're  left  wondeiing  how  well  it 
will  fare  without  Michael. 

BY  GIRO  SCOTTI 

Senior  Editor  Scotti  covers  sports 
business. 
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BY  STEPHEN  H.  WiLPSTROIVl  

SEARCH  ENGINES 
WITH  SMARTS 


A  number  of  new 
Web  sites  make  it 
easier  to  find  those 
elusive  facts 

Everyone  knows  that 
just  about  all  human 
knowledge  is  out  there 
on  the  World  Wide  Web.  And 
eveiyone  knows  that,  unless 
you  get  lucky,  finding  just  the 
bit  of  information  you  need 
can  be  an  awesome 
challenge. 

Conventional  search 
sites  are  getting 
worse,  as  theii"  owners 
reposition  them  as 
portals — and  steer 
traffic  to  any  other 
site  willing  to  pay  for 
a  listing.  But  there's  a 
new  breed  of  search 
tool  that  can 
make  pinpoint- 
ing the  informa- 
tion you  want  a 
lot  easier. 
VAST  SEA.  The 
new  tools  (table 
recognize  the  Imiita 
tions  of  a  search  en- 
gine, such  as  Compaq 
Computer's  AltaVista 
(www.altavista.com), 
that  follows  the  one- 
search-fits-all  ap- 
proach. For  example, 
finding  specific  informa- 
tion, such  as  the  teams 
in  the  1935  World  Se- 
ries or  the  definition  of 
a  mathematical  concept, 
calls  for  a  search  strategy'  far 
different  from  the  one  needed 
for  finding  information  on 
Panasonic  products  or  the 
home  i^age  of  a  local  business. 

Ask  Jeeves  is  the  star  at 
pinning  down  specific  bits  of 
data  in  a  sea  of  information. 
It  combines  two  approaches. 


First,  it  checks  your  query 
against  a  large  database  of 
frequently  asked  questions 
and  lets  you  choose  from  a 
list  of  responses  that  it  thinks 
come  closest.  It  also  parses 
youi'  inquiry,  translates  it  into 
search  commands,  and  turns 
the  job  over  to  several  seai-ch 
engines.  Most  of  the  time, 
one  or  the  other  approach 
provides  a  good  answer  For 
example,  the  question,  "Wlio 


was  Samuel  Chase?"  and 
"What  judges  have  been  im- 
peached?" but  found  nothing 
useful.  And  a  request  for 
Sony  Corp.'s  home  page, 
which  I  put  to  each  new- 
breed  engine,  got  a  helpless: 
"Son-y,  I  cannot  answer  youi* 
question  at  this  time." 

Like  many  of  these  search 
tools,  the  Ask  Jeeves  Web 
site  is  designed  lai-gely  to  dis- 
play teclmology  that  the  com- 
pany hopes  to  license.  For 
example.  Dell's  Ask  Dudley 
online  help  system  is  a  spe- 
cialized version  of  Jeeves. 

Google,  like  its  inspiration 
Yahoo!  Inc.,  is  the  brainchild 
of  a  couple  of  Stanford  Uni- 
versity students,  and  it  looks 
and  feels  like  a  work  in 
progress.  Google  is  designed 
to  be  what  Yahoo!  was  in  its 


NEW 

TOOLS  FOR 
HUNTING 


As  the  Web  gets  bigger  and  more 
confusing,  there's  a  growing  need  for 
specialized  search  tools.  Here  are  a  few 
to  help  pinpoint  the  information  you  want 


ASK  JEEVES  Finds  answers  to  natural-language 
questions  such  as  "Who  won 
Super  Bowl  XXV?"  www.ask.com 

DIRECT  HIT  Lists  the  most  popular  sites  highest  in  its  search  results. 
www.directhit.com 


5  GOOGLE  Search  tuned  for  finding  the  home 

pages  of  companies  and  organizations. 
www.google.com 


Google! 


GOTO.COM  Lets  Web  sites  steer  traffic  by  buying  high  ranks  in 
search  listings.  Formula  doesn't  work  well. 
www.goto.com 


NORTHERN  LIGHT  Allows  for  very  sophisticated  searches  without  knowing 
complex  search  commands,  www.northernlight.com 


is  the  attorney  gen- 
eral of  Florida?"  re- 
turned a  link  to  the 
state  AG's  home 
page.  And  "Do  an- 
droids dream?"  gave  me  ref- 
erences to  the  book  Do  An- 
droids Dream  of  Electric 
Sheep?  and  Blade  Runner, 
the  movie  based  on  it. 

Jeeves — named  for  P.  G. 
Wodehouse's  ideal  butler — is 
far  from  perfect.  Thinking  of 
impeachment,  I  asked:  "Wlio 


prepoital  days:  an  easy-to-use 
directory  of  Web  sites.  It  is 
especially  good  at  finding  or- 
ganizational home  pages  with 
a  minimum  of  fuss.  My  Sony 
search  took  me  directly  to 
www.sony.com;  the  same 
seai'ch  on  Yahoo!  required  me 
to  dig  down  four  levels  to 
find  the  site. 

Northern  Light  goes  to 
the  other  extreme,  offering 
forms  that  allow  you  to  cre- 
ate complex  seai'ches.  For  ex- 


ample, it  lets  you  res 
suits  to  a  specified  da 
or  to  a  t^-pe  of  sourcf 
dition  to  the  Web,  N 
Light  will  search 
"special  collection"  of 
icals  and  sell  you  an 
tyi^ically  for  a  dollar 
This  is  a  good  tool  foi 
the  obscure,  but  it  of 
on  the  simple:  M; 
search  retui'ned  thou 
hits,  neatly  organ! 
folders,  but  I  could 
wi'/w.sony.com  amonj 
BY  PRICE.  Dii-ect  Hit 
that  what  you  want  i 
bly  what  others  hav 
and  so  it  ranks  resultfu 
popularity  of  the  sitei 
times,  Direct  Hit  is] 
miss.  A  search  for 
Bowl  XXV"  came  up 
although  it  suggested 
profitable  sea 
"Superbowl  H 
A   search  fd 
took  me  strq 
www.sony.co: 
GoTo.com 
the  Web's 
ideas.  It  sei 
ings,  and  h| 
a  site  rai 
pends  on  h(] 
the  owner  is  v| 
pay  for  each 
The  payment  i  , 
displayed  w; 
search  result! 
can  be  odd 
response  to 
query  was 
auctioneer 
tion.com,  wl 
some  Son 
ucts.  The  site 
for  my  visit,  b 
no  Sony  proc  |[] 
the  page  it  g 
Sony's  own  site,  wH 
n't  pay,  ranked  14t 
seems  to  be  getting 
mainly  from  sites  tl 
to  latch  on  to  a 
name,  a  formula  thaii 
work  well. 

Except  for  GoT( 
these  sei-vices  ai'e  usf- 
in  the  hunt  for  inf(T 
on  the  Web.  Kcking  2 
one  for  the  right  'I 
greatly  enhance  youf 
to  find  what  you  wa. 


.com 


■a"  in 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


22  BUSINESS  WFFK  /  FFRRIJARY  R    1  qqq 


nomic  Viewpoint 


A  S.BECKER 


LE  SAM  SHOULD 
Y  AWAY  FROM  WALL  STREET 


S  UIDED: 

t  id  of 
ing 

11  Security 
i5  in  the 
market, 
m  should 
toward  a 
y  private 
on 
n 


-,  the  1992  Nobel 
IBS  at  the  University 
i  is  a  Fellow  of  the 
ion 


The  temporary  siupluses  anticipated  for 
Social  Security  in  the  next  15  years 
provide  breathing  room  to  begin  ex- 
tensive refoiTO  of  that  system.  President  Clin- 
ton is  right  to  worry  about  the  long-tei-m 
solvency  of  Social  Secmity,  but  his  proposal  to 
buy  stocks  with  about  $800  billion  of  that 
surplus  is  both  dangerous  and  misguided. 

If  the  President's  desires  are  implemented, 
the  government  will  eventually  accumulate 
about  5%  of  all  issues  hsted  on  American  ex- 
changes and  will  become  the  biggest  stock- 
holder, far  larger  than  any  other  public  or 
private  fund.  Ti-easury  officials  claim  that  the 
government  could  avoid  political  interference 
by  liiiing  private  managers  with  a  mandate  to 
invest  in  a  broad-based  poitfoho.  That  claim  is 
incredibly  naive,  given  the  American  political 
process  and  other  governments'  experience 
with  stock  purchases. 

State  pension  fimds  with  stocks  in  their 
portfolios  have  sometimes  allowed  political 
considerations  to  oveiride  economic  returns, 
such  as  when  they  dumped  tobacco  stocks 
and  those  of  companies  doing  business  in 
South  Afi-ica.  Perhaps  a  more  relevant  ex- 
ample is  provided  by  Sweden,  where  the  So- 
cial Democratic  government  in  the  eai-ly  1980s 
began  investing  tax  revenues  in  Swedish 
stocks,  with  an  aim  of  promoting  industrial 
democracy.  But  even  that  left-leaning  gov- 
ernment shortly  abandoned  the  plan  as  too 
controversial  and  unpopular,  even  among 
union  members. 

IN  HARD  TIMES?  The  economic  temptation  to 
add  stocks  is  understandable,  since  equities  in 
the  long  run  have  yielded  much  higher  aver- 
age returns  than  government  bonds.  But  tliis 
is  because  retm-ns  on  equities  are  much  riski- 
er. That  explains  why  private  pension  funds 
investing  mainly  in  stocks,  such  as  tiaa-cref, 
do  not  guarantee  a  fixed  retirement  income. 

Yet  the  President  wants  to  continue  to 
guai-antee  retii'ement  incomes.  This  is  possible 
if  equities  make  up  ordy  a  small  share  of  total 
Social  Security  assets,  but  then  why  bother? 
On  the  other  hand,  if  equities  do  become  a 
sizable  part  of  Social  Security  assets,  fixed 
income  guarantees  would  require  that  public 
borrowing  or  other  taxes  make  up  the  short- 
falls dm-ing  possibly  protracted  periods  when 
stock  markets  yield  below-average  returns. 

This  is  an  opportune  time  for  America  to 
take  the  more  radical  step  of  following  the  ex- 
amples of  Ai-gentina,  Britain,  Chile,  Mexico, 


Singapore,  and  other  nations  that  in  recent 
years  have  fully  oi"  partially  privatized  theii' 
social  seciuity  systems  through  individual  re- 
tirement accounts.  Especially  when  there  are 
thousands  of  competitive  mutual  funds  and 
many  other  opportunities  to  save,  as  in  the 
U.  S.,  the  government  has  no  more  reason  to 
be  running  a  massive  pension  system  than  it 
does  to  run  steel  or  life  insui'ance  companies. 

Of  course,  it  is  politically  hard  to  dislodge  a 
government  Social  Security  system,  partly 
because  the  transition  from  a  pay-as-you-go 
public  system  to  private  individual  accounts 
involves  an  extended  period  of  so-called  dou- 
ble taxation:  Younger  workers  are  taxed  to  fi- 
nance the  incomes  of  retired  persons,  and 
they  also  must  save  to  accumulate  assets  to  fi- 
nance their  own  eventual  retirement. 
GRAY  POWER.  Financing  such  a  transition  is 
more  palatable  during  a  jjeriod  of  budgetaiy 
surplus,  such  as  the  U.  S.  is  now  enjoying. 
For  instance,  Cliile's  highly  successful  switch 
to  a  privatized  system  began  in  1981  dm-ing  a 
period  of  sizable  surpluses. 

Privatized  systems  have  several  advan- 
tages that  are  not  fully  appreciated.  They 
help  insulate  retirement  incomes  from  pow- 
eifol  lobbies  of  the  elderly,  such  as  the  Ajner- 
ican  Association  of  Retired  Persons.  They 
also  allow  retirement  plans  to  be  tailored  to 
individual  needs  and  preferences.  Individuals 
that  can  bear  more  risk,  perhaps  because 
they  own  then-  houses  outright,  would  prefer 
to  hold  retirement  portfolios  that  are  more 
heavily  weighted  with  equities  and  other  less 
stable  assets. 

Private  accounts  also  pennit  healthy  per- 
sons who  like  their  jobs  to  work  past  the 
usual  retirement  ages  without  having  to  give 
up  part  of  their  retirement  incomes.  All  citi- 
zens might  have  access  to  then-  retu-ement  ac- 
counts at  age  60,  and  they  could  then  indi- 
vidually decide  how  much  longer  to  work. 

In  an  important  earlier  speech.  President 
Clinton  declai-ed:  "The  era  of  big  government 
is  over,"  but  his  recent  State  of  the  Union 
Address  gives  little  evidence  of  this.  He  could 
take  a  giant  step  toward  his  stated  goal  of 
smaller  government  by  stalling  the  process  of 
converting  to  a  universal  private  retirement 
system  over  the  next  couple  of  decades.  In- 
dividuals would  then  be  able  to  save  for  re- 
tirement with  then'  preferred  mix  of  equities 
and  bonds,  and  they  would  also  choose  their* 
own  best  time  to  retu'e. 
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ools,  you  find  the  infor 


Yoii're  always  searching  for  a  competitive  edge.  But  plowing  through  the  numbers  isn't  enough. 
You  need  better  information,  and  better  information  software.  Like  Seagate's  Enterprise  Information 
Management  (EIM).  A  powerful  suite  of  business  intelligence  tools  that  scales  from  the  individual  to 
the  department  to  the  enterprise.  EIM  includes  Seagate  Info™  for  enterprise  information  analysis  and 
distribution,  Seagate  Crystal  Reports  "for  faster  decision-making,  Seagate  Worksheet"  to  slice  data  cubes 
into  intelligent  bits,  and  Seagate  Holos  for  data  mining  and  scalable  application  development.  When 
EIM  is  deployed  throughout  your  enterprise,  it  delivers  the  power  to  locate  information  you  need,  help 
you  analyze  it  from  every  angle,  then  display  and  communicate  your  ideas  to  the  people  who  matter.  Af- 
ter all,  even  the  right  information  won't  make  a  difference  until  it's  in  the  right  hands. 


Make  a  Difference: 


(^Seagate, 

 Information  .th.SM»x.  vou  want  itm 


Economic  Trends 


BY  GENE  KORETZ 

HOUSING  BOOM 
OR  BUBBLE? 

Homes  are  going  up  at  a  record  pace 

If  you  need  proof  that  the  business 
cycle  is  different  this  time  around, 
take  a  look  at  today's  housing  sector 
While  residential  housing  usually  takes 
off  like  gangbusters  in  the  eai-ly  stages 
of  a  recoveiy  and  loses  steam  as  an  ex- 
pansion ages,  it  is  actually  booming — 
eight  years  into  the  current  cycle. 

Last  year's  statistics  tell  the  story. 
New  and  existing  home  sales  shattered 
all  records.  Median  existing-home  prices 
rose  o9c  for  the  third  year  in  a  row. 

HOW  HOMEOWNERS'  RANKS 
GROW  AS  THEY  AGE 


45-54 


55-64 


UNDER  35  35-44 
▲  PERCENT 

DATA:  CENSUS  BUREAU  "HOUSEHOLD  HEADS  IN  1998 

Counting  manufactured  housing,  some 
2  miUion  homes  were  built — the  most 
since  1978,  when  baby  boomers  were 
starting  to  form  households.  And  the 
shai-e  of  households  owTiing  their  own 
homes  has  hit  a  record  66.6'7f. 

The  housing  boom's  impact  on  the 
economy  has  been  pei'vasive.  Economist 
Mark  Zandi  of  rfa,  an  economics  con- 
sulting firm,  estimates  that  housing — 
dii'ectly  \ia  constraction  and  indirectly 
^^a  stimulus  to  sales  of  fiuTiishings  and 
other  items — accounted  for  a  quarter  of 
the  economy's  neai'  4%  gi'owth  last  yeai- 

The  big  questions,  though,  are  how 
long  the  boom  can  last  and  whether  it 
will  end  in  a  shai-p  contraction.  Zandi 
warns  that  housing  construction  now 
outpaces  underhing  demogi-aphic  de- 
mand— pegged  at  1.7  million  homes  a 
year  over  the  next  decade  to  meet 
the  needs  of  population  growth  and 
scrapped  units. 

Economist  David  W.  Berson  of  Fan- 
nie Mae  thinks  sevei-al  long-tei-m  trends 
should  help  to  limit  future  falloffs  in 
housing  activity.  One  is  the  use  of  new 
credit  criteria  by  mortgage  lenders  to 
reach  low-income  home  buvei's  who  are 


good  credit  risks  but  were  turned  away 
in  the  past.  Another  is  the  huge  sui'ge 
in  legal  immigi-ation  in  recent  decades. 
Although  home  ownership  among  im- 
migi'ants  is  initially  low,  it  rises  rapidly 
after  a  decade  or  so. 

The  aging  of  the  baby  boomers  is 
also  boosting  housing  demand — not  only 
because  homeowTiership  rises  with  age 
(chart),  but  because  the  leading  edge 
of  the  baby  boom  is  entering  its  50s — a 
period  when  demand  for  second  homes 
rises  shaiply.  Economists  at  Standaixl  & 
Poor's  DRi  expect  such  demand  to  gi"ow 
steadily  for  the  next  20  years. 

Meanwliile.  rfa's  Zandi  concedes  that 
the  near-term  underpinnings  of  the 
housing  mai'ket  remain  solid.  Inventories 
of  new  and  existing  homes  are  at  or 
close  to  record  lows.  Unemplo\Tnent  is 
low,  and  income  gi'owth  is  strong.  The 
stock  mai'ket  is  still  buoyant,  and  mort- 
gage rates  remain  below  79c — the  low- 
est they've  been  in  a  generation. 

Thus,  while  he  expects  housing  de- 
mand to  weaken  later  this  year  as  the 
economy  slows,  Zandi  sees  little  sign 
that  this  is  about  to  happen.  A  risk,  he 
says,  is  that  overconfident  homebuildei*s 
will  be  slow  to  react  when  demand  fi- 
nally falters — prolonging  the  housing 
boom  by  putting  up  more  houses,  but 
eventually  turning  what  might  have 
been  a  slowdown  into  a  sharp  decline. 


A  SURPRISE 
ABOUT  CEO  PAY 

Ties  to  tlie  board  don't  matter 

It's  a  common  claim  of  critics  of  the 
huge  pay  packages  earned  by  corpo- 
rate chief  executive  officers:  Such  in- 
flated pay  all  too  often  reflects  cozy  re- 
lationships between  CEOs  and  boards  of 
directors.  The  trouble  with  such 
charges,  says  a  recent  study  in  the 
Academy  of  Management  Journal,  is 
that  they  don't  stand  up  to  analysis. 

In  the  study,  a  team  of  researchers 
led  by  Catherine  M.  Daily  of  Indiana 
University's  Kelley  School  of  Business 
looked  at  how  the  makeup  of  board 
compensation  committees  affected  CEO 
pay  at  some  194  major  U.S.  companies 
fi-om  1991  to  1994.  The  authors  focused 
on  tliree  tj-pes  of  du-ectors:  those  who 
had  a  personal  or  business  relationship 
with  the  company  or  its  top  executives, 
those  who  were  appointed  during  the 
tenure  of  the  cuiTent  ceo,  and  those 
who  were  ceos  themselves. 

Adjusting  for  a  number  of  factors, 
including  company  size  and  industry. 


the  gi'oup  found  no  evidence  of  i 
pact  of  committee  composition  o| 
ceo  pay  or  changes  in  pay — wh 
the  form  of  direct  salaiy  or  of  1| 
stock  options,  and  other  incenti 
The  results  suggest  that  ef 
remove  dii'ectors  with  personalj 
fessional  ties  to  companies  may 
guided,  "ceo  compensation  maV 
cessive,"  says  Daily,  "but  the  jt 
of  such  dii'ectors  isn't  the  cause 


A  GOP  TAX  CUT, 

NO  SURE  mm\ 

The  rich  would  get  the  lion's  i 

Republicans,    observes  ee 
LawTence  Kudlow  of  A  ■ 
Skandia,  "w^ere  put  on  this  eart  ■ 
taxes — it's  the  only  thing  they  i ' 
well."  From  his  perspective,  tl 
proposal  to  cut  income  tax  rates 
appears  to  be  a  sure  political  'h4io 
A  possible  problem,  howevei  NTl 
a  10%  tax  cut  overwhelmingly 
high-income  taxpayers.  That's 
the  top  5<7f  of  taxpayers  pay  ovdr; 
total  federal  individual  incomi 
Indeed,  says  the  consen'ative  'ft  i- 
dation,  the  top  W7c  paid  over  62 
come  taxes  in  1996,  while  the 
50%  paid  just  4.3%.  (By  contraj 
everj'one  with  a  paycheck  pay 
Secuiity  taxes,  the  top  5%  poi 
smaller  share  of  their  pay.) 

The  hberal  Citizens  for  Tax 
comes  up  with  similar  numb 
analysis  indicates  that  the  the 
of  taxpayers  would  get  62%  oi^ 
trillion  that  a  10%  ta.x  cut  would 
over  the  next  decade.  It  also  ei 
that  the  top  1%,  with  annual 
over  $;300,000,  would  get  32%  of 
cut  pie;  the  bot- 
tom 60%  would 
get  9.3%:,  or  an 
average   of  just 
S99  a  year 

Thus,  Repubh- 
cans  face  a  thorny 
pohtical  hurdle: 
Under  America's 
progressive  tax 
system — and  par- 
ticularly in  an 
economy  in  which 
income  distribu- 
tion has  gi'own 
more  unequal — a 
10%  cut  in  income 
tax  rates  spells  httle  relief  for 
jority  of  Americans  and  a  lot  foi 
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Smarter  Mutual  Fund 
Choices  in  1999 

I  HifflH^B     ^^'^  ^^^^  ^^^^    y®^'^  when  many  investors  consider  adjusting 
I  JHoJE^B     their  mutual  fund  portfolios.  If  you're  thinking  about  making 
i  j  u  5  STOCK  changes,  remember:  In  this  bull  market,  almost  any  fund 

family  can  boast  about  recent  returns.  But,  bull  markets  don't 
last  forever  That's  why  Prudential  offers  this  checklist  of  other 
important  qualities  to  look  for. 


'rt  ntial  Equity 
I  Prudential 


udential  Equity 

Income 

il 

■nnison  Growth 

udential  Small 
ompany  Value 

LOBAL  AND 
NTL.  STOCK 

jdential  Europe 
Growth 

jdential  World/ 
srnational  Stock 

ntial  World/Global 

BONDS 

Prudential 
iversified  Bond 

ientiol  High  Yield 

f:  FREE  BONDS 

Ientiol  Municipal 
id/High  Income 

Ientiol  California 
iunicipal  Bond 

DBAL  BONDS 

'bal  Total  Return 

;n/iol  core  funds  ore 
if  f    eginning.  We  offer  over 
iual  funds  to  meet  all 
investment  needs. 


|— /  Choose  an  experienced 
1^  fund  manager.  Has  the  fund 

manager  shown  stock-picking  skills  in 
anything  other  than  today's  bull  market? 
The  Wall  Sireet  Journal  reports  that  the 
overage  age  of  today's  portfolio  manager 
is  just  29.  You'll  probably  feel  more  at  ease 
with  money  managers  who  are  experienced 
in  both  bull  and  bear  markets. 

r-y  Seek  a  responsible  balance 
IzlI  of  risk  and  reward.  Don't 

expose  your  portfolio  to  risk  you  don't  want. 
Make  sure  that  your  mutual  funds  don't 
achieve  their  returns  by  taking  on  more 
downside  risk  than  you're  comfortable  with. 


|— ^  Look  for  a  disciplined 

P-J  investment  style.  Check  to  see 

whether  a  fund  sticks  to  its  stated  objectives. 
Funds  that  pursue  performance  at  the 
expense  of  consistency  can  blur  your  asset 
allocation  and  your  overall  investment  strategy. 

|— /  Demand  consistent 

LLJ  long-term  performance. 

Investors  rarely  buy  a  mutual  fund  for  short 
lime  periods,  so  examine  the  returns  that 
a  fund  has  delivered — not  just  recently — but 
over  the  last  five  or  ten  years.  A  fund  with 
a  proven  track  record  can  give  you  the 
confidence  that  your  fund  is  managed  with 
an  eye  for  long-term  results.  Of  course,  past 
performance  is  no  guarantee  of  future  results. 


Prudential  core  funds 
focus  on  all  these 
qualities  and  more. 

A  Rock  Solid  -  reputation  for 
long-term  performance.  Fund 
managers  averaging  18  years  of 
investment  experience.  Intensive 
company-by-company  research. 
You  can  find  it  in  Prudential's  core 
fund  array.  Talk  to  your  financial 
professional  about  how  Prudential 
core  funds  can  fit  in  your  overall 
investment  strategy. 


Call  today!  Ask  for  a  prospectus 
with  more  complete  information 
on  share  classes,  sales  charges, 
management  fees  and  expenses. 
Read  it  carefully  before  you  invest. 

1-800-THE-ROCK 

(1-800-843-7625) 

ext.  3139  www.prudential.com 

(&  Prudential 

Investments 


unce  is  no  guarantee  of  future  results.  Shares  of  the  Funds  ore  distributed  by  Prudential  Investment  Management  Services  LLC,  member 
rood  Street,  Newark,  NJ  07102,  a  subsidiary  of  The  Prudential  Insurance  Company  of  America,  751  Broad  Street,  Newark,  NJ  07102. 


For  Hoechst,  Life  Sciences  means  focusing  on  the  fields  of  health  and  nutrition  where  biotechnology  holds  the  key  tc 
Hoechst  Marion  Roussel,  our  pharmaceutical  company,  is  developing  highly  effective  drugs  in  the  fight  against  curre 
diseases.  Our  agribusiness,  Hoechst  Schering  AgrEvo,  is  ensuring  nutrition  for  the  world's  growing  population  througt 
crop  production. 


Life  Sciencel 


future  for  ^Btth  and  nutrition 


Hoechst  means  a  new  future 
in  Life  Sciences. 


I 


Hoechst  is  an  international  group  of  companies  spearheading  innovation  in  Life  Sciences,  including  Hoechst  Mail 
Hoechst  AG,  D-65926  Frankfurt,  www.hoechst.com 


The  Future  in  Life  Sciences  Hoechst 


:al  company,      .Agrtvu  the  agribusiness  and  Hoechst  Roussei  Vet  the  animal  health  company. 
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IS  C.  COOPER  &  KATHLEEN  MADIGAN 


E  NEW  INGREDIENT 
FHE  FED'S  MIX 

iter  link  between  growth  and  stock  prices  complicates  policy 
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The  stock  market  is  not  a  tar- 
get of  Fed  policy.  Federal  Re- 
)ai-d  Chairman  Alan  Greenspan  said  just  that — 
I  fact — in  his  Jan.  20  congressional  testimony, 
■jective,"  he  said,  "is  maximum  sustainable 
)f  the  U.  S.  economy,  not  particular  levels  of  as- 
;s."  But  there's  a  problem.  Because  economic 
and  stock  prices  are  now  connected  unlike  at 
3  since  the  Roaring  '20s,  any  Fed  move  di- 
t  either  preser  ving  or  limiting  growth  will  be 
d  by  the  stock  market's  reaction. 

The  economy's  surprisingly 
strong  growth  at  yearend  and 
consumer-led  momentum  head- 
ing into  1999  illustrate  that 
link.  The  Fed  eased  last  fall 
because  unstable  global  mar- 
kets had  disrupted  financing 
activity  in  U.  S.  debt  markets. 
"We  were  not  trying  to  prop 
up  equity  prices,"  Greenspan 
told  Congress.  Yet  that's  just 
what  they  did — so  much  so 
umer  spending,  after  slowing  a  bit  in  the  fall 
ikyrocketed  back  toward  its  6%  gi-owth  rate  of 
half  of  1998,  as  confidence  stayed  high  (chart). 

one-quarter  phenomenon,  either.  Over  the 
■  last  year,  consumer  spending  rose  about  two 
ge  points  faster  than  household  income  did, 
ecause  surging  stock  prices  let  many  house- 
p  saving.  Consider  that,  in  the  past  six  years, 
d  net  worth  swelled  nearly  50%,  even  as  the 
i  saving  rate  fell  below  zero.  Had  the  saving 
r  the  past  two  years  held  at  the  historically 
!%  rate  of  1996  instead,  real  gross  domestic 
P'owth  would  have  been  about  2.7%,  not  3.7%. 

OLDS'  INCREASED  RELIANCE  on  wealth, 

ne  gi'owth,  means  that  while  the  Fed  does 
;et"  stock  prices,  it  cannot  set  policy  without 
,ng  how  stock  swings  will  affect  domestic  de- 
d  overall  economic  growth.  That  presents  a 
rly  thorny  problem  for  1999  policy  because 
th  has  become  unusually  skewed  toward  con- 
he  biggest  beneficiaries  of  the  wealth  effect, 
ear,  for  example,  consumers  accounted  for 
0  of  overall  economic  growth.  And  that  unbal- 
-tem  may  worsen  in  1999,  since  capital  spend- 


LENDERS  STILL  WANT 
A  WIDE  RISK  PREMIUM 
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ing,  housing,  and  exports  are  likely  to  provide  less 
support  to  groM^th  this  year  than  they  did  in  1998. 
Consequently,  the  stock  market's  path  could  result  in 
anything  from  recession  to  continued  booming  growth. 

Consumers  vdll  determine  which  outcome  occurs. 
For  now,  they  remain  optimistic.  The  index  of  con- 
sumer confidence,  though  down  from  last  summer's  30- 
year  peak,  edged  up  to  127.6  in  January  from  126.7  in 
December,  undoubtedly  buoyed  by  healthy  job  growth. 
But  a  bit  of  caution  has  crept  into  households'  attitudes 
about  the  future,  even  as  their  assessment  of  present 
conditions  has  stayed  historically  high. 

The  renewed  surge  in  equi- 
ty prices  likely  boosted  the 
current  heady  viev^rpoint,  but 
the  stock  market's  role  here 
goes  beyond  just  the  bull  mar- 
ket's feel-good  factor  Because 
of  the  wealth  effect,  consumer 
demand  is  boosting  overall 
output — and  employment — at 
a  pace  far  greater  than  what 
income  growth  alone  would  al- 
low. In  a  sense,  the  soaring 
market  has  helped  to  generate  the  job  opportunities 
that  have  lifted  consumers'  spirits.  However,  Greenspan 
cautioned  about  the  cost  pressures  from  ever-tighter  la- 
bor markets.  And  he  noted  that  somewhat  slower  eco- 
nomic growth  may  be  needed  to  sustain  this  low-infla- 
tion expansion. 

MORE  MODERATE  GROWTH  will  likely  be  found  in 
the  sectors  outside  of  consumer  spending.  In  particular, 
housing,  capital  spending,  and  exports  will  face  their 
own  singular  restraints  in  1999. 

The  case  for  housing  is  simple:  Trees  don't  grow  to 
the  sky,  and  neither  do  home  sales  or  construction. 
Housing  finished  a  record  1998  on  a  strong  note,  though 
good  weather  helped.  In  December,  existing  homes 
sold  at  a  record  annual  rate  of  5.03  million.  But  a  repeat 
of  growth  like  that  would  require  another  big  decline  in 
mortgage  rates,  continued  robust  job  growth,  and  an 
additional  30%  jump  in  stock  prices. 

As  for  capital  spending,  the  outlook  is  poor,  regard- 
less of  the  stock  market.  Profits  are  under  pressure 
from  weak  pricing  power,  higher  labor  costs,  and  sag- 
ging exports.  That  is  creating  a  growing  lack  of  inter- 
nally generated  funds  and  forcing  corporations  to  bor- 
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row  at  a  time  when  funds  are  costlier  or  unavailable. 

The  risk  spreads  that  attracted  attention  after  the 
Russian  debt  default  last  summer  have  not  improved 
much,  even  for  borrowers  with  a  stei'ling  AAA  rating 
(chart,  page  31).  The  yield  spread  between  riskless 
Treasury  bonds  and  the  paper  of  BAA-rated  companies, 
which  is  still  investment-gi'ade,  has  not  improved  at  aU. 
Moreover,  Fed  surveys  show  that  banks  have  tightened 
their  corporate-lending  standards. 

THE  ONE  SPREAD  that  is  almost  back  to  normal  is  the 
gap  between  a  new  30-year  Treasury  bond  and  a  29- 
year  Treasury,  which  is  less  Hquid.  After  Russia,  this 
"on  the  run/off  the  run"  spread  widened  as  the  debt 
markets  seized  up  and  investors  sought  not  just  quah- 
ty  but  liquidity,  provoking  the  Fed's  rate  cuts. 

Although  the  spread  has  nan-owed,  it  is  still  worth 
watching  in  light  of  Brazil's  woes.  The  Bi-azilian  real  has 
crashed  36%  in  two  weeks,  after  the  government  freed 
the  currency  from  its  peg  to  the  dollar.  But  worries 
that  Brazil  could  default  on  its  huge  domestic  debts  are 
mounting.  If  those  fears  turn  into  a  panic,  then  the 
flight  to  Hquidity  and  quality  will  make  capital  much 
more  costly  for  businesses,  which,  in  turn,  will  likely 
put  more  of  theii'  projects  on  hold. 

Brazil's  woes  also  highlight  the  dim  outlook  for  for- 
eign trade.  The  trade  deficit  widened  sharply  in  No- 
vember, to  $15.5  billion,  after  naiTOwing  to  $13.6  biUion 
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in  October.  November  exports  slumped,  as 
rose.  Renewed  weakness  in  exports  was  predes 
Foreign  shipments  had  picked  up  sharply  in  Sept 
because  of  a  large  increase  in  aircraft  shipmer 
fact,  aircraft  exports  helped  to  give  the  impr^ 
that  the  trade  gap  was  stabilizing,  but  excluding 
the  deterioration  continues  (chart). 

The  fact  that  the  U.  S.  re- 
mains an  oasis  of  prosperity 
assures  continued  deteriora- 
tion in  its  trade  deficit,  as  im- 
ports grow  amid  weak  foreign 
demand.  Brazil  and  key  Latin 
American  nations  are  heading 
into  recession.  Japan  is  al- 
ready there.  The  rest  of  Asia 
is  stabilizing  but  still  on  its 
back.  Britain  is  flirting  with 
recession,  and  growth  in  Eu- 
rope's euro  zone  looks  to  be  slipping  below  its  'S 

All  this  means  that  consumers  have  a  heavy '. 
carry,  and  the  stock  market  will  go  a  long  \ 
ward  deciding  if  households  are  up  to  the  task, 
ly  important,  the  market  is  creating  a  whole  nevl 
game  for  monetary  policy:  The  Fed  must  aq 
"maximum  sustainable  growth"  without  creating  \ 
gerous  stock  market  bubble  or  knocking  equity 
down  to  levels  that  would  harm  the  economy. 
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LOFTY  PLANS  FOR  JOB  GROWTH 


Prime  Minister  Jose  Maria  Az- 
nar  thinks  Spain  can  "conquer 
the  problem  of  unemployment"  in 
four  years.  True,  unemployment  is 
down,  but  the  jobless  rate  is 
18.2%,  the  euro  zone's  highest — 
and  with  the  labor 
market's  inherent  in- 
stabiUty,  the  goal  is 
optimistic.  But  for  this 
year  and  next,  at  least 
some  further  improve- 
ment is  on  the  way. 

Joblessness  has  fall- 
en from  22%  in  the 
past  two  years,  when 
economic  growth  was 
about  3.6%,  and  econo- 
mists beheve  that  the  measured 
rate  is  overstated.  Moreover, 
growth  in  the  fourth-largest  euro 
zone  economy  is  set  to  match  that 
pace  in  1999,  besting  the  rate  for 
the  overall  region  again.  Growth 


FURTHER  PROGRESS 
IS  ON  THE  WAY 


UNEMPLOYMENT  RATE 

HARMONIZED 
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will  be  driven  by  domestic  de- 
mand, especially  consumer  spend- 
ing and  construction,  two  areas 
where  recent  surveys  show  soar- 
ing confidence.  Brazil's  devaluation 
has  hit  Spain's  telecom  and  bank 
stocks,  and  the  coun- 
try sends  7%  of  its 
exports  to  Latin 
America.  However, 
strong  demand  at 
home  will  overwhelm 
the  global  slowdown 
forces. 

Low  interest  rates 
and  an  income-tax  cut 
are  driving  con- 
sumers. Euro  zone  in- 
terest-rate convergence  has  cut 
Spanish  rates  by  three  percentage 
points  in  two  years.  November  re- 
tail sales  rose  7%  from  a  year 
ago;  December  car  registrations 
soared  23%.  Despite  rapid  growth. 


1998  inflation  was  1.4%,  a  30-^ 
low,  and  is  expected  to  stay  d 
lifting  workers'  real  wages. 

The  chief  labor-market  prot 
is  the  short-term  nature  of  ni' 
employment,  which  is  tied  to 
service  sector,  especially  touh 
Spain's  largest  industry.  In  ad 
tion  to  1997  labor  reforms  tha 
lengthened  some  job  contract: 
the  government  on  Jan.  14  ea  (i 
the  social  security  burden  on  R- 
ployers  who  create  more  pemr- 
nent  jobs.  The  highest  cost  sa 
ings  go  to  those  who  hire  woisE 
and  workers  older  than  45.  Ail 
generating  450,000  new  jobs  i 
1998,  the  government  vows  , 
350,000  jobs  per  year  through 
2002,  which  would  cut  the  job» 
rate  to  an  average  of  12.8%  ii 
2000  to  2002.  But  it  will  take 
tinued  robust  economic  gro 
hit  that  goal. 
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CORPORATE  PROFITS 
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SO  MUCH  FOR 
THE  EARNINGS  SLUM 

Fourth-quarter  earnings  put  the  forecasters  to  shame 
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arely  a  month  ago,  Wall  Street 
was  bracing  for  what  analysts 
agi'eed  would  be  a  flood  of  bad 
fourth-quarter  earnings  reports. 
Maybe,  just  maybe,  earnings 
)nie  in  a  little  better  than  in  the 
il  third  quarter,  when  results 
\%  from  1997. 

ise!  Day  after  day  duiing  the 
t'ks  of  January,  companies  have 
)wing  past  Wall  Street  expecta- 
rom  Microsoft  to  3M  to  Boeing, 
>f  outfits  have  posted  stronger- 
Hcted  earnings.  Some  did  it 
lUge  sales  gains — a  38%  jump  at 
.  for  instance.  Others,  such  as 
Coi-p.,  didn't  top  forecasts  but 
ed  outsize  gains  over  losses  a 


yeai"  earlier  when  they  were  making  big 
cuts  to  boost  efficiency. 

Wliatever  the  reason,  the  results  are 
impressive,  business  wekk's  flash  earn- 
ings report,  based  on  announced  financial 
results  of  80  companies,  shows  net  in- 
comes are  up  an  average  8%.  BW's  flash 
estimates  in  the  previous  thi-ee  quarters 
showed  eaiTiings  shiinldng. 

The  bottom  line  on  the  bottom  line? 
Rather  than  slowing  in  the  fouith  quar- 
ter, as  many  had  predicted,  the  U.  S.  eco- 
nomic expansion  may  actually  have  ac- 
celerated. With  low  interest  rates, 
relative  calm  in  the  global  economy,  and 
strong  consumer  spending,  economists 
were  upping  estimates  of  fourth-quarter 
gross  domestic  product  on  the  eve  of  the 


government's  official  release  on  .Jan.  29. 

Now,  economists  are  boosting  esti- 
mates for  1999.  Memll  Lynch  &  Co.  has 
raised  its  downbeat  1.5%  forecast  over 
the  next  four  quarters  to  2%,  with  even 
rosier  revisions  coming.  Goldman,  Sachs 
&  Co.  has  boosted  its  1999  forecast  from 
1.5%  to  2.1%,  largely  because  its  econo- 
mists figure  that  Year  2000  computer- 
malfunction  womes  will  spur  output  to- 
ward yearend.  "People  are  going  to  add 
inventories  to  guard  against  supply  dis- 
ruptions," says  economist  William  Dudley. 

The  world's  troubles  haven't  gone 
away  and  are  still  plaguing  U.  S.  ex- 
porters. But  there's  little  reason  to  fear  a 
major  slowdown  in  the  U.  S.  in  the  neai- 
teiTn.  The  Conference  Boai'd's  consumer 
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REPORTED 
EPS 


0.72 


1.09 
0.43 
0.89 
1.07 
0.65 


0.30 
0.46 
0.66 
1.15 
0.69 


1.25 
0.80 
2.52 
-0.11 
0.40 


0.15 
0.51 
1.16 
0.97 
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0.06 
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0.78 
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0.41 
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0.44 
1.16 
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0.89 
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0.71 


1.18 

0.48 
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0.83 

0.66 


0.24 

0.46 

0.68 
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1.35* 

0.80 
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0.30 

0.15 


0.10 

0.50* 

1.16 
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0.05* 

0.24 
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0.78 

0.34 


0.15* 
1.16 
0.63* 
1.09 


0.61 


0.51 

1.16 

1.09 

0.88* 

0.91* 


DIFF. 


-0.01 
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-0.24 
+0.01 


-0.06 
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+0.10 
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+0.41 
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-0.05 
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NA 
NA 
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NA 
NA 
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857.0 
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74.5 
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+49 
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-15 
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+0.04 
+0.14 


-0.15 
+0.01 


+0.21 


MORGAN  STANLEY  DEAN  WITTER    3,969.0  +6  1,224.0  +51  0.95  1.49*  +0.54 

MORGAN  (J.P.)                                  NA  NA  89.0  -67  1.00  0.88*  -0.12 

SCHWAB  (CHARLES)                       957.5  +25  106.4  +69  0.21  0.26  +0.05 

SEARS,  ROEBUCK                      12,158.0  -7  535.0  0  1.62  1.39  -0.23 

SUNTRUST  BANKS                             NA  NA  157.9  -38  0.92  0.86*  -0.06 


-1.14 
-0.04 


+0,14 


+0.08 
+0.27 
+0.07 
+0.03 
+0.04 


INTEL  7,614.0  +17  2,064.0  +18  1.04  1.19  +0.15 

MICROSOFTtt  4,938.0  +38  1,983.0  +75  0.59  0.73  +0.14 

MOTOROLA  8,337.0  +1  159.0  -50  0.23  0.26  +0.03 

NETSCAPE  COMMUNICATIONS  162.0  +7  2.7  -75  0.04  0.03  -0.01 

SUN  MICROS YSTEMSTt  2,784.4  +14  261.1  +75  0.66  0.64  -0.02 
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1  1.06  1.31  +0.25  US  WEST 

3  0.64  0.60*  -0.04  UNICOM 

8  0.71  0.61  -0.10  WILLIAMS 
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+109 
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NM 
NM 


0.42 
0.55 
0.73 
0.31 
0.30 


0.51 
0.41 
0.73 
0.51 
-0.02 


+0.09 
-0.14 


+0.20 
-0.32 


0.68 
0.29 
0.62 


0.51 
0.30 
0.59* 


-0.17 
+0.01 
-0.03 


t  First-quarter  results 


tt  Second-quarter  results 


:  not  meaningful     NA  =  not  available     *EPS  adjusted  for  special  items 
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N^ws:  Analysis  &  Commentaiy 


x.v.vy  .^^^^  c*x.v.    jiig  coRsumer  spending 

have  economists  upping  estimates  for  this  year,  to 


confidence  index  for-  Januaiy  was  up  for  a 
tliii'd  straight  month.  Negligible  inflation, 
low  Lntei'est  rates,  rising  incomes,  strong 
housing  starts,  and  robust  consumer  de- 
mand all  point  to  continuing  growth. 
"People  wer-e  just  too  pessimistic  about 
the  fouilh  cjuarter,"  says  Lawrence  Kud- 
low,  cliief  economist  for  American  Skandia 
Life  Assm-ance  Coi*]).  "We  have  indica- 
tions that  a  good  fourth  quarter  will  spill 
over  into  1999."  Kudlow  expects 
operating  eaiTiings  to  stay  in  the 
5%  to  6%  i-ange  for  this  year. 

How  strong  will  the  fourth 
quarter  come  in?  The  final  num- 
bers for  the  quarter  could  be  be- 
low the  flash  estimate.  But  Fh-st 
Call  Corp.,  which  had  jjr'ojected 
operating  earnings  for'  the  Stan- 
dar-d  &  Poor's  500-stock  index 
would  rise  3%,  has  boosted  the 
foi'ecast  to  4.5%.  And  when 
every  major  company  has  re- 
ported, says  Research  Dir-eetor- 
Charles  L.  Hill,  "I  wouldn't  be 
sur'prised  if  we  hit  Plus, 
comparing  the  vibr-ant  ear-nings 
with  the  flat  sales  growth  in  the 
BW  sample  suggests  some  com- 
panies managed  substantial  pro- 
ductivity gains. 

AWESOME  SHOWING.  Behind  the 
aver-ages,  though,  ar'e  widely 
varying  stories.  Many  of  the  most 
pleasing  sur'prises  have  come 
fi'om  tech  companies  such  as  Mi- 
crusoft  and  Intel  Corp.  Analysts 
exj^ected  Micr'osoft  to  r-eport  59e 
per  share  and  Intel  $1.04;  instead, 
they  tur-ned  in  73c  and  .$1.1!). 
Over-all,  the  industry's  showing 
was  awesome,  with  a  60%  aver'- 
age  increase  in  net  income.  Part  of  the 
siu'ge  came  fi'om  str-ong  home-PC  sales  at 
Christmas. 

But  ther'e  ar-e  signs — hazy  ones  to  be 
sure — that  the  high-tech  gr'owth  engine 
could  slow.  One  r-eason  sales  soar-ed  in 
the  fourth  quarter  is  that  companies  are 
loading  up  on  high-tech  gear  now  be- 
cause later-  in  the  year-  they'll  be  spend- 
ing their  computer  budgets  on  the  Year 
2000  bug.  Micr-osoft  Chief  Financial  Offi- 
cer Gregory  B.  Maffei  war-ned  analysts 
that  in  coming  cjuarters  they  may  not 
see  the  kind  of  gr-owth  the  company  had 
last  quarter'.  "A  lot  of  r-evenues  may  have 
been  j)ulled  fi'om  '99  back  into  the  last 
quarter-  of  '98,"  he  wai'ned. 

If  Maffei  is  right,  computer-  and  soft- 


war-e  maker-s  could  see  far  slower  year- 
over-year'  gains  in  coming  quarter's.  Part- 
ly because  of  Y2K  imcertainties,  "the  sec- 
ond half  of  1999  may  not  be  as  str-ong," 
Unisys  CEO  Lar-i'y  Weinbach  told  Wall 
Str'eet  after-  his  company  r-eported  a  sm-- 
prise  r-ebound  in  foiuth-quaiter  ear'nings 
after  a  $1  billion  write-off  a  year  ago. 

Unexpected  ear-nings  gains  also  ex- 
tended to  some  of  the  biggest  victims  of 


the  tliir'd  tiuarter':  financial  ser'vices  com- 
panies. The  undeniable  winner  in  that 
crowd  was  Charles  Schwab  &  Co., 
whose  ear'nings  r'ose  69%  to  $106  mil- 
lion. Reason:  The  discount  broker'  fo- 
cuses on  domestic  stockholders  and  es- 
chews the  fancy  under-writing  and 
pr'oprietar'y  trading  businesses  that  be- 
deviled its  white-shoe  br'ethr'en.  Mor'- 
gan  Stanley  Dean  Witter-,  which  saw 
ear'nings  dip  in  the  thir-d  quarter;  posted 
a  $1.2  billion  pr-ofit  in  the  fourth,  partly 
because  of  a  rebound  in  under-wiiting. 
Mer-rill  Lynch  &  Co.,  by  contrast,  was 
still  becalmed  in  the  fourth  quar-ter  be- 
cause of  bond-tr-ading  losses. 

The  quai'ter's  sad  sacks  were  the 
companies  with  the  most  exposure  to 


global  markets.  Heavy-equipmen 
ufactui'ers  in  particular:  Caterpill 
saw  its  net  skid  33%  amid  a  salt 
down  in  Asia.  Commodity  con 
ar'e  also  sulTeiing.  "The  home  rui 
all  hit  at  home,  in  America,"  sa 
ward  E.  Yar'deni,  chief  econoi 
Deutsche  Mor'gan  Gr'enfell.  Exxon 
the  lar-gest  U.  S.  oil  producer,  sa\ 
ings  tumble  39%,  to  $1.5  billion 

lot  of 
revenues  may 
have  been  pul 
from  '99  back 
into  the  last 
quarter  of '98" 

—  GREGORY  MAFFE 
Microsoft 

finished  the  year  at  $11  a 
The  low  oil  price  was  hai 
^mailer  companies.  Texaco 
with  one-fourth  of  Exxoi 
enues,  recorded  a  loss  • 
million.  And  copper  pru 
Phelps  Dodge  Corp.  dis 
Wall  Street  with  a  loss 
million  as  copper  prices 
1998  at  half  the  level  of 
earlier'.  When  might 
■lime?   "That's  unknoi' 
ighs  Tr'easur'er  Thomas 
Sur'e,  the  world  beyd 
U.  S.  bor'ders  could  finall 
the  domestic  economy,  makini 
companies  feel  the  pain  of  thi 
tans.  Or  the  economy's  exubei'ani 
spur'  inflation,  pushing  up  interes 
and  putting  a  br'ake  on  growth, 
mists,  for  example,  ar'e  carefully 
toring  wage  costs,  which  Staii< 
Poor''s  DRi  pr'ojects  will  rise  8.!' 
year,  up  fi'om  3.6%.  in  1998.  Then 
they  had  the  same  worries  la 
"Not  long  ago,"  says  Gruntal  o 
Joseph  V.  Battipaglia,  "we  heai 
of  a  r'ecession  in  1999.  Not  now 
that's  in  lar-ge  part  due  to  199.'- 
sweet  surprise. 

By  Lamj  Light,  with  Fred  Jt 
and  Ira  Sager  in  New  York  and, 
reports 


COMMENTARY 


By  Owen  Ullmann 

GREENSPAN:  BETWEEN  THE  HAWKS  AND  A  HARD  PUGE 


Greenspan  is  even  prepared  to  cut 
rates  again  if  required  to  stabilize 
the  world  financial  system,  regard- 
less of  the  new  buying  spree  likely 
unleashed  on  Wall  Street.  "The  risks 


sually,  when  the  U.  S.  economy 
starts  rollicking  too  much,  you 
:ain  count  on  the  Federal  Re- 
;  to  halt  the  party  before  it 
.s  the  economy  with  an  inflation 
over.  Not  this  time.  When 
man  Alan  Greenspan  and  his 
itary  mavens  gather  on  Feb.  2-1 
11  be  looking  at  an  economy 
!  whooping  it  up:  a  siz- 
stock  market,  run- 
consumer  spending, 
ising  wage  pres- 
:  In  more  tranquil 

the  Fed  would  be 
;ing  whether  it's 
to  hike  interest 
to  cool  things  off. 
t  with  the  global  fi- 
al  system  still  in 
e  condition,  the  Fed 
I't  dare  boost  rates. 
)u  just  looked  at  the 
Stic  economy,  the 
vould  be  leaning  to- 
tightening,"  says 
!r  Fed  Vice-Chair- 
Manuel  H.  Johnson, 
it  has  no  choice  but  to  keep 
<  inomy  strong  and  the  stock 
t  up.  If  it  signaled  tighter  poli- 
'  night  set  off  a  bombshell." 
now,  inflation  is  be- 
-u  there's  no  risk  in 
K  rates  steady.  But 

!iis  year,  the  rate-  j  i  •       p  •  i 

Federal  Open  Mar-  prGveiit  him  irom  tightening 

iinmittee  could  find 

inable  to  thwart  rising  infla-        of  letting  the  global  economy  falter 
y  pressui'es.  Some  Fed  officials     are  far  gi-eater  than  the  risk  of  let- 
.ely  concede  they  may  need  to      ting  inflation  out  of  the  bottle,"  says 
n  if  the  economy  refuses  to  one  Fed  official. 

That's  a  comforting  view  for  in- 
vestors around  the  world:  With  Asia 
in  a  deep  slump  and  Europe  slowing. 


RISK, 


A  shaky  global  economy  may 


n  its  own.  But  that  option  is 
v'ivable  if  much  of  the  global 
ny  is  in  recession  or  turmoil. 


everyone  is  depending  on  the  power- 
ful U.  S.  economy  to  prevent  the  first 
global  downturn  since  World  War  II. 
"Even  a  hint  that  the  U.  S.  might  go 
into  a  recession  is  unthinkable,"  says 
former  Fed  Governor  Lawrence  B. 
Lindsey.  "The  Fed  has  become  the 
guarantor  of  both  the  world  economy 
and  the  U.  S.  stock  market." 
That  role  makes  some 
FOMC  members  nervous. 
Their  concerns  began  to 
grow  after  Greenspan  re- 
quested a  quarter-point 
rate  cut  in  November,  the 
third  in  three  months.  Fed 
sources  say  the  move  was 
a  tough  sell.  Now,  several 
FOMC  members  have  mis- 
givings about  the  cut  be- 
cause of  a  later  runup  in 
stock  prices  and  signs  of 
strong  economic  growth. 
SPARK.  Greenspan  isn't 
fretting  about  inflation 
right  now.  His  chief  worry 
^HBpr     is  a  stock  market  that's 
WK^   rising  much  faster  than  corpo- 
^  rate  proflts.  The  higher  stocks 
soar,  he  fears,  the  farther  they  can 
fall,  causing  a  reverse  "wealth  effect" 
that  would  spark  a  U.  S.  slowdown. 

Despite  his  anxieties, 
Greenspan  recognizes  that 
he  may  have  to  give  Wall 
Street  another  unintended 
boost  if  a  new  crisis  re- 
quires a  rate  cut.  It's  a 
trade-off  worth  making.  When  you 
have  to  play  central  banker  for  the 
world,  frothy  stock  prices  aren't  so 
bad.  The  alteniative  is  a  lot  scarier. 

Senior  Writer  Ullmann  lias  fol- 
lowed the  Fed  for  two  decades. 


■G|  ATORS 


E  GING  IN 
E  GE  FUNDS 

i"si|  ;redit  controls.  Then...? 


n  Federal  Reserve  Chairman 
an  Greenspan  testified  to  Con- 
ess  after  the  $3.6  billion  bailout 
Term  Capital  Management,  he 
"questionable"  whether  global 


hedge  fimds  should  be  regulated  by  the 
U.  S.  alone.  Instead,  he  said,  regulators 
should  impose  controls  on  bank  lending 
to  the  funds.  Now,  international  central 
bankers  and  regulators  are  endorsing 
the  recommendation.  And  the  Fed  it- 
self plans  to  issue  new  mles  for  hedge- 
fund  lending  in  early  Febmary. 

Will  regulation  of  hedge  fimds  them- 
selves be  next?  Perhaps — if  crecht  con- 
trols prove  inadequate.  A  panel  of  the 
Basle  Committee  on  Banking  Supei-vi- 
sion,  a  gi'oup  that  oversees  international 
bank  lending,  warned  on  Jan.  28  that 
some  hedge  fund  activities  may  thi-eaten 


the  world  financial  system.  But  many 
fimds  are  domiciled  in  loosely  regulated 
offshore  financial  centei-s,  and  tightei'  reg- 
ulation could  face  big  political  obstacles. 

The  panel  wants  banks  to  closely 
monitor  loans  to  hedge  fimds  and  be- 
come harder-nosed  about  the  collatei'al 
hedge  funds  offer  Collateral  can  plunge 
in  value  when  markets  fear  that  huge 
portfoho  liquidations  are  imminent. 

Since  Greenspan's  October  speech, 
mai'kets  have  calmed.  But  his  colleagues 
want  insurance  against  another  ltcm- 
style  debacle. 

By  William.  Glasgall  in  New  York 
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ASIA 


HOW  LONG  CAN  BEIJING 
HANG  TOUGH? 

Pressures  mount  for  China  to  devalue  or  face  turmoil 


For  a  few  teirifying  hours,  traders 
thought  they  were  witnessing  the 
start  of  the  next  Asia  crisis.  Boui's- 
es  fi"om  Seoul  to  Singapore  plunged  Jan. 
25  after  an  article  in  the  Chinese  press 
suggested  a  devaluation  of  the  yuan 
could  boost  the  sagging  economy.  Ner- 
vous traders  feared  such  a  move  could 
prompt  battered  countries  like  Thailand 
to  devalue  their  cun-encies  again — and 

just   when  things   

were  starting  to 
look  better  in  Asia. 
Only  vigorous  de- 
nials by  Beijing  re- 
stored calm. 

But  the  official 
promises  don't  have 
investors,  bankers, 
or  people  doing  business  in  China 
breathing  easy.  As  much  as  Chinese 
leaders  would  prefer  to  hold  the  line, 
they  may  be  forced  to  devalue  as  early 
as  the  second  half  of  1999.  Exports, 
which  make  up  20%  of  the  economy,  are 
dramatically  slowing.  Unemployment  is 
rising  sharply,  leading  to  more  and  more 
worker  protests.  And  foreigners  are  los- 
ing their  appetite  for  the  China  mar- 
ket and  scaling  back  investment  and 


Just  one  article  in 
the  press  started 
a  fearsome  panic 


lending.  The  result  will  be  slower 
growth  this  year — perhaps  just  4.5%, 
nowhere  near  Beijing's  7%  forecast. 

If  Beijing  finds  itself  with  no  other 
choice  but  devaluation,  the  hope  is  that 
a  readjustment  would  help  exports, 
boost  consumer  spending,  and  create 
enough  jobs  to  absorb  this  year's 
record  number  of  unemployed,  which 
some  economists  put  at  15%.  That's  an 
  option  of  last  re- 
sort, however,  since 
the  fear  is  that 
even  a  modest  de- 
valuation could  trig- 
ger a  worldwide 
panic,  wipe  out  the 
fragile  Asian  recov- 
ery,  and  send  the 
U.  S.  trade  deficit  soaring. 

But  Beijing's  efforts  to  clean  up  its 
shaky  financial  sector  could  dampen 
growth  further  and  force  devaluation 
later  The  Jan.  10  bankruptcy  of  Guang- 
dong International  Tiust  &  Investment 
Corp.  (GiTic)  has  spooked  foreign 
lenders,  who  may  not  see  a  penny  ft'om 
their  loans.  So  international  bankers  ai'e 
calling  in  some  of  their  loans  in  China 
early,  refusing  to  roll  over  others,  and 


balking  at  lending  new  mi 
That's  causing  default  at  M 
other  investment  comj  wj 
"Banks  vdll  be  very  diser  |j 
ing,"  says  Jim  Lam  of  abn' 
Asia  Ltd.  in  Shanghai.  "C  tii 
companies  will  definite!  - 
tightened  credit."  •  ■ 

BUILDING  BOOM.  For  no\ 
jing  is  trying  Keynesia: 
stimulus.  It's  pumping  1  1' 
into  infrastracture  project  ' 
roads  and  phone  lines  to  I ' 
tion  schemes.  "The  goal  is  -J- 
taining  social  stability,"  sa 
deep  Mukherji,  an  analyi  ^ ' 
Standard  &  Poor's  Corp.  J' 
Yet  there  are  doubts  tl  ^ 
be  enough,  ^f" 
IDLE  HANDS:    is  dealing  >e  J 
The  ranks  of  serious  c 
the  jobless      pacity.  Init'' 
may  have  hit  ries  have  i  H 
15%  to$500  bili« 

  half  of  thi  P« 

economy,  and  fears  of  skyrocket)  fp" 
employment  have  dampened  coiwi'i 
spending.  Prices  have  droppraai 
months  in  a  row.  "Deflation  pres 
huge,"  says  Chi  Lo,  senior  interr  itai 
economist  at  hsbc  Securities  As  at 
in  Hong  Kong.  fe* 
China,  with  its  many  strength  s  ' 
Brazil.  Despite  its  mounting  ec  Asi; 
woes,  it  still  has  a  huge  current-i  tat 
surplus,  not  to  mention  $145  bi  >  i 
foreign-currency  reserves.  If  ]  fw 
were  to  devalue,  it  would  spariiiii: 
on  domestic  banks,  which  rely  c  Nav 
bilhon  in  deposits  for  survival.  '  re  se 
leaders  also  know  they  could  trij  'n  (i 
attack  on  the  Hong  Kong  dollar  ilcu 
is  pegged  to  the  greenback.  D  n  m 
tion  would  also  mean  a  loss  of  fa  Ki 
na  won  kudos  from  the  U.  S.  for  i.  'if 
its  cuiTency  fimi  in  the  midst  01  i  k 
By  weakening  it  now,  Beijing  wo  top  [ 
dermine  goodwill  when  it  is  uncCui 
for  its  latest  crackdown  on  disse  s  tin 
China  is  trying  to  ease  the  Mk 
other  ways,  such  as  export  rebatiii ;! 
amount  to  a  de  facto  devaluat  in  •« 
exporters.  Electronics  exporte  it  an 
now  get  a  full  tax  refund  from  tl  hs, 
emment  rather  than  pay  8%  ta  \  h 
officials  are  calling  foul.  They  in  sparu 
bates  amount  to  export  subsidi  Inni] 
violate  World  Trade  Organizatioi  tli  as 
Beijing  may  be  able  to  stav  inane 
devaluation  for  now.  But  growiii  \  tV 
over  the  economy  will  continue  t  p,  eon 
skittish  mai'kets — not  to  mention  iati^o 
officials  themselves.  So  count  oeij, 
scaiy  moments  ahead.  S|ia|i. 

By  Dexter  Roberts  in  Beiji'k\ 
Joyce  Barnathan  in  Hong  Koni  abijui 


IIAPITAL'S 

II YO  TREASURE  HUNT 

li  buy  tens  of  billions'  worth  of  assets  in  the  next  few  years 

weekly  tabloids  have 
'  anting  about  how  for- 
-  have  been  trying  to 
Ibkyo's  financial  mar- 
w.  they  really  have 
:  to  get  excited  over, 
i  -U,  in  the  biggest  for- 
)  lilt  on  I'ecord  in  Japan, 
A  al  Corp.  snapped  up 
:  worth  of  assets  &"oni 
,sing  Coip.,  an  affiliate 
-1  Term  Credit  Bank  of 
;.  le  Japanese  tabs  may 
more  to  wiite  about  as 
ice  unit  continues  to 
)argains. 

\sia's  economic  melt- 
gan,  GE  Capital  has 
pping  for  assets.  In 
ought  about  $1  billion 
rhai  auto  loans  for  half 
value,  and  it's  part  of 
hat's  angling  to  take 
!a  Fii-st  Bank, 
seaehliead  in  Japan  is 
;e  Capital's  goal  of 
Asian  earnings  from 
today  to  10%  by  2001. 
5  clearly  the  single 
portunity  for  us  right 
5  GE  Capital  President 
Nayden.  "The  oppor- 
•e  sizable,  and  they're 
ry  fast."  Analysts  say 
i(iila|  il  could  invest  up  to 
1  in  Japanese  assets 
lext  few  yeai's. 
>.  GE  has  an  eye  for 
!  financial  assets.  It 
up  buyer  of  Resolu- 
li     Corp.  assets  during 
.  ^  thrift  crisis,  and  it 
!  lore  than  $30  billion  in 
n  the  early  1990s. 
;  in  when  it's  ugly,  and 
u  it  around,"  says  Pvu- 
h1|  Securities  analyst 
a  Heymann. 
V  ipan's  Ministiy  of  Fi- 

llowing  deals  with  foreign  in- 
•h  as  GE  to  help  revive  Japan's 
'  'inancial  industiy  On  Jan.  27,  a 

I  1  for  General  Motors  Accep- 
I.  confuTned  that  the  company 
iating  for  a  portfolio  of  assets 

n  ler  ltcb  affiliate.  Japan's  NUmi 

II  spaper  reported  that  the  deal 
11  Ive  buying  about  $8.6  billion  of 
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til  about  $1  biUion.  With  ge,  Mer- 


lill  Lynch,  Travelers  Group,  Fidelity  In- 
vestments, and  Japanese  banks  and  bro- 
ker's also  cincliing  alliances,  "the  Japanese 
financial  crisis  may  now  be  coming  to  an 
end,"  says  Eisuke  Sakakibara,  Vice-Fi- 
nance Minister  for  International  Affairs. 

The  Japan  Leasing  deal  dwarfs  any- 
thing yet  completed.  Wlien  the  company 
wQwi  bankrupt  with  $17  bilUon  in  liabih- 
ties,  it  was  the  biggest  corpor-ate  failure 


in  Japanese  history.  That  trigger-ed  the  . 
nationalization  of  its  primary  lender  and 
second-lai'gest  shareholder,  Long-Term 
Cr-edit  Bank  of  Japan,  a  month  later. 

Along  vdth  contr-ol  of  ltcb,  the  gov- 
ernment assumed  the  assets  of  Japan 
Leasing — which  mof  officials  wanted  to 
unload  as  soon  as  possible.  So  ge  Capital 
was  able  to  force  the  government  to 
swallow  the  firTn's  dud  real  estate  loans. 
That  leaves  ge  Capital  with  a 
portfolio  of  equipment-leasing 
and  auto-fleet  contracts  carry- 
ing a  $6.5  billion  book  value. 

How  much  did  ge  Capital 
pay?  The  company  won't  say. 
But  Nayden  notes:  "The  Japan- 
ese government  has  been  ex- 
tremely flexible,  cooper-ative,  and 
r'eceptive  to  new  ways  of  tliink- 
ing."  Analysts  such  as  Salomon 
Smith  Bar-ney's  Jeffr-ey  T. 
Sprague  figiu'e  ge  paid  about 
$4.2  biUion  up  front.  The  bal- 
ance of  $2.3  billion,  35%  of  book 
value,  vnW  be  held  in  reserve. 
If  the  leasing  portfolio  is  less 
soimd  than  advertised,  the  com- 
pany keeps  the  $2.3  billion. 
WIDE  MARKET.  Overnight,  GE 
Capital  will  become  Japan's 
No.  3  leasing  concern  and  get 
access  to  some  70,000  cor-porate 
chents  of  Japan  Leasing.  That 
could  come  m  handy.  Last  year; 
ge  Capital  pumped  $575  million 
into  a  joint  venture  with  Toho 
Mutual  Life  Insurance  Co.  It 
could  easily  cross-mar-ket  corpo- 
rate life  insm-ance  plans  to  these 
clients,  ge  Capital  could  also  ex- 
pand into  coipor-ate  lending. 

GE  Capital  further  hopes  to 
car-ve  out  a  big  shar-e  of  Japan's 
$42  billion  consumer'-frnance 
market.  It  has  acquir-ed  Koei 
Credit  Co.  and  Lake  Corp.,  both 
of  which  specialize  in  lending  to 
individual  bon-owers  who  don't 
qualify  for  bank  loans,  at  aver- 
age interest  rates  of  26%. 

Rivals  aren't  going  to  cede 
gr-ound  easily.  In  December, 
tr-ading  company  Mitsubishi 
Corp.  abruptly  cut  off  talks  for  a 
leasing  tie-up  with  ge  Capital 
once  it  hear'd  the  American  fir-m 
was  talking  to  Japan  Leasing. 
What's  mor-e,  ing  Groep,  Met- 
ropolitan Life,  and  Deutsche  Bank  are 
bidding  for  Aoba  Life,  which  inherited 
the  policies  of  failed  Nissan  Insiu'ance. 

Having  a  worid-class  competitor  throw 
its  heft  ar-ound  may  well  scar-e  the  day- 
lights out  of  Japanese  rivals.  But  maybe 
that's  just  the  jolt  Japan  needs  to  get 
its  economy  back  in  working  order. 

By  Brian  Bremner  in  Tokyo  arid 
Diane  Brady  in  New  York 
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AUTOS 


A  SWEDISH  TIGER 
IN  FORD'S  TANK 

By  bagging  Volvo,  the  No.  2  carmaker  inches  closer  to  GM 


Last  October,  Ford  Motor  Co.  learned 
a  lesson:  Even  in  a  global  auto  busi- 
ness glutted  with  excess  capacity, 
you  can't  get  assets  on  the  cheap.  Ford 
found  that  out  when  it  made  a  low-ball 
bid  to  snag  Korean  auto  maker  Kia  Mo- 
tors Coi-p.  and  lost  it  to  Hyimdai. 

Tliree  months  later,  the  world's  No.  2 
auto  maker  is  walking  away  with  a 
prize,  the  car  business  of  Sweden's  Vol- 
vo, by  paying  .$6  billion  dollars — billions 
moi'e  than  it  originally  hoped.  But  Volvo 
is  considered  one  of  the  choicest  targets 
in  the  industiy.  And  the  deal,  which  was 
expected  to  be  announced  on  Jan.  28, 
would  help  Ford  pursue  three  goals: 
boost  mai'ket  shai"e,  fill  a  hole  in  its  line- 
up, and  give  it  a  little  more  momentum 
in  its  drive  to  unseat  General  Motors 
Coip.  from  the  No.  1  slot. 
BARELY  A  DENT.  After  buying  Volvo, 
Ford  would  have  worldwide  sales  of  7.2 
million — a  scant  300,000  behind  global 
leader  cm  and  miles  aliead  of  Toyota  Mo- 
tor Coi"p.  and  Volkswagen.  Ford  felt  the 
deal  was  essential,  given  the  ever-in- 
creasing pace  of  industry  consolidation. 

And  with  $24  billion  in  cash  barely 
dented  by  the  Volvo  deal.  Ford  may  not 
be  finished  buying.  Even  as  they  were 
eyeing  Volvo,  Ford  executives  were  con- 
sidering combinations  with  either  BMW 
or  Honda  Motor  Co. — neither  of  which 
are  likely  to  march  down  the  aisle  will- 
ingly. "We  intend  to  be  the  best  auto 
company  in  the  woiid,  and  we  haven't 
inled  out  being  the  biggest,  either,"  Ford 
Vice-Chairman  Peter  J.  Pestillo  declared 
last  September  when  Chairman  William 


VOLVO'S  S80 
SEDAN  HAS 
WON 
RAVES 


YOU  AIN'T  SEEN  NOTHIN'? 


C.  Ford  Jr.  and  ceo 
Jacques  A.  Nasser  took 
over. 

Witli  Volvo,  howeve]', 
Ford  would  gain  much 
more  than  just  size.  In 
the  U.S.,  Ford  officials 
admit  the  company's  lux- 
ury car  sales  are  weak 
in  Northeastern  states, 
where  Volvo  does  much 
of  its  business.  In  Eu- 
rope, Ford  repeatedly  has 
failed  to  take  its  brand 
upscale.  Willie  Jaguai-  has 
always  aimed  at  the  top 
of  the  market,  it  is  now 
trying  to  captui'e  an  even 
broader  affluent  following  Ford  may  Still  be 

with  its  new  $45,000  S-  shopping:  "We're  always 
type.  But  Ford  hasn't  prepared  to  sit  down 

competed  effectively  in  ^ 

the    $;!0,ooo-to-$40,ooo  and  talk  with  anyone," 

price  range,  where  Volvo  sayS  Ford  CEO  NaSSer 
is  strong.  "Volvo  is  a  nice 
fit  for  Foi-d  because  it  fills  a  niche,"  says 
Wendy  B.  Needham,  auto  analyst  with 
Donaldson  Lufkin  &  Jenrette  Secuiities 
Corp.  in  New  York. 

If  Volvo's  independent-minded  share- 
holders approve  the  Ford  deal,  it  would 
be  the  fii'st  transatlantic  auto  acquisition 
since  Daimler-Benz  took  over  Chiysler 
Coip.  for  $35  billion  in  November.  That 
deal  set  auto  executives  on  a  tear,  con- 
\inced  that  the  technology-intense,  lugh- 
cost  industry  would  collapse  as  nearly 
40  companies  scrambled  for  market 
share.  The  alternative  is  a  massive  con- 
solidation that,  indastiy  execs 
predict,  will  reduce 


the  industry  to  six  major  plaj 
2010.  Even  now,  the  new  D 
Chiysler  is  in  talks  with  Nissan, 
troubled  No.  2  auto  maker.  In  a  I 
where  a  new  model  can  cost  $3  b 
develop  from  scratch,  "any  comp; 
ducing  less  than  1  million  units 
won't  sui-vive  in  a  robust  fashio: 
Ford's  Nasser. 

Casting  its  car  futui-e  with  F( 
would    give  V( 
chance  to  reinvei 
It  is  expected  t 
its  profitable  heav 
division,  which  ii 
to  try  to  alig; 
Swedish  true 
Scania.  Accord 
sources  close  to  t 
Volvo  passed  up 
with  Fiat,  even 
the  Italian  carina 
believed  to  be  w. 
pay  as  much  as 
lion.  The  hitch 
Fiat  also  wanted 
truck  business 
Volvo  didn't  wan 
HOT  WHEELS.  Vo 
ogiiized  that  it  c| 
longer  go  it  alone 
even  though  its  : 
lineup  is  faring 
Swedish  auto 
known  for  its  h 
safe  cai's,  has  begun  to  discover 
of  attractive  automotive  design 
U.S.  sales  jumped  11.3%  last 
101,172  cars,  thanks  in  pai*t  to  tl 
ly  styled  C70  coupe.  It  now  selli 
vertible,  too.  And  Volvo  is  gettini 
for  its  elegantly  styled  S80  sedai 
stalls  at  $36,395,  well  below  coi 
models  fi'om  bmw  and  Mercedes-, 
Hot  new  models  like  those  ha' 
ed  Volvo  on  an  accelerating  ^ 
curve.  The  auto  maker  expects, 
wide  sales  to  reach  500,000  by  20! 
healthy  profit  mai'gins  of  5%  to  !r 
Hans-Olov  Olsson,  Volvo's  U.  S.  ( 
the  U.  S.,  Volvo  expects  sales  t  ■ 
past  200,000  cars  after  2000.  "W( 
we  have  a  strong  gi'owth  stratei 
U.  S.,"  says  Olsson. 

So  does  Ford  f^EO  Nasser, 
other  acquisition  comes 
liis  pocketbook  is  o] 
the  right  piic(j 
always  prepar< 
down  and  t£| 
anyone,"  he 
cently.  Toda^] 
tomoiTow . . .  j 
By  Keith  f 
ton  in  Detrol 
Stan  ley  Reed  in  \ 


COIVilVlENTARY 

By  Aaron  Bernstein 


SOCIAL  SECURITY:  GO  REFIGURE 


Democrats  and  Republicans 
disagree  sharply  on  how 
to  save  Social  Securi- 
ty. But  they  agree  on 
two  things:  the  sys- 
tern  faces  a  fund- 
ing crunch  some 
30  years  hence 
and  investing 
in  the  stock 
market  can 
help  fill  the 
gap. 

Problem  is, 
both  of  these 
views  can't  be 
correct.  The 
fear  of  a  gigantic 
shortfall  in  funds 
rests  on  the  Social 
Security  Administra- 
tion's (SSA)  projection  of 
an  economy  growing  at  just  1.4% 
over  the  next  75  years.  But  the 
stock  market  solution  depends 
upon  equities  producing  inflation- 
adjusted  returns  of  some  7%  a  year, 
which  is  what  has  happened  over 
the  past  three-quarters  of  a  century, 
when  the  economy  averaged  3% 
annual  growth.  "If  you  believe  the 
Social  Security  projections,  the  rate 
of  return  on  capital  will  be  less," 
says  Jeremy  J.  Seigel,  an  expert  on 
long-term  stock  trends  at  the  Uni- 
versity of  Pennsylvania's  Wharton 
School. 

DEEP  GLOOM.  The  politicians  can't 
have  it  both  ways.  Either  the  econo- 
my will  grow  at  far  below  the  his- 
toric rates,  and  there  will  be  a  So- 
cial Security  crisis  that  the  stock 
market  will  not  be  able  to  rectify. 
Or  the  economy  will  gi'ow  at  a 
faster  rate,  the  stock  market 
will  continue  to  rise  at  a 
healthy  pace,  and  Social  Securi- 
ty will  have  the  funds  it  needs 
to  keep  operating  throughout 
the  retirement  of  the  baby 
boom  generation. 

What  makes  ssa  take  a  view 
that's  so  pessimistic?  The 
agency  doesn't  believe  that 
productivity  will  continue  to 
grow  as  rapidly  as  it  has  since 
1995.  Agency  economists  say 
they  are  simply  being  prudent 


by  projecting  a 
future  annual  rate  of  1.26%  for 
productivity.  To  arrive  at  this  num- 
ber, the  agency  focuses  on  the  1% 
average  annual  increase  set  between 
1973  and  1995  and  ignores  the  more 
recent  spikes  that  have  put  produc- 
tivity gains  closer  to  the  historic 
2%-a-year  average.  The  ssA  viev/s 
population  growth  in  much  the 
same  fashion.  It  focuses  on  the 
trend  toward  smaller  families  that 
began  in  the  1970s  and  dismisses 
the  rise  in  birth  rates  that  has  oc- 
curred in  this  decade  as  a  possible 
aberration. 

If  the  SSA  is  right,  the  stock  mar- 
ket can't  be  the  savior  of  Social  Se- 
curity. With  subpar  productivity 
gains  and  slower  growth  in  the  la- 
bor force  and  the  ranks  of  con- 


IF  THE  ECONOMY  PERFORMS  AS 
PREDICTED.  CAN  THE  STOCK  MARKET 
SAVE  SOCIAL  SECURITY? 


Average  annual  growth  rates 

PAST  75  YEARS    NEXT  75  YEARS 


s:h 


INFLATION-ADJUSTED  GDP 

3.0% 

1.4% 

PRODUCTIVITY 

2.1 

1.3 

LABOR  FORCE 

1.4 

0.3 

sumers,  corporate  profits  are  un 
ly  to  expand  rapidly.  P 

-  -0fillf!<Wil^'-  "     without  higher  pro: 

■  '     ''  it's  hard  to  see  1,' 

equities  will  ct 
tinue  to  rise 
annually  ovi 
future  deca 
Stephen  C 
Goss,  Soci; 
Security's 
deputy  ch 
actuary,  a 
gues  that 
stock  gain; 
linked  to  e 
nomic  grov 
only  in  the  s 
term.  But  ovei 
time,  capital  has 
fixed  rate  of  returi 
As  a  result,  stocks  can  . 
deliver  the  returns  even  if  grost 
mestic  product  slows.  Experts 
as  Seigel  disagree.  And  so,  no 
doubt,  would  Wall  Street  pros  a 
corporate  executives  who  still  tl 
that  slow  gi'owth  means  market 
doldrums. 

ALTERNATE  MODEL.  The  SSA  isn' 
totally  wedded  to  its  gloomy  pn 
tions,  however.  It  has  an  alterni 
model,  in  which  gross  domestic 
product  growth  averages  2.14% 
year  over  the  next  75  years.  At 
rate.  Social  Security  is  likely  to 
show  a  slight  surplus  through  2i 
largely  because  the  population 
gi'ows  faster  and  there  are  mori 
workers  paying  taxes  for  every 
retiree  drawing  a  government  r 
tiree  check. 

Clearly,  no  one  can  predict  w! 
will  happen  over  such  a  Ion 
period  of  time.  But  if  you 
think  that  the  markets  will 
match  their  historic  perfor- 
mance, you  shouldn't  be  wc 
ing  so  much  about  Social  Si 
rity.  And  if  you  buy  the  no 
that  we're  in  for  75  years  c, 
1.4%  growth,  you  have  a  lo 
more  to  worry  about  than  j 
Social  Security. 


*Social  Security  Administration  projections 

DATA:  SOCIAL  SECURITY  ADMINISTRATION,  PREAMBLE  CENTER 
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High  Tech 
High  Fashion 


Hi  Wall  Street 

See  the  Victoria's  Secret  Fashion  Show  LIVE  online. 

lis  Wednesday,  tickers  will  be  racing  after  the  markets  close.  The  Victoria's  Secret  Fashion  Show  will  be 
Dadcast  LIVE,  online,  for  the  first  time  ever.  Stephanie,  Tyra,  Laetitia,  Karen,  Daniela,  Heidi,  and  twenty 
ore  of  the  most  beautiful  women  in  the  world  hit  the  runway  on  February  3,  at  7  pm,  EST.  So  get  to 
ww.VictoriasSecret.com.  It's  proof  positive  that  you  can  turn  more  than  profits  on  the  internet. 

VICTORIA'S  SECRET  ! 


A  division  of  Intimate  Brands,  inc.  /  NYSE:  IBI 


News:  Analysis  &  Commentary 


COMMENTARY 


By  Mark  Hyman 


THE  OLYMPICS:  CORPORATE  AMERICA 
SHOULD  SEIZE  THE  TORCH 


If  one  thing  is  cleai'  from  the 
Olympics  scandal,  it  is  this:  The  In- 
temational  Olympic  Committee 
thinks  it  answers  only  to  itself.  That 
is  why  !0('  chief  Juan  Antonio  Sama- 
ranch thought  he  could  appoint  close 
associates  to  investigate  others  he  had 
handpicked.  That's  why  he  thought  if 
he  fii'ed  a  few  officials  and  offered 
mea  culpas,  the  mess  would  go  away. 

But  Samaranch — "Your  Excellen- 
cy" to  his  friends — does  answer  to  a 
higher  authority.  It's  Corporate 
America.  True,  corporations  don't  i-un 
the  Olympics.  They  do,  however,  pay 
for  them.  In  Salt  Lake  City,  corpo- 
rate sponsorship  will  account  for 
more  than  half  the  $1.45  billion  oper- 


NAGANO  '98  FLAGS:  Sponsors  pay  up  to  $50  million 


ating  budget.  "As  stakeholders  in  the 
Olympics,  [corpor-ations]  ought  to  be 
demanding  a  cleaning  of  the  house," 
says  Boston  University  Professor 
Otto  Lerbinger,  author  of  Tlie  Crisis 
Manager:  Facing  Risk  and  Respon- 
sibility. Not  only  do  they  have  the 
clout  to  demand  changes,  it's  in  their 
interest  to  do  so.  If  the  public  loses 
interest  in  tainted  Games,  sponsor- 
ship will  be  a  waste  of  money. 
GOLD  RUSH.  Two  decades  ago,  the 
idea  of  sponsors  as  the  conscience  of 
the  Olympics  would  have  been  laugh- 
able. But  in  the  1970s,  with  few  cor- 
porate dollars  behind  them,  the 
Games  were  a  financial  nightmare. 
So  Peter  V.  UebeiToth,  president  of 
the  Los  Angeles  Olympic  Committee, 


increased  fees  from  sponsors  twenty- 
fold  for  the  '84  Games — and  turned  a 
profit.  Now,  coi"porate  dollars  rush  in. 
Eleven  worldwide  sponsors — includ- 
ing Coca-Cola,  Eastman  Kodak,  Mc- 
Donald's, and  John  Hancock — pay  up 
to  $50  million  each  to  wrap  their 
products  with  the  Olympic  spirit. 

Some  sponsors  seem  pleased  with 
the  loc's  initial  house-cleaning. 
"They've  done  what  they  told  us  they 
were  going  to  do,"  says  Ben  Deutsch, 
Coke's  Olympic  mai'keting  spokesman. 
But  they  warn  that  a  few  filings  and 
pr-omises  won't  do  the  trick.  In  mid- 
January,  worldwide  sponsor  United 
Parcel  Service  met  with  loc  officials 
to  call  for  "more  than  finger-pointing," 
says  Susan  Rosenberg, 
Olyinpic  marketing 
spokespei-son  for  UPS. 
"They  showed  an 
enoiTnous  amount  of 
leadership,"  says 
David  F.  D'Alessandro, 
president  and  chief  op- 
erating officer  of  John 
Hancock  Mutual  Life 
Insui'ance  Co.  But,  he 
adds,  "the  real  ques- 
tion from  a  sponsor 
standpoint  is  whether 
[the  IOC  report]  repre- 
sents a  real  devotion 
to  change." 

D'Alessanch'o  seeks 
wholesale  refoiTn.  He 
wants  a  new  system  for  appointing 
the  IOC  that  will  be  more  democratic 
and  include  more  athletes.  And  he 
wants  committee  membei-s  held  to 
strict  conflict-of-interest  standards  and 
the  IOC  audited  regularly. 

But  the  corporate  sponsors  are 
still  hesitant  to  make  the  change  that 
would  really  send  a  signal  that  re- 
forni  is  for  real:  sacking  Samaranch. 
"On  balance,  he  has  done  more  good 
than  haiTn,"  says  D'Alessandi'o.  That 
arginnent  gi-ows  weaker  daily.  Spon- 
sors should  oust  Samaranch  and  in- 
stall someone  with  a  reputation  foi' 
the  utmost  integTity.  Only  then  will 
the  Olympics  shine  again. 

With  William  C.  Symonds  in 
Boston  and  Dean  Foust  in  Atlanta, 


MARKETING 

GM  DEALERS 
ARENT  BUYINGIl 

Their  parent  wants  theme 
focus  on  image,  not  price 


c 


hevrolet  dealer  Gordon  Stew 
mits  his  adveitising  is  not 
pretty.  But  shouting  aboi 
prices  "sells  the  iron,"  says  Si 
owner  of  three  stores  in  Flori' 
Michigan.  Stewart  says  it  was 
bombshell"  when  General  Motor; 
gi'abbed  back  $500  million  set  a;- 1 
dealers  to  produce  local  ads:  "It 
furiated  dealers  across  the  couiii 
In  Chicago,  more  than  60  ; 
hired  former  Ti'ansportation  Sf 
Samuel  K.  Skinner  and  took  GM  t 
on  Jan.  26.  Others  may  follow  su 
like  fighting  your  j^arents,"  says 
Napleton,  a  Park  Ridge  (111.)  < 
dealer.  "We  don't  mean  to  be  d 
but  we  have  to  stand  up  for  oui' 
GM  is  standing  up  for  a  princi] 
It's  trying  to  make  dealers  gi 
with  a  brand-management  stratej 
according  to  gm,  is  key  to  restor 
company's  flagging  market  sh; 
began  the  controversial  market 
proach  that  stresses  image  over 
1994.  Its  champion  was,  and  conti 
be,  Ronald  L.  Zairella,  then  vici 
dent  for  marketing,  now  North 
can  auto  chief. 

"OFF-THE-WALL."  But  many  GM 
have  never  signed  on.  "The  re 
that  this  is  a  price-driven  marke 
Merrill  Lynch  &  Co.  auto 
Nicholas  Lobaccai-o.  And  even  as 
to  build  up  the  value  of  its  brat 
has  matched  its  rivals  with  rebat< 
sales  needed  a  boost. 

Ill  December,  gm  decided  it  w 


American  Century's  GNMA  Fund 

An  Accomplishment 
Worth  Repeating 
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•  Forbes 

"Best 

Buy" 

1993 

•  Forbes 

"Best 

Buy" 

1994 

•  Forbes 

"Best 

Buy" 

1995 

•  Forbes 

"Best 

Buy" 

1996 

•  Forbes 

"Best 

Buy" 

1997 

•  Forbes 

"Best 

Buy" 

1998 

Average  annual  total  returns 
as  of  December  31, 1998 

1  Year         5  Years 

10  Years 

Life  of  Fund 
(9/23/85) 

GNMA  Fund 

6.3%  6.8% 

8.7% 

8.7% 

Jse  flsfc  for  a  prospechis  ii'itli  more  complete  infonnatioii,  including  charges  and  expenses.  Be  sure  to  read  it  carefidly  before  you 
sst.  Please  constdt  a  prospectus  for  information  about  other  sluxre  classes.  Naturally,  past  perfonnancc  cnu't  giunantee  fiitttiv  results, 
figures  arc  for  Investor  Class  Sluires  and  assume  all  dividends  were  reinvested,  hwestnient  return  and  tlie  value  of  your  pnncipal  will  fluctiuite 
the  final  value  of  your  investment  nmy  he  more  or  less  than  what  you  started  with.  Fund  sliares  are  not  guaranteed  bi/  tlw  U.S.  Goi'ernment. 

-Ks  "Best  Buy"  rating  recognizes  funds  that  offer  better  risk-adjusted  returns,  and  lou'er  costs  than  tlieir  peer  group.  Cost  factors,  such  as 
'  s  bad  ami  annual  expenses,  are  weighted  three  tunes  as  heavily  as  past  performance.  Funds  rated  must  have  been  through  at  least  three 
'pkte  market  cycles.  American  Century  GhJMA  was  rated  a  best  buy  amoii-^  GNMA  fimds  for  1993-1998.  Nianber  of fimds  rated  "Best 
'among  total  GNMA  fim,k  for  each  year:  1993  -  5/29;  1994  -  5/35;  1995  -  5/43;  1996  -  5/47;  1997  -  5/51;  1998  -  7/52.  Funds  Distributor,  Inc. 
^99  American  Century  Services  Corporation  bwkj20  no 


American 
Century 


w. americancentury.com 


1-800-345-202  1 


Probably  you  don't  think  of  anyone  at  your  company  as  a  node  either.  They're  users.  People.  Individuals. 

Your  network  should  recognize  individuals  too.  And  it  can,  right  now,  with  Novell  Directory  Services:  (NDS"). 

With  NDS  software,  everyone  on  your  network  has  a  unique 
They  can  access  the  network  online  to  get  all  the  necessary  business  tools  even  when  they're  away  from  the  office.  With  one  passu 
network  identifies  which  files  and  applications  they  may  use,  while  restricting  access  to  secure  or  sensitive  documents. 

NDS-enabled  applications  monitor  the  system  to  correct  problems  like  Y2K  before  they  turn  into  downtime.  NDSs 
designed  to  work  on  a  variety  of  platforms  like  NetWare;,  NT  and  UNIX^  because  different  people  and  departments  have  differente 

You  need  a  network  of  people,  not  nodes.  You  need  a  networking  specialist.  You  nel 
www.novell.com/nodeor  1-800-509-1800 
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Novell 


op  en/net /works 


News:  Analysis  &  Commentary 


to  force  dealei-s  to  get  with  the  program. 
It  announced  that  on  Apr.  1,  the  home  of- 
fice plans  to  take  over  local  advertising — 
and  stop  those  ads  screaming  about  low 
prices.  "We  are  taking  more  control  to 
get  a  more  consistent  message," 
explains  John  Middlebrook,  gm's 
vice-president  for  vehicle  brand 
marketing.  Local  ads  will  now 
be  "tied  into  the  national  cam- 
paign, rather  than  something 
off-the-wall." 

SILVER  BULLET?  It's  a  risky 
move.  Just  when  the  company 
has  finally  convinced  investors 
that  it's  recovering  from  last 
year's  strike  and  may  be  able 
to  regain  market  share,  it 
needs  dealers  on  its  side.  And 
there's  scant  evidence  that  the 
brand-management  plan — no  matter  how 
hard  cm  tries — will  be  a  silver  bullet. 
Since  1994,  gm's  U.  S.  market  share  has 
sunk  from  .3:3.2%  to  29.2%,  even  as  it  be- 
came America's  biggest  spender  on  mar- 
keting with  an  annual  ad  budget  of  $2.2 
billion.  Says  auto  analyst  Scott  MerHs  of 


Wasserstein  Perella  Securities:  "It's  a 
noble  cause,  but  it's  a  tough  battle." 

Ford  Motor  Co.  is  already  staging  a 
retreat.  Ford  jumped  on  the  brand-man- 
agement bandwagon  shortly  after  gm. 


IS  BRAND  MANAGEMENT  WORKING? 


GM'S  U.S.  MARKET  SHARE 
HAS  FALLEN... 


.WHILE  ITS  INCENTIVE 
COSTS  HAVE  RISEN 


94  '95 
A  PERCENT 


'94       '95       '96       '97  '9. 
A  HUNDREDS  OF  DOLLARS  PER  VEHICLE 

DATA  WARD'S  AUTOMOTIVE  REPORTS.  MERRILL  LYNCH 


But  now  Ford's  new  ceo,  Jacques  A. 
Nasser,  dismisses  the  Procter  &  Gam- 
ble-style approach  as  inappropriate  for 
Detroit.  "That  formula  won't  work," 
says  Nasser.  "Cars  and  tmcks  are  very 
different  from  consumer  products  Uke 
toothpaste."  Ford  has  boosted  brands 


like  Lincoln  and  Jaguar  with  Iv 
models,  but  ■without  ballooning 
billion  ad  budget. 

GM,  however,  is  "absolutely  not' 
to  throttle  back  on  bi'and  manaa 
says  Middlebrook.  In  i 
predicts  the  payoff  i 
around  the  corner,  li 
Zarrella  instructed  GM'g 
keting  department  in 
ber  to  aim  for  a  32% 
share  in  the  U.S.  by  til 
of  1999.  "The  final  mea'' 
market  share,  and  wt 
that  will  begin  to  happei 
says  Middlebrook.  "It 
time  to  build  brand  equ 
Low,  low  prices  are 
bring  in  the  buyers,  dea 
sist.  And  the  dealei^  sa\ 
knows  how  to  pitch  on  price  like  ^ 
"In  six  months,  the>''Il  be  back  to 
ing:  We  can't  move  the  metal,'"  ] 
Napleton.  But  unless  GM  make- 
vrith  its  dealers,  its  ambitious 
goals  are  headed  for  the  ditch. 

By  Keith  Naughton  in 


HOLLYWOOD 

WHAT  GAME? 
LOOK  AT  THE  AD! 

Moviemakers  score  big  with 
Super  Bowl  commercials 

You  know  it's  Super  Bowl  season  in 
Hollywood.  Top  talent  is  switching 
focus  from  movies  to  30-  and  60-sec- 
ond  ads  that  dazzle,  that  wow,  and  keep 
millions  of  sports  fans  glued  to  their  sets 
during  the  commercial  breaks.  And  with 
average  production  budgets  hitting  $1 
million — triple  the  average  cost  of  mak- 
ing a  tyi^ical  commercial — top-nmg  di- 
rectors and  special  effects  houses  are 
finding  the  small-screen  work  lucrative. 

Director/producer  brothers  Joel  and 
Ethan  Coen,  whose  1996  Fargo  was 
nominated  for  a  Best  Picture  Oscar,  are 
producing  a  commercial  for  Honda  Mo- 
tor Co.'s  Odyssey  minivan.  George  Lu- 
cas' Industrial  Light  +  Magic  is  reani- 
mating Steven  Spielberg's  E.  T.  for 
Progressive  Casualty  Insurance  Co.,  as 
a  spokesman  who  ui'ges  drivers  to  buck- 
le up.  And  Michael  Bay,  director  of  last 
summer's  Armageddon,  is  being  paid 
$30,000  a  day  to  give  Nike  Inc.'s  spot 
high-tech  pizzazz. 

And  why  not?  Companies  that  ad- 
vertise on  the  championship  telecast 
pay  dearly  for  it — $1.6  million  for  one 


half-minute — but  are  rewarded  with  a 
domestic  audience  that  is  expected  to 
exceed  140  million.  The  only  thing  that 
comes  close  is — what  else? — the  Oscars. 
FINANCIAL  "FX".  So  companies  like  first- 
time  Bowl  advertiser  First  Union  Corp. 
are  willing  to  spend  a  lot  on  produc- 
tion to  make  sure  they'll  be  noticed. 
"We  wanted  to  run  with  the  big  dogs," 
says  Jim  Gamty.  First  Union's  senior 
vice-president.  "It's  all  about  breaking 
through  the  clutter."  First  Union  has 
hired  ILM,  creators  of  the  Jurassic  Park 
dinosam's,  to  craft  a  $1.5  million  Super 
Bowl  spot  dramatizing  the  high-tech 
side  of  finance  with  a  computer-gener- 


ated shot  of  heli' 
canying  off  a  bi; 

The  Super  Bo- 
be  the  big  shfi 
But  cranking  out 
spots   for  the 
screen  is  becoi 
year-round  sou 
earnings  for  mo\ 
ers.  At  both  n 
Digital  Domain 
tayiic  fame),  ads 
for  nearly  one-tli 
revenues.  And  ci 
\|aji^-         cials  offer  nicejn 
gins — usually  i-' 
20%.  One  parti 
cost-effective  1' 
Special  effects  g 
ed  for  movies  ca 
be  resurrected  i 
lowering  overal 
and  raising  that  old  bottom  line. 

Major  Hollywood  studios  wan 
of  the  action,  too.  Both  Sony  P, 
Imageworks  special-effects  unit  ii 
cific  Data  Images,  computer  gp 
specialists  on  the  animated  A  z 
DreamWorks  SKG,  are  beefing  iii 
advertising  production  teams.  Si?f 
Morris,  Lucas'  Digital  presider 
oversees  ILM:  "Advertisers  are  ; 
looking  for  something  that's  nev^  I 
done  before."  Put  that  togetherH 
rapidly  gi-owing  number  of  advfti 
willing  to  fork  over  millions,  arl  < 
Spielberg  might  be  tempted. 
By  Ronald  Grover  in  Los  . 


Another  Deloitte  Consulting  Difference 

 —  N 


DELOITTE 
CONSULTING: 

Inclusive. 


One  well-known  consulting  firm  insists  on 
dealing  only  with  senior  managers.  Because,  they  claim, 
only  senior  managers  have  the  power  to  make  change  happen. 

We  believe  they're  only  half  right. 

While  senior  managers  may  have  the  power  to  initiate  change, 
it  takes  all  your  employees  to  make  those  changes  stick. 

At  Deloitte  Consulting,  our  collaborative  working  style  gets  your 
entire  organization  -  from  the  corner  offices  to  the  cubicles  -  to 
buy  into  the  changes  at  hand.  And  ensures  the  transfer  of 
the  additional  knowledge  and  skills  they'll  need  to 
deliver  the  promised  returns  of  any  new 
strategies  or  technologies. 

For  results  you  can  count  on  today. 

And  build  on  tomorrow. 


A  very  different  approach.  For  very  different  results. 


Deloitte  &  louche  Consulting 

Group 

'  ' 


www.dtcg.com 


Hilton 
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Naomi  Campbell  and  Larry  King, 
National  Italian  American  Foundation  Gala, 
Hilton  Washington  &  Towers. 


Double  points. 
Double  smiles 


Hnts.  Double  miles, 
niles.  ^ 


Hilton  H Honors"  and  y  : 
American  Express"  Ca 
can  earn  you  double  r 
and  double  points. 

Free  trips  twice  as  fast.  Sound 
We  thought  so.  As  a  member 
Hilton  H Honors,  the  hotel  prog  b1 
business  travelers  prefer,  chare  j'r 
your  business-rate  stays  at  Hill 
with  your  American  Express  C< 
and  earn  both  double  points  a 
double  miles  with  your  choice 
eight  participating  airlines  incli 
United,  Delta,  Northwest  and 
Continental.  This  offer  is  availa 
between  Januan/  4  and  March  itt 
1999  so  make  your  plans  on  t 
double.  Because  earning  free 
twice  as  fast  makes  them  twice 
For  worldwide  reservations, 
your  professional  travel  agenjtl 
enroll  in  Hilton  HHonors  or  m 
reservations  visit  www.hiltor 
or  call  1-800-HILTOIMS. 


at 


a 


1  .  \/r^<rnft-t  A.-i'r:cjTH?iP-i'  1 

1  3115  3«Vb8  'ISQQb  1 

i 

;  ^eriSnI 

To  apply,  call  1  800  THE  OAF  ^i", 


it  happens  at  the  Hilt 


Available  tui  ouyb  Hum  JdiiudiY  ^.  I'.i'jy  Hnuuyli  IVidich  ol,  I'jyy  Hiltun  HHonors  n lernbership,  earning  and  redemption  of  points  are  subject  to  K 
Terms  and  Conditions  Normal  rules  for  earning  HHonors  points  and  airline  miles  apply  Refer  to  your  HHonors  membership  materials  for  rate  amOl 
restrictions  Participating  airlines  include  Alaska  Airlines,  America  West  Airlines',  Continental  Airlines,  Delta  Air  Lines,  Hawaiian  Airlines,  Northwest  /  ir 

TWA"  and  United  Airlines,  At  participating  Hilton  and  Conrad  International  hotels  outside  the  U.S.,  you  can  earn  double  points  and  double  miles  v,! 


[Business  This  Week 


I  BY  KELLEY  HOLLAND 


lESS  WEEK 
>  A  SCANDAL 


lEONE  SNEAKING  A 
BUSINESS  WEEK?"  Was 

lline  of  a  Feb.  5,  1996, 
;s  WEEK  article.  On 

the  feds  answered: 
3  heavy  trading  Busi- 
GEK  observed  in  the 
16 's  "Inside  Wall 
column  has  resulted 
;nal  charges  against 
ckbrokers.  The  Feds 
that  the  brokers 
more  than  $6  million 

mentioned  in  Inside 
reef  on  days  before 
ion  by  getting  copies 
column  faxed  from 
News,  which  distiib- 
le  magazine.  The 
allegedly  lasted  fi'om 
95,  to  Januaiy,  1996 — 
16  article  appeared. 


SING  BELL 


^ITGHEROO 


fickleness  of  Web 
s.  One  day,  Microsoft 
irnet  upstart  Inktomi 
:al  partners.  Then, 
^licrosoft  changes 
;.  On  Jan.  26, 
ft  said  it  was  replac- 
Dmi's  search  service 
)soft's  MSN  portal 
aVista's  (page  88). 
says  the  move  will 

"substantive  effect" 
:s.  But  Inktomi  shares 
>  on  Jan.  26.  Mean- 
ItaVista's  parent, 

Computer, 

;ed  plans  for  a  public 
of  AltaVista  shares. 

KTOMI  STOCK  PRICE 


9  JAN,  27 

OOMBERG  FINANCIAL  MARKETS 


LaiTy  Smath,  a  broker  at  Re- 
naissance Financial  Secuiities, 
pleaded  guilty  on  Jan.  26  to 
one  count  of  conspiracy  to 
commit  securities  fraud. 
Three  other  brokers,  Seth 
Glaser  and  Peter  Cohen  of 
Renaissance  and  Joseph  Fal- 
cone, formerly  of  Prudential 
Securities,  were  also  charged. 

WHEN  DAY  TRADING 
IS  A  NIGHTMARE 

ONLINE  TRADERS,  BE  WARY. 

On  Jan.  27,  Securities  &  Ex- 
change CoiTiiTiission  Chau-man 
Arthur  Levitt  warned  in- 
vestors that,  because  of  de- 
lays in  executing  trades,  on- 
line trading  may  not  be 
instantaneous.  The  big  dan- 
ger, he  adds,  is  in  highly 
volatile  stocks:  "Take  precau- 
tions to  ensure  that  you  do 
not  end  up  paying  much 
more  for  a  stock  than  you  in- 
tended." Levitt  also  cited  day 
trading  as  "highly  risky." 
State  regulators  are  cracking- 
down  on  firms  promoting  day 
trading  and  the  National  As- 
sociation of  Securities  Deal- 
ers is  lu'ging  brokers  to  wam 
online  customers  of  risks. 


PRICEY  CARE  IS  IN, 
HMOs  ARE  OUT 

BUSINESSES  PAID  6%  MORE 

per  capita  for  employee 
health  care  in  1998,  nearly 
twice  the  inflation  rate  of 
overall  health-care  costs,  ac- 
cording to  a  new  study  by 
consultants  William  M.  Mer- 
cer. Why?  One  factor  is  that 
more  workers  enrolled  in 
higher-cost  indemnity  plans, 
and  enrollment  in  health 
maintenance  organizations 
and  point-of-service  plans 
fell.  The  shift  away  from 
HMOS  "is  a  symptom  of 
a  tight  labor  market,"  says 
John  Shells,  a  vice-president 
at  The  Lewin  Group,  health- 
care consultants.  "Employers 
can't  afford  to  alienate  work- 
ers by  forcing  them  into 
an  HMO." 


HEADLINER:  ALLEN  ANDREAS 


A  TOUGH  ROW  TO  HOE 


It's  the  end  of  an  era.  On 
Jan.  25,  Dwayne  Andreas, 
80,  the  autocratic  head  of 
Archer  Daniels  Midland  for 
28  years,  resigned  as  chair- 
man. He  hand- 
ed the  reins  i* 
to  nephew 
Allen,  a  law 
school  gradu- 
ate who  was 
named  ceo 
in  1997. 

Wish  Mm 
luck.  Times 
have  been 
tough  for  com 
modify  producers. 
Earnings  have  fallen 
38%  in  tliree  years,  and 
the  stock  is  at  1995  lev- 
els, adm's  $3.5  billion  in 
recent  investment  has 
not  paid  off.  "It  has 
been  a  Roach  Motel," 


says  Pradential's  John  M. 
McMillin.  "Capital  goes  in, 
but  retiu'ns  don't  come  out." 

Also  galling  to  investors 
is  that  ADM  is  mn  like  a  pri- 
vate company — with  limited 
disclosui'e.  It's  up  to  Allen 
Andreas  to  change  that — 
and  as  ceo,  he  has  started. 
EaiTiings  news  comes  out 
faster,  and  he  is  also 
more  accessible  to 
big  investors.  "I 
think  he's  more 
apt  to  take 
advice,"  says 
Sarah  Teslik 
of  the 
C'ouncil 
(if  Institu- 
tional In- 
vestors. 
By 
Andrew 
Osterland 


THE  SURCHARGE 
THAT  FELL  TO  EARTH 

REVERSING   COURSE:  .JUST 

two  weeks  aftei'  imposing  a 
$l-each-way  fee  for  any  do- 
mestic tickets  not  purchased 
via  its  Web  site,  Delta  Air 
Lines  on  Jan.  26  dropped  the 
surcharge.  Delta  had  expect- 
ed other  carriers  to  follow 
suit — but  only  Alaska  Air  did. 
So  Delta  was  out  on  a  limb, 
with  its  fares  on  competitive 
routes  suddenly  a  little  high- 
er. Delta  also  faced  a  back- 
lash fi'om  travel  agents  and 
some  consumer  advocates. 
"The  marketplace  spoke,  and 
we  listened,"  says  a  Delta 
spokeswoman. 

A  SECOND  WIND 
FOR  BIOTECH  DEALS? 

WARNER-LAMBERT  IS  GIVING 

its  ding  pipeline  a  boost.  On 
Jan.  26,  Warnei'  announced  a 
$2.1  billion  stock  deal  to  ac- 


quire Agouron  Pharmaceuti- 
cals, maker  of  the  leading  j^ro- 
tease  inhibitor  for  Hiv.  The 
move  also  gives  Warner  ac- 
cess to  a  number  of  dings  in 
the  works  at  Agom-on,  includ- 
ing one  to  block  blood-vessel 
growth  in  tumors.  Industry 
watchers  figiu-e  the  deal  could 
mark  the  beginning  of  a  new 
roimd  of  biotecli  consolidation. 
"With  biotech  valuations  low," 
says  Legg  Mason  Wood  Walk- 
er analyst  Stefan  Loren,  "the 
economics  are  starting  to  tip 
toward  buying." 

ET  CETERA . . . 

B  MCI  WorldCom  is  expand- 
ing its  high-speed  Internet 
access  service  for  customers. 
m  Burlington  Industries 
plans  to  cut  2,900  jobs  and 
shrink  U.  S.  manufacturing. 
S  HP  and  Silicon  Graphics 
will  offer  Linux'  operating- 
system  on  server  computers. 
■  .J&.J  will  sell  a  cholesterol- 
cutting  spread  as  food,  not  a 
dietary  supplement. 


Extended  Warranty  Plans 

 'he  believed  you  sold  her  a  promise.  But  when  the  product  broke  and  she 

asked  for  someone  to  make  good  on  their  word,  no  one  did.  Because  no  one 
could.  The  company  that  backed  the  extended  warranty  was  out  of  business. 
Now  this  customer  no  longer  trusts  you.  So  she  will  shop  elsewhere.  Worse  still, 
she  will  tell  her  friends.  And  the  only  thing  that  spreads  faster  than  good 
word-of-mouth  is  bad  word-of-mouth. 

This  is  the  real  world  companies  live  in.  How  can  AIG  help?  By  doing 
things  others  can't.  By  taking  what  you  know  about  "insurance"  and  turning 
that  notion  on  its  head. 

Who  insures 

you? 

Take  our  Extended  Warranty  Plans.  When  you  sell  a  customer  an  extended 
warranty,  you're  selling  them  more  than  a  piece  of  paper  to  replace  a  broken 
microwave  oven  or  repair  an  automobile.  This  is  about  your  word. 

In  a  climate  where  warranty  products  are  too  often  an  empty  promise  by 
companies  that  can't  make  good  on  their  word,  the  AIG  Companies  stand  alone. 
Our  Warranty  Products  division  provides  turnkey  service  programs,  complete 
with  24-hour  customer  hot  lines,  all  tailored  to  meet  the  specific  needs  of  your 
company  and  your  customers.  And  because  our  reputation  is  solidly  backed  by 
Triple-A-rated  financial  strength,  you  can  rest  assured  that  the  AIG  Companies 
will  be  there  for  you. 

We've  built  our  business  on  fulfilling  promises.  Which  is  why  we've  grown 
in  80  years  to  become  one  of  the  world's  leading  insurance  organizations.  So 
you  can  rely  on  us  and  your  customers  can  rely  on  you. 

Call  us  directly  at  1-800-250-3819  or  e-mail  us  at  warranty(s'aig.com  to 
find  out  more  about  our  Extended  Warranty  Plans. 

What's  the  worst  that  could  happen?  That's  what  we  think  about  every  day. 


WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  International  Companies,  70  Pine  Street,  Oept  A,  New  York,  NY  10270  www  aig  com 
irjiice  coverage  pmvided  by  me.iilici  compariios  ol  American  Inlernalioiwl  Qiauf.  In  lisuantc  ol  cweriajc  is  ,;ubieiT  lo  unaereriling  Please  relei  le  llie  acleal  policy  loi  a  complele  Oescopiion  ii!        and  llmilalions  ol  coverage 


THERE'S  AN  EMERGENCY  BOARD  MEETING.  THE  CFO  NEEDS  NUMBERS  BY  NOONi 


You  Need  Then 

Fast 

You  Need  Then 

Right 

You  Need 

CFO  Vision 


L( 

i.Ti 

laji 

101 

pi 


When  you're  under  pressure  to  make  ci 
business  decisions,  CFO  Vision  software  de 
the  timely  and  accurate  information  you  n( 

CFO  Vision  IS  the  single  source  for  all ) 
key  business  information,  both  financial  ar 
non-financial— readily  accessible  for  interad 
analysis  and  reporting.  It's  never  been  easi  ifr 
see  product  and  customer  profitability,  the  pol  '''I 
impact  of  a  reorganization,  or  key  performa 
indicators— in  any  currency 

You  can  view  your  business  from  all  an 
because  CFO  Vision  is  the  first  financial  cor 
dation  and  reporting  software  that  integral 
flexible  multidimensional  analysis  (OLAP). 
from  one  vendor... SAS  Institute,  the  lead 
name  in  decision  support  at  more  than  29 
companies  worldwide  including  the  Fortune  [| 

For  a  closer  look,  give  us  a  call  or  visit 
www.sas.com/cfo 


f/lf 

JJIJ^    SAS  Institute  Inc 

The  Business  of  Better  Decision  Makinc 


,  E-mail:  bw@sas.com       www.sas.com/cfo      919.677.8200       In  Canada  1.800.363.8397 


SAS  IS  a  registefed  trademark,  and  CFO  Vision  a  trademark,  ol  SAS  Institute  Inc      Copyright  1997  by  SAS  Institute  Inc 


shington  Outlook 


)  BY  LEE  WALCZAK 


1  lOP  TAX  GUT:  THERE'S  A  WILL. 
I T  IS  THERE  A  WAY? 


(lent  Clinton's  euphoria  after  his  State  of  the  Union 
;sage  wasn't  just  a  reaction  to  glowing  TV  ratings, 
iton  seemed  convinced  that  his  vow  to  I'esei've  62%  of 
uet  siuplus  for  saving  Social  Security  would  block  Re- 
is  from  passing  costly  new  tax  cuts. 
;op  hope  springs  eternal.  While  they  admit  Clinton's 
clever,  Republican  lawmakers  are  countering  with 
'<  Solution:  They  aim  to  use  the  remaining  thu'd  of  the 
for  tax  relief.  Tine,  Clinton  has  plans  for  the  money, 
them  pacing  for  a  Medicare  fix,  more 
)n  spending,  and  education  initiatives, 
publicans  will  ignore  all  but  the  de- 
'quest  to  free  up  funds  for  a  Reagan- 
cut  that  can  entice  voters  and  unite 
's  factions. 

Is  swell.  But  even  if  the  projected  $700 
ui-plus  is  for  real,  the  (?op  can't  afford 
v  ish  list.  Here  are  some  of  the  goodies: 
a  redux.  Alarmed  that  the  tax  bui'deti 
leacetime  high  of  21%,  many  GOP  law- 
want  across-the-board  rate  reductions, 
oup  of  senators,  including  Assistant 
y  Leader  Don  Nickles  of  Oklahoma, 
a  immediate  10%  income  tax  rate  cut. 
Majority  Leader  Richard  K.  Armey 
)  would  slash  all  federal  taxes,  includ- 
payroll  tax,  by  10%-.  But  even  a  10% 

tax  rate  cut  would  cost  at  least  $700   

iver  10  years,  according  to  congi-essional  estimates. 
)uld  eat  up  the  entire  surplus.  A  senior  Senate  gop 
's:  "We'll  find  the  money." 

yy  fun.  Republicans  have  promised  social  conserva- 
it  they'll  ease  the  squeeze  on  two-earner  married  cou- 
/e  don't  want  to  have  to  choose  between  love  and 
says  Texas  Senator  Kay  Bailey  Hutchison,  sponsor  of 
eliminate  the  marriage  penalty.  But  even  limited  re- 
d  cost  upwards  of  $50  billion  over  10  years. 


■  Business  breaks.  Ah'eady,  business  lobbyists  are  jostling  foi' 
favors.  The  National  Association  of  Manufacturers  backs  a 
r'ate  cut  as  a  booster  shot  for  the  economy.  But  the  National 
Federation  of  Independent  Business  and  other  small-busi- 
ness gi'oups  want  more.  Says  top  nfib  lobbyist  Dan  Danner: 
"Our  priorities  would  be  ehminating  the  estate  tax  and  de- 
creasing payi'oll  taxes."  Friendly  lawmakers,  including  House 
Ways  &  Means  Committee  Chairman  Bill  Archer  (R.-Tex.), 
have  long  backed  cutting  levies  on  estates  over  $650,000. 

Of  com'se,  before  these  ideas  stand  a  chance, 
there  has  to  be  some  tiptoeing  over  the  third 
rail,  at  least  as  long  as  Clinton's  vow  to  fLx 
Social  Secmity  remains  popular.  Republicans 
"are  going  to  fu'st  have  to  agi'ee  on  a  Social  Se- 
curity bill,"  says  Representative  Charles  B. 
Rangel  (D-N.  Y.),  ranldng  Democrat  on  Ways  & 
Means.  "Then  we'll  decide  on  a  tax  cut."  But 
with  impeachinent  fraying  Hill  tempers,  a  pen- 
sion deal  will  be  elusive. 

A  fai-  tougher  problem  for  gop  tax-cuttei's 
may  be  cost.  If  they  just  staple  all  their  pro- 
posals together,  the  price  tag  would  be  a 
tempting  target  for  Clinton  and  his  party. 

To  complicate  matters,  Clinton's  fancy  foot- 
work on  Social  Security  could  cairy  over  to 
taxes.  He  may  try  to  pass  off  his  new  individ- 
ual retirement  savings  plan  as  a  tax  credit. 
Why?  To  claim  the  proposal  is  actually  a  $350 
bilHon  tax  cut.  "You're  not  going  to  see  us  in  a  no-tax-cut 
world,"  vows  a  senior  Wliite  House  aide.  "It  will  be  moi-e  like, 
'Our  tax  cuts  are  better  than  yours  for  working  families.' " 

If  Republicans  are  to  win  that  battle,  they'll  have  to  come 
up  with  a  tax  package  that  placates  the  party's  constituen- 
cies— without  shredding  gop  claims  to  fiscal  restraint.  Nor- 
mally, this  would  be  a  no-brainer  But  nowadays,  even  GOP 
die-hards  wonder  whether  their  Hill  team  can  pull  it  off. 

Fl/i  Hourird  (jU'ckiintn,  with  Amy  Borrus 


fate  tax 


1 


ITALWRAPUP 


PENSION  PALAVER? 

ther  Social  Security  Commis- 
\.  bipartisan  panel  to  come  up 

fix  for  the  system  could  be  in 
'.  Senator  Judd  Gregg  (R-N.  H.), 
)-chairs  a  Senate  gop  task  force 
ial  Security,  may  soon  call  for 

top  White  House  aide  doesn't 
s  the  idea,  though  the  Adminis- 
i  will  sound  out  congressional 
'trats  before  committing.  The 
would  be  given  only  a  few 
s.  Says  Gregg:  "We've  got  to 
he  President  in  the  room." 


CAPITOL  HILL  ROULEnE 

►  Watch  for  a  jackpot  of  antigaming 
legislation  in  Congress  this  yeai'.  Rep- 
resentative Frank  R.  Wolf  (R-Va.)  has 
offered  a  bill  to  let  states  withhold 
docking  rights  for  "cruise  to  nowhere" 
casinos.  Federal  law  lets  such  ships 
dock  even  in  states  that  ban  gambling. 
A  key  backer:  Representative  Wayne 
T.  Giichrest  (R-Md.),  subcommittee 
chair  with  control  over  cruise  ships. 
More  bills  are  likely  as  foes  try  to  cap- 
italize on  a  national  gambling  commis- 
sion report  due  out  in  June. 


CRACKDOWN  ON  SMOKES 

►  The  White  House  isn't  quitting  on 
efforts  to  boost  antitobacco  funding 
for  the  Food  &  Drug  Administration. 
While  the  courts  and  Congress  haggle 
over  its  right  to  regulate  tobacco,  the 
agency  is  moving  to  limit  kids"  access 
to  smokes.  And  the  fda's  $34  million 
program  will  get  a  big  boost  in  Presi- 
dent Chnton's  fiscal  2000  budget, 
sources  say.  But  the  proposed 
increase  may  not  fly  in  Congress, 
which  rebuffed  a  similar  $134  million 
proposal  last  year. 
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rnational  Outlook 


BY  JOHN  TEMPLEMAN 


f  SHINGTON  IS  MAKING  IT  HARD 
RUSSIA  TO  HELP  ITSELF 


'11  Defense  Secretaiy  William  S.  Cohen  unveiled  a 
an  on  Jan.  20  to  pump  an  extra  $6.6  billion  into 
.  S.  missile-defense  progi'ams,  the  Russian  response 
)ud  "Nyet!''  Such  a  move  would  I'equire  Russia  to 
make  big  changes  in  the  Anti-Ballistic  Missile  Ti-eaty, 
stone  of  arms  control  for  nearly  three  decades. 
:t,  Moscow  is  in  no  mood  to  make  concessions  of 
..  Secretary  of  State  Madeleine  K.  Albright  down- 
,he  growing  tensions  during  a  Jan.  25-26  visit  to 
But  ongoing  bitter  rows  over  issues 
.  S.  air  strikes  against  Iraq  to 
proliferation  and  Russian  economic 
lave  sunk  U.  S.-Russian  relations  to 
iest  since  the  end  of  cold  war.  And 
ctory  American  policies  are  only 
natters  worse. 

analysts  fret,  domestic  instability  in 

mied  Russia  and  the  gi-owing  rancor 

eign  policy  could  provoke  Moscow 

uch  more  aggressive  stance  in  hot 

lund  the  globe,  from  Kosovo  to  Iraq. 
Washington's  unsubtle  mix  of 

ing  punishments  and  promising  re- 
alienating  Russians  of  all  political 
I  J.  S.  actions  "make  Russia's  liberals 

ocrats  veiy  uncomfortable,"  says  Alexei  G.  Arbatov, 

ler  and  deputy  chairman  of  the  Duma's  Defense 
'  ,ee.  "And  they  are  provoking  our  right-wingers, 
I  nd  nationalists." 

>  iH?  It's  a  dangerous  situation.  Since  ailing  Pi-esident 
Yeltsin  appointed  him  four  months  ago.  Prime  Min- 
'geny  M.  Primakov  has  worked  to  restore  political 
but  at  the  cost  of  abandoning  economic  refoiTn.  As  a 
jl'.ussians  have  even  less  hope  than  ever  that  their 
vrill  improve  anytime  soon.  The  risk  is  that  desper- 

i'ld  provoke  a  serious  backlash.  "We  have  to  hope  that 
wt'a]M)n  doesn't  get  smuggled  nut,"  says  Michael  Mc- 


TENSE?  Albright  (uid  Primakon 


Faul  of  the  Carnegie  Endowment  for  International  Peace. 

Russia  badly  needs  financial  aid  and  debt  restmcturing. 
Washington  is  happy  to  pay  Russia  for  dismantling  nuclear 
weapons  or  foi'  programs  to  help  small  businesses  and  banks. 
But,  along  with  the  International  Monetaiy  Fund,  it  balks  at 
another  huge  government  bailout.  Both  want  genuine  re- 
forms in  return  for  a  rescue. 

Unfortunately,  Washington  is  making  it  harder  for  Russia 
to  help  itself.  The  Administration  may,  for  example,  curb 
imports  of  low-priced  Russian  steel  because 
U.  S.  producers  allege  that  it  is  being 
dumped.  And  Clintonites  oppose  Russian 
sales  of  conventional  arms,  which  could  gen- 
erate hai'd  cmrency  to  service  debt,  to  coim- 
tries  such  as  Cypms.  To  sanction  Russia  for 
selhng  weapons  technology  to  Iran,  Wash- 
ington may  shelve  plans  to  increase  to  30, 
fi'om  16,  the  number  of  U.  S.  satellites  that 
Russia  can  launcli  through  2000. 

But  actions  to  punish  Russia  for  unac- 
ceptable behavior  in  one  domain  can  stymie 
efforts  to  moderate  unwelcome  conduct  in 
another.  Hammering  Russia's  world-class 
space-launch  business,  for  example,  is  a  blow 
to  moderates  who  want  to  stop  Russia's  de- 
fense industry  from  peddling  weapons  to  teirorist  regimes 
and  rely  instead  on  commercial  sales.  "The  U.  S.  is  basically 
pressing  Russia  into  an  alliance  with  Iran,"  says  Pavel  Fel- 
genhauer,  a  defense  expert  at  Moscow's  Segochiya  newspaper. 

American  policy  seems  to  rely  on  the  hope  that  time  and 
the  need  foi'  money  will  bring  Moscow  into  the  Western  eco- 
nomic orbit.  Meanwhile,  though,  the  contradictoiy  signals 
coming  out  of  Washington  are  penalizing  Russia  in  the  veiy 
areas  in  which  it  can  compete  in  global  markets — and  help  it- 
self in  the  process. 

By  Stan  Crock 
Mosroiv 


in  Washington,  with  Carol  Mailack 


OBALWRAPUP 


iN  REELS  AFTER  SHAKE-UP 


Vliddle  East  is  still  reeling 
Drdan's  Jan.  25  coup  in  which 
ng  King  Hussein,  63,  fired  his 
'  Hassan  as  Crown  Prince  after 
•s  and  named  his  oldest  son, 
ih,  37,  as  successor.  With  ten- 
igh  among  Jordan's  immediate 
Drs,  the  timing  of  Hussein's 
5  fraught  with  risk.  Israel,  for 
e,  is  in  the  thrall  of  a  bitter 
\,  while  Iraqi  strongman  Sad- 
Assein's  grip  on  power  seems  to 
)ing. 


Abdullah's  lack  of  political  experi- 
ence makes  many  Jordanians  nei-vous. 
The  savvy  Hussein  siu-vived  assassina- 
tion attempts  and  an  abortive  putsch 
by  the  Palestine  Liberation  Organiza- 
tion in  1970.  Abdullah's  vrife,  Rania, 
comes  ft'om  a  well-known  West  Bank 
Palestinian  family — a  wonisome  con- 
nection to  some.  But  unlike  his  schol- 
arly uncle,  Abdullah  has  his  father's 
common  touch.  As  head  of  the  Army's 
Special  Forces,  he  has  military  back- 
ing, as  well  as  the  support  of  poweiful 
Bedouin  tribes. 

Hussein  publicly  chided  his  brother 


for  mishandling  domestic  dissensions 
during  his  six  months'  absence  in  the 
U.  S.  for  cancer  treatment.  Hassan  has 
also  faced  criticism  of  his  weak  re- 
sponse to  Saddam's  i-ecent  vitriolic  at- 
tacks on  Jordan.  Now,  with  his  father 
again  needing  to  return  to  the  Mayo 
Clinic  on  Jan  26,  Abdullah  may  have 
to  lean  on  Zeid  bin  Shaker,  the  King's 
cousin  and  confidant,  and  Abdel  Hafez 
Mu-ai  Al-Kabneh,  head  of  the  Jordan 
Armed  Forces,  for  advice.  But  there 
will  be  many  anxious  moments  as  Ab- 
dullah proves  his  mettle. 

By  Kirk  Albreclit  in  Armnan 
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The  Corporation 


STRATEGIES 


SOUTHWESrS 
NEW  DIRECTION 

It's  adding  longer  flights  to  its  bag  of  tricks 


Southwest  Airlines  Co.  executives 
swear  that  their  first  nonstop 
tianscontinental  flight  last  Thanks- 
giving Day — between  Baltimore 
and  Oakland,  Calif. — was  a  one-time  ex- 
peiiment.  The  S99  one-way  tickets  filled 
the  plane,  and  almost  half  of  the  pas- 
sengers had  never  flown  Southwest  be- 
fore. Tlie  only  glitch:  So  much  trash  ac- 
cumulated duiing  the  flight  that  some  of 
it  was  inconveniently  stowed  outside  the 
rest  rooms.  Chief  Executive  Herbert  D. 
Kelleher  insists  there's  no  immediate 
plan  for  more  such  flights,  though  he 
admits  "the  potentiality  is  there." 

That  potential  isn't  lost  on  anyone 
tracking  Southwest  these  days — includ- 
ing the  American  Airlines  Inc.  spy  who 
flew  along  on  the  Baltimore-Oakland 
trip.  Long  the  most  successful  ptu'\'eyor 
of  cut-rate,  short-hatd  flights,  Southwest 
in  the  past  year  has  sharply  stepped 
up  its  expansion  into  longer,  nonstop 
trips  on  routes  such  as  Baltimore  to 
Las  Vegas  (2,099  miles)  and  Austin, 
Tex.,  to  Los  Angeles  (1,234  miles).  And 
it's  adding  one-stop  trips  tlirough  places 
like  Nashville  and  Kansas  City  for  trav- 
el coast-to-coast.  The  prospect  of  South- 
west going  long-haul  on  a  gi*and  scale  is 
"the  genie  [rivals]  always  hoped  would 
not  come  out  of  the  bottle,"  says  analyst 
Kevin  C.  Murphy  of  Morgan  Stanley 
Dean  Witter  He  beheves  an  even  big- 
ger push  is  likely  in  the  year  ahead. 
"It  will  i-eally  rewTite  the  economics  of 
the  aii'line  industiy." 
EASTWARD  HO.  Southwest 
won't  say  just  how  prof- 
itable its  long-haul  routes 
ai'e.  "All  I  can  say  is  they 
haven't  seemed  to  drag  us 
down  much,"  says  Kelle- 
her Thanks  in  pait  to  low- 
er fuel  costs,  Southwest 
posted  record  earnings  last 
year  of  million,  a  36% 
gain,  on  99c  higher  rev- 
enues of  $4.2  billion.  Its  op- 
erating margin  hit  16.4%, 
the  best  since  1981.  This 
vear  should  be  even  bet- 


ter. The  growth  in 
longer  flights  should 
help  fuel  earnings 
growth  of  14%,  to 
$49<3  miUion,  this  yeai; 
while  profits  fall  foi- 
most  of  the  industiy. 
Murphy  estimates. 
Adds  James  R.  Mc- 
Gl>Tin,  a  vice-president 
at  Tom  Johnson  In- 
vestment Management 
in  Oklahoma  City:  "A> 
they  go  into  more  long 
haul,  they  should  be 
able  to  still  maintain 
their  margins."  His 
money  management 
fiiTn  holds  more  than  2 
million  Southwest 
shai'es. 

Certainly,  there's 
still  plentv  of  room  for  ^ 

Southwest  to  ex-pand  bottle,  says  0116  analyst 

its  traditional  short-  

haul  flights.  It  now 
flies  to  52  cities  but 
has  barely  scratched  the  densely  popu- 
lated East  Coast,  where  it  flrst  started 
serving  Baltimore  in  1993  before  mov- 
ing into  Florida,  Providence,  R.  I.,  and 
Manchester,  N.  H.  Following  its  strategv' 
of  favoring  tmcongested  secondaiy  au-- 
poits,  Southwest  in  Mai'ch  will  move  into 
New  York  with  service  to  Islip,  Long 
Island,  about  40  miles  east  of  Manhattan. 


This  is  "the  genie  [rivals]  alwaj 
hoped  would  not  come  out  of  tl 


CEO  KELLEHER:  ARE  COAST-TO-COAST  NONSTOPS  H' 


LOW-COST  LEADER.  SHORT  OR  LONG 

As  it  adds  longer  flights,  Southwest  retains  its  advantage 


FLIGHTS  OF  500  MILES 


FLIGHTS  OF  1,500  MILES 


0 


►  UNIT  COSTS  IN  CENTS* 

OAT^  ROBERTS,  ROACH  &  ASSOCIATES  INC. 


0  3  6 

►  UNIT  COSTS  IN  CENTS* 


•CENTS  PER  AVAILABLE  U  S.  SEAT  Mllf  ON  BOEING  737-300,  3Q  '98 


Tw^o  other  new  cities,  probably  I  ar 
East  Coast,  may  come  this  year, 
west  has  done  at  least  as  well  in  1 1 ; 
eastern  markets  as  elsewhere:  In  h  i: 
yeai"  fl\ing  between  Baltimore  anfii  : 
idence,  traffic  soai'ed  nearly  tenf'^ 
Moreover,  because  Southwest 
attacking  the  bigger  caniers  h  ,i  . 
the  risks  of  a  sharp  price  war  s  hi 
With  neaiiy  3  milli  k^: 
pie  on  Long  Island.  Sjk 
stance,  Southwest  ifrr'; 
be  successful  eve 
doesn't  lure  rnan^  [(j  !t_ 
hattanites.  Else'  hx} 
counterattacks  by  e  v^ 
ways'  MetroJet,  i  if!/ j 
by  United,  and  De|ti: 
press  could  dent  • 
west's  profitability,  i 
alysts  say  that  vitK 
lower  costs  and  !t.v>. 
proof  balance  st^. 
Southwest  should  tif 
The  biggest  risk  ^^^^ 
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aces  as  it  moves  into  longer 
says  one  rival  airline  exec,  is 
ving  its  roots:  "It's  very  much 
ilture  issue,  how  well  they  can 
'  doing  what  they  do  well." 
iwest  down|)lays  any  suggestion 
;  shifting  focus.  About  80%  of  its 
;  is  still  on  flights  shorter  than 
is.  "We're  built  for  the  short-haul 
i,  and  we  know  that,"  says  Chief 
al  Officer  Gaiy  C.  Kelly.  Indeed, 
ne's  veiy  identity  is  wTapped  up 
mderdog  tradition — and  in  the 
ance  of  Kelleher,  the  chain-smok- 
d  Turkey-swilling  funnyman  who 
outhwest's  legendary  esprit  de 
'ast  stunts  include  the  time  KeOe- 
n-virestled  another  CEO  for  the 

0  an  advertising  slogan.  He  lost 
got  to  keep  using  the  slogan. 
THREAT."  Kelleher  claims  that 
est  never  would  have  jumped 
ively  into  routes  of  1,000-plus 

not  for  changes  in  the  federal 
ax  in  1997  that  were  pushed  by 
airiei-s.  The  new  system  replaces 
itage  tax  with  one  that  includes 
er-segment  fee  that  hits  low-fai'e 

harder.  But  some  competitors 

that  Southwest  would  have 
strongly  into  long  hauls  anyway. 
2  dug  all  the  shallow  holes,"  says 

Dutta,  senior  vice-president  for 
f  at  United  Ah'lines  Inc.  And  he 
lat  in  Southwest's  coi-e  markets, 
!  now  got  com.petition"  fi'om  the 
low-fare  units. 

e  other  hand,  Southwest's  success 
jr  routes  will  put  gi'owing  pres- 
the  profits  of  its  bigger  competi- 
athwest's  cost  advantage  is  built 
.  20-minute  gate  turnai'oimds;  an 

all-Boeing  737  fleet,  including 
'-700s  that  can  fly  cross-countiy 
;  and  a  more  productive  work- 
lat  edge  shrinks  on  longer  flights, 
itill  significant.  Roberts,  Roach  & 
,es  Inc.,  an  auiine  consultant  in 
d,  Calif.,  says  Southwest  has  at 
59%  cost  advantage  over  bigger 
,  flights  of  .500  miles,  and  a  still 
5%  lead  at  1,500  miles.  "It's  a 
"eat,"  says  a  rival  au'line  exec. 

long-haul  flights  as  a  growing 
ts  arsenal,  Southwest  has  opened 

1  front  in  its  war  on  higher-cost 
Uready,  nonstop  flights  longer 
GO  miles  account  for  more  than 
Southwest's  capacity,  up  from 
e  years  ago,  estimates  Samuel 
ick,  an  analyst  for  PaineWebber 

the  final  analysis,  Southwest's 
opportunities  are  bounded  by 
ir  demand  for  lower  fares,"  he 

more  travelers  look  for  ways  to 
ennies,  that  demand,  long  or 
!ems  almost  Umitless. 
^endy  Zellner  m  Dallas,  with 
reports 


FLYING  ON  A  DISCOUNT 
AND  SOME  PRETZELS 


No  reserved  seats?  No  hot  meals? 
No  problem,  says  Dr.  Irving 
Weinberg.  "I  need  to  lose  weight 
anyway,"  cracks  the  42-year-old  M.  D. 
and  president  of  PEM  Technologies,  a 
Bethesda  (Md.)  medical-equipment 
company,  as  we  chat  aboard  a  7:30 
a.m.  Southwest  Airlines  flight  fi-om 
Baltimore  to  Oakland,  Calif.  Aliead 
of  us  loom  seven  hours  of  flying,  a 
25-minute  stop  in  Kansas  City,  and 
three  sei-vings  of  snacks.  The  payoff: 
a  transcontinental  ticket  that  is  far 
cheaper  than  rivals'. 

There  are  other,  less  obvious  ad- 
vantages to  flying  one  of  Southwest's 
new  no-f}'ills  flights  cross-countiy. 


WHO  NEEDS  A  MEAL?  Weinberg  likes  the  jokes 


though.  For  starters,  a  noticeable  air 
of  congeniality  exists  among  my  fel- 
low passengers.  It's  almost  a  require- 
ment, since  we  have  to  work  out 
things  like  seat  assignments  on  om- 
own.  One  passenger  lugs  aboard  a 
big  brown  bag  of  food  to  share  with 
his  seatmates. 

Judging  by  my  flight,  many  who 
are  jumping  aboard  as  Southwest  ex- 
pands into  longer  I'outes  work  for 
penny-pinching  companies  that  don't 
want  to  spring  for  the  sky-high  tick- 
et prices  big  carriers  charge  for  last- 
minute  travel.  David  Grossweiler,  a 
30-year-old  engineer  for  Butler  Man- 
ufactming  Co.,  booked  a  flight  to  his 
Kansas  City  headquarters  six  days 
ahead.  He  says  other  airlines  wanted 
to  charge  $850,  while  the  Southwest 
flight  was  $356.  "Five  hundred  dol- 
lars seemed  like  too  much  for  a  small 
food  tray,"  he  says. 

But  if  the  food  isn't  sumptuous,  at 
least  we  won't  stai-ve.  Our  snack- 


food  banquet  begins  with  a  bag  of 
mini-gi'aham  crackers  and  moves  on 
to  a  ham  stick,  sesame  crackers,  a 
cheese  wedge,  a  NutriGrain  Twist, 
nuts,  raisins,  and  drinks. 
PERK  TALK.  With  no  movies  or  music 
on  the  flight,  many  quickly  pull  out 
laptops  or  legal  pads.  As  with  all 
Southwest  flights,  those  who  want 
conversation  and  leg  room  sit  in  "the 
lounge" — two  rows  of  seats  facing 
each  other  along  the  emergency-exit 
aisle  that  offers  fliers  a  chance  to 
chat  and  exchange  business  cards. 
There,  the  discussion  soon  tums 
from  children  and  work  to  the  perks 
we've  sacrificed  to  fly  cheaply.  Cy- 
belle  Lewis,  34,  a 
museum  designer  for 
Douglas/Gallagher,  an 
architecture  firm  in 
Washington,  D.  C, 
complains  that  she 
must  drive  an  houi" 
to  Baltimore — even 
though  Ronald  Rea- 
gan National  Airport 
is  five  miles  from  her 
Aiiington  (Va.)  home. 

She  also  laments 
the  loss  of  first-class 
pre-boarding  and 
family  vacations  un- 
derwritten with  fre- 
quent-flier miles. 
Southwest  has  a 
mileage  plan,  but  it  flies  to  destina- 
tions such  as  New  Orleans  or  Albu- 
querque, not  Hawaii  or  London.  Says 
Lewis  with  a  sigh:  "I  was  a  Pre- 
feiTed  Plus  on  us  Air." 

But  that  seat-of-the-pants  quality 
is  just  the  ticket  for  Weinberg.  He 
settles  into  a  lounge  seat  and  is  soon 
raving  about  Southwest's  flexibility 
on  tilings  like  carry-on  luggage.  "I 
used  to  cany  200  pounds  of  equip- 
ment," he  says.  "It  was  never  a  prob- 
lem on  Southwest.  Other  au'lines 
would  say,  'That  has  to  go  cargo.' " 

Weinberg  also  appreciates  the 
jokes  that  flight  attendants  use  to 
spice  up  announcements.  But  try  as 
he  might  tliis  time.  Dr.  Weinberg 
can't  coax  a  joke  or  song  out  of  the 
crew.  "I  think  they  were  sleepy,"  he 
explains  after  oui*  flight  has  finally 
touched  down.  Or  maybe,  after  seven 
hours  of  passing  out  peanuts,  they're 
shell-shocked. 

By  Roy  Furchgott  at  .39,000  feet 
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Legal  Affairs  


COMMENTARY 

By  Mike  France 


IMPEACHMENT:  DOES  THE  RULE  OF  LAW  REALLY  RULE? 


It's  hard  not  to  wonder,  these 
days,  what  made  Republicans 
think  they  could  win  the  battle 
for  the  hearts  and  minds  of  the 
American  public.  In  spite  of  polls 
showing  that  voters  want  Clinton  to 
stay  in  office,  the  gop  clung  to  the 
belief  that  it  could  convince  people 
the  President  has  done  something 
serious  enough  to  warrant  removal. 
Party  leaders  hoped  to  do  this  by 
arguing  that  the  impeachment  was- 
n't about  Clinton's  private  life  but 
about  a  holy  principle:  the  rule  of 
law.  Day  after  day, 
House  prosecutors  ham- 
mered away  at  the  same 
theme:  that  if  Clinton 
were  to  get  away  with 
his  alleged  crimes,  it 
would  undermine  the 
principle  that  no  person 
is  above  the  law  and 
cause  people  to  lose  faith 
in  the  American 
legal  system. 

Maybe  so.  But 
before  betting 
the  future  of  the 
party  on  this 
proposition.  Re- 
publicans should 
have  looked  more 
carefuOy  at  what  the 
inle  of  law  really 
stands  for  Hemy  Hyde 
&  Co.  used  the  phrase  as 
a  bumper-sticker  slogan, 
but  it's  actually  a  highly 
evolved  philosopliical  concept.  Essen- 
tially, the  teiTO  describes  a  legal  sys- 
tem in  which  people  are  governed  by 
iinpartial,  fixed  mles,  in  contrast  to 
the  arbitrary  rule  of  man. 
CLOSED  DOORS.  In  his  classic  1964 
book  on  the  topic,  Tlie  Morality  of 
Law,  Harvard  Law  School  Professoi- 
Lon  L.  Fuller  detennined  that  eight 
critei'ia  need  to  be  met  for  the  inle 
of  law  to  exist.  In  vastly  simplified 
form,  they  are  as  follows:  First  and 
foremost,  there  have  to  be  niles. 
Second,  the  niles  should  be  created 
in  a  public  fomm  and  widely  dissemi 
nated.  They  also  have  to  be  (3)  sta- 
ble, (4)  consistent,  (5)  clear,  and  (6) 
impartially  enforced.  Moreover,  the 
rules  (7)  should  not  retroactively 


punish  people  for  actions  that  wei'e 
legal  when  committed  or  (8)  attach 
blame  unless  a  person  acts  intention- 
ally or  negligently. 

While  most  Americans  probably 
couldn't  articulate  Fuller's  eight  prin- 
ciples, they  have  a  deeply  ingi-ained 
sense  of  when  these  edicts  are  being 
violated.  And  almost  from  the  begin- 
ning, the  impeachment  trial  made  a 
mockery  of  the  ideals  that  constitute 
the  ti'ue  meaning  of  the  loile  of  law. 
The  procedure  was  basically  made  up 
as  it  went  along,  in  private,  and  in 


complete  disregard  for  ordinaiy  no- 
tions of  due  process. 

That's  not  entirely  the  Republi- 
cans' fault.  The  Constitution  re- 
quires that  impeachment  be  a  politi- 
cal rather  than  a  legal  procedure. 
But  because  the  trial  strayed  so  far 
from  rule-of-law  ideals,  the  gop  nev- 
er had  much  of  a  chance  of  using  it 
as  a  vehicle  to  change  the  public's 
mind.  No  matter  how  strong  a  case 
the  House  prosecutors  made,  citi- 
zens were  unlikely  to  accept  the 
process  as  legitimate. 

Start  with  the  fundamental  re- 
quirement that  the  law  should  be 
fixed  and  stable.  Thei'e's  good  reason 
for  this  principle:  If  the  people  in 
power  got  to  invent  the  law  as  they 
went  along,  we'd  have  the  veiy  nile 


of  men  that  we  strive  to  avoid.  Ye 
in  the  impeachment  trial,  many  ke 
procedural  decisions — such  as  wha 
ty|3e  of  evidence  would  be  admitte 
and  whether  there  would  be  witne 
es — were  m.ade  on  the  fly. 
PROVE  WHAT?  What  of  the  require 
ment  that  the  law  should  be  cleari 
In  criminal  trials,  judges  offer  juri| 
a  precise  definition  of  the  crime  ) 
charged,  and  jurors  are  supposed  tij 
apply  that  standard  literally  to  thej 
facts  of  the  case.  But  the  key  tern 
in  the  impeachment  tiial,  "high 
crimes  and  misdemeanors,"  is  noto 
ously  vague.  Worse  yet,  nobody  ca 
agi'ee  whether  prosecutors  need  ti 
make  a  "clear  and  convincing"  casf 
or  to  meet  a  tougher  "beyond  a  ri 
sonable  doubt"  test. 

Impartiality  is  another  coraersb 
of  the  rule  of  law.  Neither  judge  1 
jurors  should  have  any  bias 
against  the  accused.  But : 
this  case,  senators  on  b 
sides  of  the  aisle  have 
stake  in  the  outcome 
Observes  Harvard 
Law  School's  Ali 
M.  Dershowitz 
"One  of  the 
gTeat  things 
about  a  real  t 
al  is  that  the  j 
rors  don't  run  f 
reelection  on  the 
basis  of  the  verdict! 
Does  all  this  mean 
that  the  impeachment  proceeding 
been  illegal?  Not  necessaiily.  Sena 
Majority  Leader  Trent  Lott  (R-Mi 
had  broad  fi-eedom  to  stiiictm-e  th 
trial  as  he  saw  fit,  and  there  was 
never  any  requirement  that  it  be 
a  ty]3ical  criminal  case.  But  what 
happened  was  so  far  from  a  typiQ 
legal  proceeding  that  the  impeach 
ment  never  had  a  chance  of  attain 
any  moral  authority.  In  hindsight, 
appears  that  the  Republicans  got 
things  exactly  backward.  The  prol 
lem  wasn't  that  Americans  didn't 
know  what  the  inle  of  law  meant, 
was  that  they  did  know. 


France  actvMly  read  The  Mon 
of  Law  a  decade  ago  at  Stanford 
versity  Law  Sclinol. 
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cv  T/iint^s  Every  Invest  or  S  li  o  h  I  d  Know 


Q:  In  corrections  and 
bear  markets  since  1926, 
small-company  stocks  have 
Derformed  better  than 
arge-company  stocks. 

■m  True 
•  False 


large  cap  funds 


Al  False 


Smali-company  stocks  have  outgained  large-company  stocks  over  the  last  70 
years.  But  in  market  declines,  large-capitalization  stocks  have  fared  much  better. 
The  reason?  Large  caps  represent  shares  of  well-established  companies  that 
investors  often  turn  to  in  times  of  volatility.  Also,  the  shares  of  such  seasoned 
companies  are  more  actively  traded  and  are  easier  to  buy  and  sell,  making  them 
more  attractive  in  weak  markets.  Long  term,  you  can  enjoy  extra  returns  from 
small  stocks,  but  large  caps  can  better  endure  sharp  declines  in  the  short  run. 

Source:  Ibbotson  Encorr,  Fidelity  Investments,  1998 


When  you're  looking  for  opportunities  in 

large  cap  funds, 

look  to  Fidelity. 


>-  Fidelity  Blue  Gup  Growth  Fund  When  you  want  lo  add  large-company  stocks 

>^  Fidelity  Large  Cap  Stock  Fund  to  your  portfolio,  consider  three  well-known 

5^  Piclchtv  Fund  funds  from  Fidelity  -  Blue  Chip  Growth  Fund, 

  Large  Cap  Stock  Fund  and  Fidelity  Fund. 

All  benefit  from  the  money  management  acumen  of  Fidelity  and  extensive  fundamental 
research  by  our  dedicated  team  of  analysts.  One  more  reason  to  turn  to  Fidelity  to  e.xpand 
your  opportunities. 


Fidelity 


Investments " 


WHERE  12  MILLION  INVESTORS  PUT  THEIR  TRUST. 


iHir     Ml     in.      i»,  1 

-  o  o  o  - 

"OB    A    FUND  PROS 

PECTUS             VISIT    US    AT  WWW.FIDELITY.COM 

'  complete  information  on  any  fund  available  through  Fidelilv,  including  charges  and  expenses,  call  for  a 
ad  it  carefully  before  you  invest  or  send  money. 

IVICE:  1-800-544-0118  for  the  deaf  and  hearing-impaired    a.m.  -  >■)  p.m.  ET. 

)is(ribulors  C'.irpor.uion 

ree  prospectus  or  download  one  at  fidelity.com. 

SUPERMAN 

DOESN'T 


Is  he  Superman?  Or  does  he  use  R5?  With  its  unique  repHcation  technology, 
new  Lotus  Notes"  makes  it  easy  to  keep  up  to  the  minute,  manage  your  workflow, 
documents,  collaborate  with  your  team  and  work  the  Web 

from  anywhere.  Go  to  lotus. com/superhumansoftware 
R5  -  SUPER.HUMAN.SOFTWARE 


An  IBM  Company 


THE 


ATLANTIC 

CENTURY? 

Once  again,  the  U.S.  and  Europe  are 
the  twin  drivers  of  the  wo  rld  eco  nomy 

T 


I  lie  global  economy  wasn't  supposed  to  look  like  tliis. 
After  the  Berlin  \^'all  crumbled  and  governments 
thi-oughout  the  world  cast  their  lots  with  capital- 
ism, it  seemed  logical  to  envision  a  single,  seamless 
system.  Money,  goods,  and  eventually  people  wotild 
move  fi'om  market  to  market,  unimpeded  by  ideolo- 
gy' or  protectionist  baniei*s.  Western  wealth,  seeking  liigh  re- 
tm-ns  in  developing  nations,  would  flow  south  and  east,  en- 
riching recipient  industries  and  consumers  until  a  rising  tide 
of  gi'owth  lifted  eveiyone  into  better  h\ing  standards. 

Instead,  the  new  centmy  will  begin  with  an  eeiily  familial' 
alignment.  Once  again.  North  America  and  Eiu'ope  are  the 
global  anchoi's  of  prosperity  and  stability,  while  the  rest  of  the 
world  straggles  in  economic  limbo.  Far  fi'om  counting  on  hot 
emerging  mai-kets  to  chive  global  gi'owth,  companies  and  in- 
;  vestors  ai-e  focused  on  the  Atlantic  zone.  "Tlie  big  gi-owth 
i  engines  are  the  U.  S.  and  Etu'ope."  says  Michael  C.  Hawiey. 
I  president  of  Boston-based  GUlette  Co..  which  is  spending  S750 
s  milhon  to  latmch  its  pricey  Mach  111  razor  in  the  two  regions. 

Just  thi'ee  yeai's  ago,  such  optimism 
would  have  seemed  misplaced.  After 
all,  the  U.  S.  had  been  chugging 
through  a  six-year  expansion. 
Sui'ely,  it  had  to  run  out  of 
steam,     most  economists 
agi'eed.  Even  if  gi-owth  con- 
tinued, it  could  hardly  be 
better  than  tepid,  since  the 
affluent  American  market 
seemed  saturated  with  goods 


1 


and  senices.  And  Eu- 
rope? Pundits  wTote  it 
off  as  an  also-ran  in  the 
race  for  global  com- 
petitiveness, a  continent     (  ^ 
hopelessly  tangled  in  ob- 
solete regulations  and  stub- 
bornly refusing  to  change. 

True,  1999  could  bring  a 
slowdown.  But  both  regions  have 
stu-prised  us.  The  U.S.,  shattering  traditional  econoi 
stmiptions,  may  have  created  a  new  model  for  gi-owii 
cessive  teclinologj-  breaktlu'oughs  fuel  productivity  gaii 
have  been  iimning  a  yeai-  since  199.5 — neaiiy  twice  t 
el  of  the  pi-e\ious  two  decades.  Continued  low-inflation,  I 
emplo\ment  gTowth  Ls  defying  the  classic  business  cycle, 
while,  demogi'apliics  have  changed  the  face  of  financ 
baby  boom  generation  saves  for  retu'ement  by  socki 
lions  of  doUai-s  into  stocks  eveiy  month  automatically — \>*. 
one  reason  for  the  market's  long-term  buoyancy.  A 
boomei's'  insatiable  appetite  for  investment  advice  ha.- 
led  to  an  ex^Dlosion  of  lucrative  flnancial  senices  from 
banks,  infoiTnation  companies,  and  the  Internet.  < 

Across  the  sea,  Em'ope  is  going  thi-ough  many 
of  the  same  changes.  "The  New  Economy  effect 
is  still  veiy  much  in  the  ftitui'e,"  says  Univei'si- 
ty  of  Maastricht  Professor  Luc  L.  Soete.  "But  W"' 
in  many  parts  of  Europe,  it  is  starting  to 
take  form."  Proof  is  in  the  Continent's  two- 
tier  economy:  Manufactui'ers  are  in  recession, 


MIRROR  The  continents'  parallel  trends  ^ 
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oftware  and  telecom  companies  are  pumping  out  jobs, 
ed,  Europe  increasingly  miiTors  its  transatlantic  trad- 
•tner.  At  $6.5  trillion,  the  euro  zone's  economy  ap- 
is  the  U.  S.'s  $8  trillion.  The  two  continents'  share  of 
rade  is  almost  the  same,  about  18%,  and  they  both  ex- 
me  11%  of  GDP.  Thanks  to  the  euro,  even  their  stock 
s  could  soon  be  comparable.  Bamng  any  profit  shocks, 
I's  9,100  listed  companies  should  gradually  grow  in 
lose  to  that  of  America's  9,900. 

ipe's  new  single  currency  will  bring  the  continents 
ven  closer.  By  consolidating  11  different  markets,  the 
euro  will  create  a  source  of  capital  far  bigger 
in  the  sum  of  its  parts,  because  it  will  be 
more  liquid.  Already,  this  market  is  tak- 
ing shape  along  U.  S.  lines.  That's 
partly  because,  like  Americans,  Eu- 
ropeans face  an  income  cnanch  at 
retirement  unless  they  begin 
slufting  theii'  savings  into  stocks 
and  corporate  bonds.  The  euro 
zone's    fast-growing  capital 
markets  represent  a  fresh 
source  of  funds  for  U.  S.  and 
European  companies  alike. 


Cover  Story 


And  as  countries  around  the  world  stock  up  on  euros  to 
cover  trade  with  the  eiu'o  zone,  the  ciuTency  could  eventually 
share  global  reserve-currency  status  with  the  dollar. 

On  a  less  lofty  but  equally  important  level,  transatlantic 
business  values  have  more  in  common  than  ever.  Executives 
share  a  focus  on  shareholder  returns  and  an  openness  to 
ideas  invented  half  a  world  away.  Gradually,  deregulation 
and  more  supply-side  economics  could  solve  Europe's  re- 
maining nagging 
unemployment 
problem.  As  the 
Continent  gains 
in  competitive- 
ness and  as  its  capital  mai'kets  evolve,  "you  will  have  two  vir- 
tually identical  blocs,"  says  Jan  Svejnar,  economics  professor 
and  head  of  the  William  Davidson  Institute,  a  think  tank  in 
Ann  Arbor,  Mich.  "Technologically,  neither  will  be  ahead, 
and  institutionally  they  will  be  similar" 

The  upshot  is  that  for  now,  U.  S.  and  Eiu'opean  companies 
no  longer  need  look  to  the  developing  world  for  growth. 
For  example,  thanks  to  deregulation  on  both  continents,  a 
phone  company  formerly  dependent  on  a  single  business 
repertoire  can  now  branch  out  into  cable  and  Internet  ser- 
vices. And  its  once-regional  customer  base  is  the  size  of 


are  creating  ''two  virtually  identical  blocs" 
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the  entii'e  transatlantic  zone.  "WTien 
we  talk  about  globalization,  we  used  to 
talk  about  emerging  markets,"  says 
McKinsey  &  Co.  global  strategj'  ex- 
pert Lowell  L.  Biyan.  "But  the  most 
important  integi'ation  now  is  occur- 


Cover  Story 

THE  ATLANTIC  CENTURY? 


ring  between  Eui-ope  and  America." 

Already,  gigantic  mergers,  from 
DaimlerChrysler  to  Deutsche  Bank- 
Bankers  Tinst,  signal  that  the  biggest 
companies  on  both  sides  of  the  At- 
lantic want  to  exploit  the  two  conti- 
nents' gi-owing  .similarities.  Since  size 
and  mai'ket  reach  are  more  important 
than  ever — especially  in  a  Europe 
whose  national  boundaries  are  gi*adu- 
ally  being  razed — many  more  transat- 
lantic deals  are  likely  to  follow.  Merg- 
ers and  acquisitions  between  the  two 
continents  totaled  .S2.56.5  billion  in  1998, 
up  fi-om  S69.4  billion  in  1995. 
LONG-TERM  FOCUS.  U.S.  and  Euro- 
pean management  styles  ai'e  gi'adually 
converging,  too.  Multilingual  execu- 
tives believe  in  performance-based 
compensation  and  look  for  talent  with- 
out regai'd  to  nationality.  And  the  eui'o 
zone's  monetaiy  guai'dian,  the  new  Eu- 
ropean Centi-al  Bank,  seems  committed 
to  emulating  the  U.S.  Federal  Resen^e.  making  i^v,- 
inflation  gi-owth  its  principal  target.  For  the  foreseeable  fu- 
tui'e,  investor  on  both  sides  of  the  Atlantic  ai*e  likely  to  shun 
short-teiTn  high  returns  in  emerging  countries  in  favor  of  low- 
er but  less  volatile  rewaitls  fi-om  each  other's  capital  markets. 
\\liile  North  America  and  Europe  increasingly  look  Uke 
twin  pillars  of  global  gi'owth,  the 
foiTTier  stai's  of  the  world  econ- 
omy are  in  a  tailspin.  In 
Asia,  the  forces  of  eco- 
nomic integration  are 
ciaimbling.  The  reces- 
sion and  financial  de- 
bacle in  .Japan  has  de- 
prived the  region  of 
its  main  growth  en- 


giiir.  .^ci:-Mij.-L-.-.-L'a  I  I.,;, a  1.-  -..uiiing  more  protectionist, 
initiatives  of  the  eai-ly  1990s  to  dismantle  regional  ban 
trade,  financial  sendees,  and  telecommunications  ha\'' 
into  disaiTay.  In  many  industries,  companies  still  ni 
proach  the  region  countiy  by  countiy,  each  \viih  i 
rales,  cuirency  regimes,  and  bm-eaucracies.  That  ni 
tough  to  achieve  critical  mass. 

Tlianks  to  the  Asian  meltdown  of  1997,  Ri;ssia's  dev; 
and  default  last  yeai*,  and  a  potential  Latin  American  t 
1999,  confidence  in  emerging  mai-kets  has  dissolved. 
in  the  midteiTn,  these  countries  will  pay  dearly  for  eve 
ny  of  Western  capital  as  they  try  to  repah*  their  sh: 
economies.  Private  credit  to  emerging  markets  dwin 
$39  billion  last  year,  fi-om  S196  bilhon  in  1996. 

The  new  di\ide  between  the  economic  haves  and  ha 
could  be  self-pei'jDetuating.  For  example,  the  U.  S.  ha. 


WHAT'S  DRIVING  THE  NEW  ATU 


DEREGULATION 


Opening  of  telecom,  bank- 
ing, and  airlines  is  creat- 
ing a  continental  market  in 
Europe  that  parallels  the 
U.S.  Costs  are  falling  as 
competition  increases. 


TECHNOLOGY 


Companies  in  both  Europe 
and  the  U.S.  are  rapidly 
absorbing  technology, 
increasing  productivity, 
and  becoming  more 
responsive  to  change. 
Technology  is  helping 
to  turn  once-mature 
economies  into  zones 
of  growth. 


FINANCIAL  MARKETS     ■  COMMON  BUSIN 


The  euro  has  revolutionized 
European  finance.  It  is 
reshaping  capital  markets 
along  U.S.  lines  and  will 
create  a  huge  new  pool  of 
funding  for  both  European 
and  U.S.  companies.  The 
euro  will  likely  take  a  big- 
ger place  alongside  the 
dollar  as  a  reserve  currency 


A  generation  of 
school  trained,  ' 
managers  is  tak 
Europe's  compa 
On  both  sides  c 
Atlantic,  compai 
emphasizing  sha 
value,  focusing 
profits  and  payii- 
performance. 
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ROOM  TO  MOVE  Companies  no  longer  need  the 
developing  world  for  growth.  Deregulation  is 
opening  new  opportunities  in  Europe  and  the  U.S. 

MERCEDES  SEDANS  AT  HAMBURG  HARBOR:  THE  DAIMLER-CHRYSLER  DEAL  MAY  BE  A  HARBINGER 


fited  fi'om  the  flood  of  cheap  imports, 
which  has  allowed  the  Federal  Re- 
sei-ve  to  keep  interest  rates  low.  But 
developing  nations  get  much  less  for 
the  commodities  they  produce,  be 
they  oil,  steel,  or  computer  memoiy 
chips.  And  because  their  cuirencies 
have  plimged  in  value,  coimtines  such 
as  Indonesia,  Thailand,  and  Brazil 
have  much  less  buying  power  for  ma- 
chinery, raw  materials,  and  fuel. 
Without  such  supphes,  they  can't  get 
exports  gi'owing  again. 

Yet  despite  the  reversal  of  the  de- 
veloping nations'  fortunes,  many  opin- 
ion leaders  reject  the  idea  that  the 
U.  S.  and  Eui'ope  should  be  regarded 
as  role  models.  "The  emerging  mar- 
kets accepted  unilateral  imposition 
of  dogmatic  formulas  because  they 
feared  a  negative  reaction  from  the 
market,"  says  Eisuke  Sakakibara, 
■■  powei'ful  vice-minister-  of  finance  for  international  af- 
'iit  now,  he  says,  the  era  of  Western  "market  fimda- 
ism"  is  fading  as  a  global  ideology:  "Global  capitalism 
;  ned  inherently  unstable." 

rived  of  the  hot  Western  money  that  fed  their  gTowth 
early  1990s,  many  developing  markets  are  back  to 
one.  But  the  tough  times  have  brought  valuable 
.  Perhaps  the  most  fundamental  is  that  capitalism  isn't 
illy  foiTOed.  Thi'owing  capital  at  an  economy  not  yet 
"(1  to  handle  cyclical  downturns,  inflation,  and  curren- 
i^s  is  unlikely  to  yield  long-teiTn  gains. 
('  government  leaders,  executives,  and  investors  are 
for  institutional  and  regulatory  reforms  in  emerging 
s.  It  could  be  years  before  these  structural  changes 
lot.  But  if  nothing  else,  the  cut-off  of  easy  money 
he  West  could  ensure  that  Asia,  Russia,  and  Latin 


America  don't  make  the  same  mistakes  again.  Nor  are  they 
likely  simply  to  turn  back  into  cheap-export  machines.  More 
probable  is  a  gradual  transition — no  doubt  with  plenty  of 
government  intervention  along  the  way — to  a  practice  of 
capitalism  that  meshes  with  the  trans-atlantic  model  but 
holds  less  built-in  financial  risk. 

In  fact,  the  new  world  order  could  introduce  a  set  of  glob- 
al risks  quite  different  from  the  emerging  nations'  boom- 
busts.  Harmonious  as  the  U.  S.  and  European  economies 
may  be,  a  downturn  in  world  gi-owth  could  send  the  two 
continents  into  senous  rivahy.  Even  now,  Bioissels  and  Wash- 
ington are  battling  over  banana  and  meat  imports,  with  the 
U.  S.  threatening  sanctions.  Competitive  devaluations  be- 
tween the  dollar  and  the  euro  ai"e  not  out  of  the  question,  and 
trade  baniers  and  cim-ency  wars  could  be  even  more  tempt- 
ing. Says  the  Davidson  Institute's  Svejnar:  "Since  nafta  and 
the  euro  zone  are  large  blocs,  it's  easier  for  them  to  be  self- 
sufficient." 

UNITY  GAP.  Finally,  it  remains  to  be  seen  whether  the  U.  S. 
can  gracefully  cede  the  geopolitical  hegemony  it  has  enjoyed 
for  most  of  this  century.  America  has  traditionally  shoul- 
dered much  of  the  burden  when  a  global  crisis  erupts,  from 
wars  to  financial  default.  As  the  eui'o  zone  matm-es  into  a  sin- 
gle, massive  economy,  its  leaders  could  be  called  on  more  fre- 
quently to  pull  their  weight  in  times  of  trouble.  "But  as  long 
as  Europe  lacks  political  unity,"  says  Andre  Levy-Lang, 
chairman  of  French  investment  bank  Paribas,  "it's  unhkely  to 
assume  a  caretaker  role,  because  countries  still  have  con- 
flicting interests." 

Tlie  greatest  danger  to  the  ti-ansatlantic  alliance,  in  fact,  is  an 
economic  shock  that  somehow  hits  one  bloc  hartler  than  the  oth- 
er But  as  long  as  the  two  remain  oases  of  gi'owth  in  a  tui'bu- 
lent  world,  they  are  likely  to  be  more  allies  than  rivals.  Eui'o- 
peans  and  Americans  may  never  define  capitalism  in  exactly  the 
same  way.  But  for  now,  their  definitions  ai'e  close  enough  to  en- 
sure a  fei'tile  economic  paitnership  for  yeai's  to  come. 

By  Joan  Warner,  with  Pete  Engardio  in  New  York  and 
Thane  Peterson  in  Frankfuft 
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EUROPE 
RISING 

Restructuring  and  the  euro  may 
soon  make  it  America's  equal 

It  was  the  kind  of  corporate  coup 
that  leaves  coffee  mugs  ratthng 
in  executive  suites.  Bell  At- 
lantic Corp.,  the  phone  Goliath 
of  the  eastern  U.  S.,  was  just 
about  to  buy  San  Francisco's  Air- 
Touch  Communications  Inc.  But 
at  the  last  minute  in  early  Janu-  a 
ary,     London-based  Vodafone 
Group  PL('  outbid  Bell's  original  of- 
fer by  $17  billion,  paying  $62  billion 
for  AirTouch.  The  world's  largest 
cellular-phone  operator  would  be 
British,  not  American.  Far  from 
concluding  that  the  European  I 
company  was  overi-eaching,  in- 
vestors quickly  bid  up  Voda- 
fone shares  by  17%. 

The  deal  sounded  a  wake- 
up  call.  Long  considered  a  col- 
lection of  economic  has-beens 
clinging  to  outdated  social 
systems,  Europe  is  on  the 
rise.  The  single  currency,  offi- 
cially born  on  Jan.  4,  is  only 
the  latest  milestone  in  the  Con- 
tinent's long  journey  back  to 
global  prominence.  Gradually,  over 
the  past  10  years,  companies  have  re- 
stiTictiu'ed  and  governments  have  dismantled 
regulations  that  stifled  competition,  following  a 
model  perfected  in  the  U.  S. 

TEAMWORK.  Indeed,  until  recently,  it  seemed  safe  to  assume 
that  Japan,  or  perhaps  China,  would  become  America's  clos- 
est economic  peer  But  with  Asia,  Latin  America,  and  Russia 
all  in  deep  financial  trouble,  Europe  seems  most  likely  to 
fill  that  role,  at  least  in  the  medimii  tenn.  Right  now,  it's  one 
of  the  main  props  under  the  fi'agile  world  economy.  Although 

the  global  crisis  is 
slowing  growth,  the 
euro  zone's  gi'oss  do- 
mestic product  is  still 
projected  to  expand 
by  2.%  this  year — about  the  same  as  the  U.  S.  rate — and  to 
recover  to  around  '?f/c  gi-owth  in  2000. 

Monetaiy  union  is  only  pait  of  the  stoi-y.  European  com- 
panies have  painfully  cut  costs  and  sold  off  money-losing 
businesses  to  get  into  fighting  trim.  Now,  the  strongest  are 
teaming  up  with  U.  S.  counterparts  to  gain  even  greater 
market  strength.  Several  recent  mergers  give  a  glimpse  of 
the  new  transatlantic  corporation.  At  DaimlerChiysler,  the 
biggest  combination  so  far,  a  jet  shuttles  executives  between 
Stuttgart  and  Detroit  three  times  a  week,  and  the  two  com- 
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panies  plan  to  integi'ate  procurement  and  share  techii«! 
Deutsche  Bank  bought  Bankers  Ti'ust  to  complemef 
homegi'own  clout  with  LI.  S.-style  investment  banking  ^' 

Media  giant  Bertelsmann  has  widened  its  global  prese> 
publisliing  by  acquiring  Random  House.  And  to  cash  in  < 
Continent's  gi'owing  Internet  craze,  Bertelsmann  tooki 
stake  in  America  Online  and  manages  aol's  booming  hi 
pean  operations  in  a  joint  venture  with  the  U.  S.  conp 
Last  fall,  Bertelsmann  poui-ed  $200  million  into  a  partnc 
with  Barnes  &  Noble  to  take  on  Amazon.com  in  the 
Such  deals,  along  with  British  Petroleum's  $53  billion  b' 
of  Amoco  and  Vodafone 's  triumph  over  Bell  Atlantic,  sul 
that  America  is  Europe  Inc.'s  favorite  shopping  mall.  | 

Even  when  they're  not  snapping  up  U.  S.  counterki 
European  companies  are  proving  to  be  global  powerhiS*' 
Formerly  state-subsidized  Airbus  Industrie  matches  iai 
Boeing  order  for  order  in  small  and  midsize  jets.  Sas  ' 
Mercedes  and  Volkswagens  are  booming  around  the  " 
Finland's  Nokia  and  Sweden's  Ericsson,  along  with  j- 
fone,  have  conquered  global  telecommunications  mark 

Another  force  behind  the  Continent's  gi-owing  mu 
deregulation,  which  has  turned  "Fortress  Europe" 
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Canon  Takes  Presentation  Technology 
rom  The  Dark  Ages^ToTli^igita^Age. 


Introducing  "Digital  OHR' 


i  ;tal  OHP  Presentations:  A  Canon  Exclusive. 

e  "Digital  Overhead  Projector,"  available  only  from 
Tioh,  combines  the  first  affordable  hi-res.  (1900  x1424 
!els)  Digital  Document  Camera,  with  Canon's  first  opti- 
lly-advanced  LV-series  projector  to  give  you  text  clarity 
8pt.  on  a  full  8  1/2"  x  11"  document)  without  trans- 
rencies,  plus  a  whole  lot  more. 

tented  Technology  Means  Breakthrough  Pricing. 

non's  patented  Parallel  Plate  'Variable  Refraction  Optical 
stem'  is  a  unique  technology  that  allows  one  CCD  to 
'e  you  the  quality  of  nine,  without  the  high  cost. 


Enhance  Your  PowerPoint®  Presentations. 

Within  seconds.  The  Digital  OHP  allows  you  to  access 
crisp  type  and  incredible  detail  from  documents,  charts, 
graphs,  even  3-D  objects  and  integrate  them  into  your 
PowerPoint  presentation  for  maximum  flexibility. 

The  Missing  Link  To  Videoconferencing. 

Unlike  conventional  document  cameras,  the  Digital  OHP 
optimizes  your  videoconferencing  system,  allowing  you  to 
share  full  document  text  and  detailed  images  much  like 
you  would  during  a  face-to-face  meeting. 


FOR  MORE  INFORMATION,  PLEASE  CALL  (516)  328-5960. 
E-mail  us  at  vcsd@cusa.canon.com  Website:  wvfw.usa.canon.com 
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I'erPoinf  is  a  registered  trademark  of  Microsoft. 


Canon 

Visual  Communication  Systems  DmsiON 

Canon  is  a  registered  trademark  of  Canon,  Inc.  ©1 999  Canon  USA,  Inc: 


NEW  WORLD  Former  monopolies  trying  to  hold  on  to 
market  share  are  likely  to  drive  more  Europe-U.S.  mergi 


freer,  more  efficient  market.  For  instance,  since  the  GeiTnan 
and  French  telecommunications  markets  were  fully  deregu- 
lated a  year  ago,  they  have  become  among  the  most  com- 
petitive in  the  world.  Companies  such  as  France  Telecom, 
Deutsche  Telekom,  and  Mannesmann  are  being  forced  to  cut 
costs  and  expand  across  Europe  to  survive.  The  side  effects 
are  ah'eady  palpable.  Gennan  telecom  companies  alone  created 
40,000  jobs  in  1998.  And  competition  has  reduced  Germany's 
phone  rates  by  as  much  as  70%. 

Deregulation  will  set  off  the  same  process  in  banking  and 

finance,  media,  and  en- 
ergy. Once  the  leaders 
in  these  industries 
gain  enough  critical 
mass  in  Eui'ope,  many 
will  strike  out  abroad,  as  Vodafone  did.  No  matter  which 
side  of  the  Atlantic  they're  on,  says  John  J.  Studzinski,  Mor- 
gan Stanley  Dean  Witter  &  Co.'s  European  investment  bank- 
ing chief,  "the  biggest  companies  in  each  industry  will  drive 
consolidation." 

Indeed,  former  monopolies  trying  to  hold  on  to  market 
shai"e  as  they  begin  to  face  private-sector  competition  ai'e  like- 
ly to  drive  more  Europe-U.  S.  mergers.  For  instance,  giant 
state-owned  Deutsche  Post  in  Bonn  is  getting  ready  for  mail 
deregulation  by  teaming  up  with  air  carrier  Lufthansa  to 
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HOT  SPOTS  IN 
THE  EURO  ZONE 

The  industries  behind 
the  Contment's  climb 


-LIKELY  TO  ENTER  MONETARY  UNION  IN  THE  NEXT  ROUND 


buy  a  big  stake  in  parcel-delivery  company  dhl  Intei'i 
al  Ltd.  That  way,  it  will  have  another  business  to 
falling  margins  in  letter  mail. 

Yet  some  Eiu'opean  industries  ai-e  on  the  ascendant, 
to  what  Americans  might  consider  state  intervention, 
certainly  the  case  with  the  Continent's  global  lead  in  c 
phones.  The  early  adoption  of  a  single  Eiu'opewide  st; 
has  created  a  huge  platform  for  its  cell-phone  com] 
By  contrast,  says  Vodafone  ceo  Cbristopher  C.  Ger 
laissez-faire  U.  S.  created  "a  mess  of  standards"  by  ] 
multiple  systems  battle  it  out.  Adds  Jorma  OUila,  Nolda 
"Economic  theory  would  say  that  [the  U.  S.  approach] 
ter,  but  it  hasn't  worked  out  that  way."  In  fact,  Eui 
likely  to  set  the  world  standard  for  next-generation  vid 
phones. 

AMBIVALENCE.  For  all  the  progress  Europe  has  ma 
waixl  global  competitiveness,  its  citizens  remain  commit 
policies  that  mitigate  the  harshei'  aspects  of  the  U.  S. 
my.  Voters  want  to  retain  state-nm  health  care,  retii 
benefits,  and  hberal  unemployment  and  welfai'e  benefit,' 
if  that  means  setting  aside  some  of  then-  new  wealth 
for  them.  The  left-of-center  governments  that  run  18 
Eui'opean  Union's  15  nations  ai'e  beholden  to  labor,  an(' 
new  policies  could  I'everse  the  moderate  wage  deman( 
have  helped  keep  unit  labor  costs  in  the  eiu'o  zone  flat 

past  two  yeai'S. 

Indeed,  Em-ope's  reco' 
a  two-tiered  affair,  in 
companies  often  succeed  ( 
government  labor  and 
policies.  Decades-old  nih 
protect  workei's  could  h 
ftulher  gains.  "There  is  ;i 
of  distance  between  the  ; 
of  [European]  companit 
governments,"  says  Dai 
Vasella,  ceo  of  Swiss  di 
ant  Novartis. 

StUl,  thousands  of  coniUL 
are  tailoring  strategies  t  c- 
italize  on  the  Continent 
strength.  Out  of  the  ft 
will  come  ever  more  D;i 
and  Vodafones  poising 
selves  to  globalize  onci 
ai'e  strong  enough  in  E 
They  present  a  challei 
the  U.  S. — and  an  oppoi' 
"Americans  are  and  wi 
tinue  to  be  ambivalent 
what's  happening  here, 
a  top  EC  official  in  Br 
"They   know   they  n^ 
stronger  Europe.  But 
another  big  guy  on  tbt 
makes  them  nervous." 
don't  believe  him,  just  ek 
execs  at  Bell  Atlantic. 

By    Thane  Peters( 
Frankfurt,     with  W 
Ech  ikm)i  iv  Brussels,  S 
Baker  in  Paris,  Julia 
in  Londmi,  and  bureau  ' 
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CNA  covered  the  company 
that  covered  the  Denver  Mint. 

When  it  came  time  to  replace  the  roof  over  the  Deriver  Mint,  CNA  was  there  to  cover  it.  CNA  mrked  with 
B&M  Roofing  by  providing  them  with  general  liability  insurance,  workers'  compensation,  commercial  auto 
coverage  and  a  surety  bond.  By  bringing  you  more  than  a  century  of  experience  and  the  financial  stability 
of  over  $60  billion  in  assets,  CNA  can  offer  you  a  broad  array  of  insurance  products  and  services  for 
your  business,  home,  auto  and  life.  Visit  us  at  www.cna.com 


For  All  the  Commitments  You  Make 


CNA  IS  a  registered  service  mark  and  trade  name  of  CNA  Financial  Corporation 
Any  depiction  of  ttie  Mint  does  not  imply  endorsement  of  CNA  by  the  Mml. 
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FIGHTING 
TO  SURVIVE 

Emerging  nations  face  a  long  siege 

There's  nothing  fair  about  what's  happening  to  Burapa 
Steel  Industries  Co.  The  Thai  company's  top  execu- 
tives weren't  cronies  of  bankers  or  government  offi- 
cials. Their  business  had  plenty  of  foreign  customers  for 
its  high-end  steel.  They  didn't  borrow  recklessly.  Yet  Burapa 
is  on  tiie  verge  of  bankiiiptcy,  punished  by  local  and  Western 
ti'ade  financiers  too  scared  to  lend  in  a  shaky  emerging  mar- 
ket. Concedes  Burapa  Managing  Director  Safitisuk  Plook- 
sawasdi:  "We're  fighting  to  survive." 

It's  the  same  story  throughout  Asia  and  much  of  the  rest 
of  the  developmg  world.  The  winds  that  blew  hundreds  of  bil- 
lions of  dollars  into  emerging  markets  with  hunicane  force  in 
the  eaiiy  1990s  have  gone  deatlily  still.  Now,  these  economies 
must  struggle  their  way  out  of  recession  with  much  less 
Western  investment.  Data  from  Washington  think  tank  In- 
stitute of  International  Finance  tell  the  story:  Commercial- 
bank  lending  to  developing  nations  plunged  from  $121  bilhon 
in  1997  to  an  outflow  of  .$10  billion  last  year,  with  1999  look- 
mg  like  another  bad  year.  Bond  and  e<:|uity  portfolio  flows  also 
plummeted.  That  capital  won't  gush  back  until  developing 
countries  show  marked  progress  in  stiiictural  reform. 

Unless  confidence  can  be  restored  quickly,  emei-ging  mar- 
kets may  be  a  drag  on  world  gTowth  for  years,  rather  than 
the  driver  they  were  in  the  first  half  of  the  decade.  Borrow- 
ers will  have  to  pay  sky-high  interest  rates  for  whatever 
funds  they  can  find. 

The  big  danger  is  that  direct  investment  by  corporations 
will  taper  off  as  well.  As  prospects  for  making  money  fade 
yeai's  into  the  ftiture,  coimtries  such  as  Russia,  Indonesia,  and 
Brazil  could  drop  off  the  radar  screens  of  many  Western 
coiijorations  that  can't  afford  to  wait  for-  the  Idnds  of  returns 
they  are  getting  in  Europe  and  America.  Wliat  new  foreign 
direct  investment  does  come  will  be  concentrated  toward  a 
few  strategic  bets,  such  as  China,  Korea,  Mexico,  or  Poland. 

Behind  the  caution  is  a  sobering  realization  among  Western 
lenders:  International  Monetary  Fund  rescue  plans  and  gov- 
ernment guarantees  no  longer  mean  they  will  get  their  mon- 
ey back.  Russia  has  exploded  the  cozy  myth  that  sovereign 
nations  do  not  default  on  bonds.  Now,  banks  are  facing  the 
same  reality  check  in  China,  with  Beijing  saying  it  won't 
cover  billions  in  dud  loans  to  state-owned  investment  tinsts. 

The  big  lesson  of  1998  is  that  even  Westem-led  institutions 
that  were  designed  to  maintain  order  ai'e  out  of  theii'  dejjth  in 


coping  with  the  trillions  in  private  capital  that  nowfai 
page  thi'ough  the  global  economy.  The  conundiiim  is  Wit 
do  about  it.  The  woiid's  policy  gnomes  are  urgently  sddi 
ways  to  repair  the  intemational  financial  architecture.  Lba 
is  raging  in  the  ivoiy  towers  of  tliink  tanl^s,  lending  agio 
and  confabs  such  as  the  World  Economic  Foj-um  in  I  ■ 
Switzerland.  Pi-escriptions  range  fi-om  schemes  to  limit  t 
cesses  of  global  hot  money  to  blueprints  for  entire  m 
ternational  regulatory  bodies  (table). 

No  gi'and  solution  has  yet  emerged  that  is  likely  to  s 
the  scrutiny  of  the  world's  government  and  financial  ii 
tions.  But  smprising  consensus  is  foiniing  on  some  point 
economists  regarded  as  anathema  only  a  year  ago.  Bo 
IMF  and  U.  S.  Ti-easmy,  foi'  example,  have  lined  up  behi 
idea  that  the  imf  should  formally  become  a  lender  of  1; 
sort  to  keep  nations  afloat  when  all  else  fails.  With 
would  come  power  to  certify  whether  a  nation  is  souii 
and  transparent  enough  to  borrow.  And  rather  than 
wait  until  a  financial  storm  hits,  the  IMF  would  rely 
on  more  preemptive  strikes,  such  as  the  $41.5  bil- 
lion the  IMF  is  deploying  in  its  bid  to  save  Brazil. 
Some  of  these  changes  could  become  policy  this 
spring,  when  leaders  of  industrialized  nations 
meet  in  Cologne,  GeiTnany. 
NEW  CONSENSUS.  The  IMF,  Treasmy,  and  World 
Bank  also  now  embrace  financial  controls  by 
developing  nations  that  they  used  to  vigorously 
condemn.  They  agree  that  floating  currencies 
and  free  inflows  of  hot  money  may  be  bad  for 
countries  with  primitive  financial  systems.  They 
also  agi'ee  that  countries  should  cooperate  in 
regulating  hedge  funds. 

Will  these  measures  do  much  to  ease 
market  anxieties?  Indeed,  one  reason 
investors  are  spooked  is  that  the 
i"ules  goveiTiing  emerging  mar- 
kets seem  open  to  revision. 
Says  Deutsche  Bank  econ- 
omist Peter  M.  Garber: 
"If  you  tliink  pol- 
icy shifts  are  in  ^^•(f^l, 
the  air  and  mar- 
kets will  become 
less    liquid,    that  V^^. 
means  more  risk." 

There  are  encour- 
aging signs  of  surging 
foreign  investment  in 
some  Asian  countries 
as  distressed  compa- 
nies dump  assets.  It's 
shaping  up  as  a  banner 
year  for  mei'gers  and  ac- 
cjuisitions  in  South  Korea, 
for  example.   "But  take 
away  Korea,  and  the  Pacific 
Rim  has  dropped  off  the  map,' 


LENDER  OF  LAST  RESORT 


Have  the  IMF  formally  as- 
sume responsibility  for  bail- 
ing countries  out  of  emergen- 
cies and  supplying  needed 
liquidity  before  crises  occur. 
To  qualify,  nations  must  meet 
financial  and  regulatory  rules. 


GLOBAL  OVERSIGHT 


The  IMF  or  a  new  agency 
would  police  disclosure  prac- 
tices by  governments,  central 
banks,  and  private  financial 
institutions.  The  information 
would  be  published  and  used 
by  creditors  to  assess  risk. 


CURBING  HEDG 


Central  banks  woijd 
supervise  big  prive 
funds  that  move  Ij'g 
volumes  of  mone^ai 
borders  and  share 
information  to  he;l 
speculative  attack 


BLUEPRINTS 
FOR  SAFETY 

Ideas  for  reforming 
the  "intemational 
financial  architecture" 
are  all  over  the  map  (| 


I'MC  Corporate  Finance  Director  Stephen  Rlum. 

will  come  back  slowly  are  bank  loans  and  invest- 
II  stocks  and  bonds,  the  rocket  fuel  of  East  Asia's  ear- 
hoom.  And  much  of  the  region's  high  savings  will  be 
ii'd  in  whittling  down  its  $600  billion  overhang  of  bad 
,iw  })ortfolio  investment  will  remain  vulnerable  and  de- 
I  booming  liquid  financial  markets  in  the  U.S.  and  Eu- 
The  volatility  of  capital  flows  is  still  there,"  warns 
Fischei',  deputy  managing  director  of  the  Inteniational 
yy  Fund.  "There  still  is  the  potential  for  serious  crisis." 
ed,  the  liquidity  squeeze  has  spread  far  beyond  South- 
sia.  If  they  can  borrow  or  float  bonds  at  all,  bon-owers 
t  emerging  markets  must  pay  double  or  triple  rates 
fetched  in  the  U.  S.  and  Europe 
for  loans  and  bond  issues. 
Even  manufacturers  in 
well-managed  Argenti- 
na say  they  can't  get 
financing    to  fill 
export  orders. 
"Across  the 
board,  there 
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THE  ATLANTIC  CENTURY? 


is  no  confidence  whatsoever"  in  emerging  markets,  says  Peter 
L.  Woicke,  the  new  head  of  Intel-national  Finance  Coi-)).,  the 
World  Bank's  private  lending  arm. 

This  reassessment  of  developing  nations'  growth  poten- 
tial will  factor  into  the  strategic  plans  of  multinationals.  Giants 
such  as  General  Electric,  DaimlerChrysler,  and  Unilever 
Group  will  press  ahead.  Some  will  make  new  investments. 

But  most  companies  face  harder  choices,  particularly  those 
that  recently  joined 
the  global  bandwagon. 
For  most,  developing 

markets  are  consum-  l||ti{l'y:^<yji'><lHiH4i^>tl];VM  *• 

ing  scarce  capital  that  ^^^^^'ii^'iUtitMMilmaauLJaMS^siM 

could  earn  much  higher  returns  in  Europe  and  the  U.  S.  In 
packaged  foods  and  pharmaceuticals,  so  much  spending  pow- 
er has  been  wiped  out  in  Asia  that  "it  will  take  until  2003  or 
2005  to  get  to  where  companies  thought  they  would  be  in 
1998,"  says  A.  T.  Kearney  Inc.  consultant  George  Baeden 

To  restore  investor  confidence,  developing  nations  must 
erase  the  stigma  that  they  are  inherently  unstable.  Countries 
such  as  Thailand  and  Indonesia  have  begun  to  restincture 
banks  and  beef  up  supei'vision.  But  refoiming  financial  sectoi's 
alone  isn't  enough,  contends  World  Bank  President  James  D. 
Wolfensohn.  The  collapses  and  failed  rescues  in  Asia  and 
Russia  underscore  the  reality  that  factors  such  as  judicial  sys- 
tems, social  safety  nets,  and  clean  government  "are  equally 
important  as  money"  in  determining  whether  a  country's 
economy  is  sound,  he  says. 

U.S.  MODEL.  These  reforms  will  take  years,  of  course.  And 
many  pundits  insist  that  even  more  ambitious  changes  are 
needed  to  make  markets  less  anarchic.  For  the  global  econo- 
my to  operate  efficiently,  they  argne,  it  needs  international 
equivalents  of  the  Federal  Resei^ve,  the  Securities  &  Ex- 
change Commission,  and  bankruptcy  couits.  Ti-ouble  is,  few 
countries  ai'e  I'eady  to  cede  such  sovereignty. 

As  a  I'esult,  many  emerging  markets  ai-e  in  for  a  long, 
i-ocky  fiitm-e.  And  Wasliington  is  hlvely  to  keej)  pressing 
the  issue  because  it  now  knows  that  emerging-market 
crises  take  a  toll  on  the  West.  The  near-collapse  of 
Long-Teim  Capital  Management  because  of  bond 
losses  in  Russia  proved  that  "globalization 
means  it  is  possible  for  a  viins  to  be  injected 
right  into  the  heart  of  the  U.  S.  econo- 
my," says  Institute  of  International  Fi- 
nance Managing  Director  Charles  H. 
Dallara. 

Globalization    promised  many 
things  to  many  countries  in  recent 
years.  But  "decades  of  trauma" 
must  have  been  buried  in  the  fine 
print.  Now  the  search  begins  for 
ways  to  tame  capital  flows  so  they 
spur  growth  in  good  times  but 
avert  calamity  when  trouble  empts. 
By  Pete  Engardio,  with  Owen 
Ullmann  in  Washington,  and  bureau 
reports 


G  THE  PAIN 


bodies  or  proce- 
d  arbitrate  work- 
creditors  share  the 
esolving  a  crisis. 
Je  a  global  bank- 
m  or  writing  work- 
to  bond  contracts. 


CAPITAL  CONTROLS      ■  FIGHTING  UQUIDITY  FREEZES!  BEHER  COMMUNICATIONS 


World  Bank  and  other  bodies 
suggest  that  developing  na- 
tions restrict  excessive  inflows 
of  hot  money.  Chile's  ap- 
proach of  "taxing"  short-term 
loans  and  portfolio  invest- 
ments is  cited  as  a  model. 


The  IMF  plans  more  early 
bailouts  such  as  the  one  for 
Brazil  to  avert  crises.  The 
International  Finance  Corp. 
wants  to  offer  more  emer- 
gency trade  credits  in  case 
banks  cut  off  viable  exporters. 


Officials  in  developing  coun- 
tries should  more  openly  dis- 
cuss their  policies  and  prob- 
lems through  conference  calls 
with  lenders  and  investors,  a 
strategy  now  used  by  Mexico. 

DATA:  IMf,  WORLD  BANK,  IIF.  BW 


Environment 


ELECTRIC  VEHICLES  

ENViRO-CARS: 
THE  RACE  IS  ON 

Toyota's  green  machine  will  soon  have  lots  of  rivals 


Foi-  more  than  a  yeai',  Toyota  Motor 
Coi'p.  has  been  cranking  out  the 
world's  first  mass-produced  hybrid 
cai".  Under  its  hood  are  two  power 
plants — a  gasoline  engine  and  an  electric 
motor.  In  congested  urban  areas  the 
motor  is  the  full-time-  workhorse,  while 


the  engine  keeps  the  batteries 
and  kicks  in  extra  oomph  when 
Toyota's  Prius  goes  a  long 
ward  acliieving  the  low-pollution 
of  electric  vehicles.  Yet  it  doesn 
drivers  with  a  car  that  can  only 
100  miles  or  so  before  it  must 


charged 
passing, 
way  to- 
benefits 
't  saddle 
wander 
stop  to 
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ON  THE  TRACK . . . 

Toyota's  Prius  is  selling  well  in  Japan  at  roughly  $19,000. 
SPECIFICATIONS 

Emissions  rating  Low  Emission 
Veliicle 


Fuel  efficiency  66  miles  per 
gallon 

Gasoline  engine  1.5  liters, 
four  cylinders,  58  hp 

Eiectric  motor  30  kilo- 
watts, 40  hp 

Range  870  miles  per 
tank  of  gas 


AT  THE  STARTING  LINE 

Honda's  Wwill  soon  hit  show- 
rooms at  an  even 
lower  price. 


SPECIFICATIONS 

Emissions  rating  Ultra-Low  Gasoline  engine  1.0  liter,  three 

Emission  vehicle  cylinders 

Fuel  efficiency  70  m i les  per  M^A^^i^Jojo";  5'jsc!°^^^_y^t! 

gallon  Range  700  miles  per  tank  of  gas 


recharge  its  batteries.  In  fact,  a 
of  the  dual-energy  approach,  th| 
wrings  870  miles  out  of  a  tank 
"It  represents  a  new  value  for  tl 
century,"  boasted  Toyota  Presidfcl 
roshi  Okuda  when  the  cai'  was  laf 
Now,  Toyota's  backyard  rivj 
revving  up  their  own  hybrids. 
Nissan,  and  Fuji  are  gearing  up 
lenge  Toyota's  lead  in  "gTeen"  ca 
contest  kicks  off  in  the  fall,  when 
Motor  Co.  aims  to  steal  the  si 
with  the  first  gasoline-electric 
car  in  the  U.  S.,  along  with  Eurc 
Japan.  Toyota's  Prius  won't  leav< 
until  2000,  after  an  overhaul  to 
more  zip  for  foreign  roads  and 
ply  with  various  national  regula 
Honda's  green  contender  wi 
two-seat  subcompact  with  an  ah 
body.  Code-named  vv,  it  i-ever 
Prius  recipe:  The  electric  moto 
second  fiddle  to  the  gas  engine 
runs  constantly.  Still,  thanks  lai 
the  vv's  light  weight — roughl; 
pounds  less  than  the  Prius— 
promises  the  vv  will  one-up  To 
fuel  economy,  cleanliness,  and  pri 
wanted  to  create  a  cai*  so  fuel-ef 
would  shock  everyone,"  says 
Km'oda,  the  vv's  head  engineer, 
gine  will  comply  with  Call 
tough  Ultra-Low  Emission 
(ULEV)  standard,  the  stage 
the  Low  Emission  Vehicl 
dard  that  the  Prius  meets 
Back  in  Japan,  a  thii-d  co 
will  enter  the  ring  tliis  fall: 
Motor  Co.  Its  hybrid  proba 
be  an  offshoot  of  the  new  T 
tion  wagon.  Come  200L  Fuji 
Industries  hopes  to  mesmerize 
fans  with  a  hybrid  Subaioi  miniv 
DISTANT  PROFITS.  The  race  is 
cause  Japanese  drivers  are  snap 
1,765  Prius  compacts  a  month, 
shy  of  Toyota's  production  cap 
2,000  a  month,  but  way  over  th 
target  of  1,000.  But  it's  still  too 
be  profitable.  Analysts  estima 
building  a  Prius  costs  many  th( 
more  than  its  $19,000  price.  Hoi 
pects  to  lose  money,  too.  "It  ci 
on  the  volume,"  says  Honda  Pri 
Hiroyuki  Yoshino.  "We  don't  knij[ 
many  we  will  sell." 

To  trim  theu-  hybrid  losses,  i 
carmakers  hope  to  crank  up  vol^  e 
going  global.  It  vrill  be  a  tough  W 
Consumers  haven't  been  eager  t  b 
cleaner  air — especially  in  thd  J 
where  gasoline  costs  less  than)  t 
water  Tliat's  why  General  Motoij 
is  betting  on  hybrid  buses  and 
Fleet  owners  ai-e  willing  to  pay  i 
front  if  the  outlay  can  be  re<  e 


At  Great  Plains,  we  took  our  name  from  the  land  and 
our  philosophy  from  the  view.  Because  there,  on  the  horizon, 
we  see  opportunity. 

That  spirit  of  progress  and  possibility  is  part  of  our  world. 
And  how  we  work  with  growing  companies  worldwide. 
Ourintegrated  and  affordable  solution  combines  financial, 
distribution,  manufacturing,  HR/ payroll,  service  management 
and  e-business  —  all  designed  for  Microsoft  BackOffice. 
So  as  you  move  forward,  it  does,  too. 

Our  vision  helped  us  develop  the  leading  Windows 
NT/SQL  Server  accounting  application  in  the  U.S.* 
A  support  team  with  a  99.97%  success  rate  for  meeting 
guaranteed  response  times.  And  an  organization  BusinessWeek 
called  one  of  the  nation's  "Top  100  f-Iot  Growth  Companies." 

To  learn  more,  call  us  at  1-800-456-0025  or  visit 
www.greatplains.com.  And  discover  how  we  can  help  you 
see  your  horizons.  As  well  as  the  opportunities  beyond  them. 
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Environment 


fi-om  lower  operating  costs.  CM  plans  to 
test  a  diesel-electric  hybrid  bus  on  New 
York  City  streets  later  this  year.  A  hy- 
brid car  should  be  ready  for  production 
by  2001,  CM  says,  but  there's  no 
timetable  for  actually  building  it.  Ford 
Motor  Co.  and  DainilerChrysler  don't 
expect  to  roll  out  hybrid  cars  before 
200:^,  if  then.  Ske[)ticism  abounds  in  Eu- 
rope as  well.  Although  Volkswagen's 
Audi  division  has  been  road-testing  hy- 
brid cars  since  1989,  it  hasn't  found  one 
that  measures  up  to  the  Audi  image. 
BYE,  BYE  GAS?  Japan's  carmakers  re- 
main undeteiTed.  They  see  hybrid  tech- 
nology as  a  bridge  between  the 
squeaky-clean,  but  unpopular,  all-elec- 
tric vehicles  of  today  and  tomorrow's 
ultunate  green  car — which  probably  will 
be  powered  by  a  fuel  cell  that  chemi- 
cally converts  gasoline  or  hydrogen  into 
electricity  without  combustion.  With  in- 
creasingly stringent  pollution  curbs 
spreading  from  country  to  countiy,  gaso- 
line engines  seem  doomed — but  not  for 
a  decade  or  two.  In  the  interim,  better 
fuel  efficiency  could  pay  off  in  big  mar- 
ket-share gains,  just  as  it  did  after  oil 
prices  skyi'ocketed  in  1973. 

So  Japan's  carmakers  are  barreling 
ahead.  Soon,  the  hefty  subsidies  for 
every  hybrid  may  begin  easing.  Ana- 
lysts expect  Honda  to  buy  its  vv  bat- 
teries from  Panasonic  EV  Energy  Co., 
the  Toyota-Matsushita  group  joint  ven- 
ture that  supplies  nickel  metal-hydride 
batteries  for  the  Prius.  If  so,  rising  vol- 
umes could  drive  down  battery  costs — 
and  batteries  account  for  20%  of  total 
hybrid  costs.  At  10,000  batteries  a 


WHArS  INSIDE 

Hybrid  can  have  dual  energy  sources — both  gasoline  and  electricity. 


month,  Panasonic  KV  Energy  says  it 
could  slash  its  prices  in  half — reducing 
total  hybrid  production  costs  by  10%. 

Nissan  plans  to  use  Lighter  Mthiimi-ion 
batteries  to  offset  the  weight  of  its  hy- 
brid, which  will  be  larger  than  the 
Prius.  Nissan  also  is  fine-tuning  a  new 
transmission  to  provide  better  handling, 
says  Hiromasa  Maeda,  a  senior  engi- 
neering manager.  The  investments  in 
new  technologies  mean  "no  one  can 
make  money  for  the  time  being,"  says 
analyst  Koji  Endo  of  Schroders  Japan 
Ltd.,  a  Tokyo  securities  firm.  But  he 
predicts  some  players  will  start  earning 
returns  "in  three  to  five  years." 

This  fall,  look  for  Toyota  to  react 


strongly  to  Honda's  challenge.  A 
Wada,  Toyota's  executive  vice-pre 
for  development,  doesn't  like  beii 
staged  by  Honda,  so  Toyota  is  w 
on  a  few  performance-boosting  sc 
to  trump  the  vv.  For  its  U.S. 
Wada  wants  the  Prius  to  leap  ove 
foiTiia's  ULEV  standard  and  qualif 
super-ultra-low  emission  vehicle- 
may  make  it  slightly  costlier  in  th( 
Pioneering  green  cars  isn't  ei 
cheap.  But  the  intense  rivahy  tri| 
by  the  Prius  might  end  up  help 
make  the  rush  hour  commute  a  h 
er  time  to  breathe. 

By  Emily  Thornton  i-)i  Toky(. 
bureau,  re  ports 


HiniNG  THE  ROAD  IN  TOYOTA'S  PRIUS 


There's  just  one  hybrid  car  in  pro- 
duction, Toyota  Motor  Corp.'s 
Prius,  and  it's  sold  only  in  Japan. 
But  Toyota  brought  a  handful  to  the 
U.  S.  recent  ly,  so  1  boirowed  one  for 
five  days  to  see  if  this  new  breed  of 
"green"  car  is  easier  to  live  with 
than  all-electric  vehicles. 

I  am  pleasantly  impressed.  This  is 
a  no-compromise  vehicle  that  be- 
haves Uke  a  conventional  small  car. 
Thanks  to  its  fuel  tank,  there's  no 
need  to  remember     hook  it  up  to 
the  charger  every  night.  No  jitters 
over  whether  the  battt  ry  has  enough 
juice  to  get  you  home. 

Still,  the  Prius  is  an  ei  'ctric  car  at 
heart.  Get  in,  tiu-n  the  kej  and  the 
"r-eady"  Ught  comes  on.  If  the  batter- 


ies are  fully  charged,  the  gasoline  en- 
gine won't  kick  in  until  you  approach 
10  mph.  At  red  lights,  it  shuts  down. 

Out  on  the  road,  though,  it  feels 
like  an  ordinary  gasoline  car.  What 
reminds  you  othei-wase  is  a  5-inch  liq- 
uid-crystal display  in  the  console.  It 
shows  whether  the  car  is  being  pro- 
pelled by  the  engine,  the  motor,  or 
both.  When  you  brake,  the  LCD  lets 
you  know  that  the  excess  energy  is 
being  converted  into  electricity.  It's 
all  a  bit  distracting,  but  I  was  soon 
just  letting  the  Prius  do  its  thing. 

The  Prius  is  tliree  inches  shorter 
than  a  Corolla,  yet  bigger  inside — 
with  generous  headi-oom  and  legToom. 
Don't  look  for  the  speedometer 
through  the  steering  wheel.  Instead, 


it  sits  in  a  little  pod  on  the  dash,  b 
low  the  rear-view  mirror.  Looks 
weird,  but  I  quickly  discovered  the 
cation  makes  for  quicker  reading. 

To  see  if  the  Prius  could  handk 
American  freeways  as  well  as 
Tokyo's  traffic  jams,  I  took  it  to  S 
Diego — a  130-mile  trek  that's  beyi 
the  range  of  every  electric  vehicle 
now  on  the  market.  Acceleration  • 
good  enough,  passing  power  was  j 
and  while  the  engine  strained  a  b 
it  kept  up  with  traffic  in  the  fast 
lane.  And  when  I  topped  off  the  t 
back  home,  I  calculaterl  the  Prius 
47  miles  per  gallon,  maybe  half  a^ 
as  much  as  most  1.5-liter  buggies 
By  Larry  Armsti 
in  Los  Ang 
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HOTELS   RESORTS  SUITES 


Science  &  Technology 


MEDICINE 


REBUILDING 
THE  BRAIN 

Cell  transplants  could  lead  to  revolutionary  cures 


Tlie  white  mice  scrambling  over 
one  another  in  plastic  cages  in  Dr. 
Evan  Y.  Snyder's  laboratory  at 
Children's  Hospital  in  Boston  look 
like  standard-issue  research  animals. 
But  they  represent  a  new  frontier  in 
the  manipulation  of  life.  In  a  series  of 
recent  experiments,  Snyder  injected  liv- 
ing human  neurons  into  the  mice's  soft, 
tiny  skulls.  The  neurons  survived  and 
spread,  sending  out  connections  until 
they  were  fully  wired  into  the  mice's 
brains.  The  mice  now  negotiate  their 
world  with  brains  that  are  part  liuman. 

Snyder's  mice  offer  the  promise  of  a 
new  treatment  for  Alzheimer's,  Parkin- 
son's disease,  strokes,  and  spinal  cord  in- 
juries, all  of  which  lead  to  the  destmc- 
tion  of  brain  cells.  "We  are  looking  for 
ways  to  repair  those  neurons,  replace 
those  neurons,  and  restructure  the 
brain,"  said  Paul  R.  Sanberg,  a  neuro- 
scientist  at  the  University  of  South 
Florida.  He  and  Snyder  were  among  a 
group  of  scientists  who  described  the 
latest  developments — including  new  re- 
seai'ch  on  humans — at  a  seminar  on  Jan. 
25  at  the  annual  meeting  of  the  Ameri- 
can Association  for  the  Advancement 
of  Science  in  Anaheim,  Calif. 


The  notion  that  neiu-al-cell  transplants 
might  treat  brain  damage  was  first  ex- 
ploi'ed  nearly  two  decades  ago.  Then, 
fetal  nem-ons  were  injected  into  several 
Parkinson's  patients,  but  the  improve- 
ments in  symptoms  were  modest  and 
fleeting,  and  researchers  went  back  to 
the  lab  to  figiu'e  out  why.  "The  reason 
they  stopped  is  because  they  weren't 
confident  they  knew  what  they  were 
doing,"  said  Ronald  McKay,  a  molecular 
biologist  at  the  National  Institutes  of 
Health  in  Bethesda,  Md.,  who  has  been 
working  on  neural  transplantation  since 
the  early  1980s.  Now,  however,  "the 
whole  thing  is  booming,"  said  McKay. 
"The  phannaceutical  industry  is  all  ovei- 
oiu'  work — they  really  want  to  do  this." 
According  to  Sanberg,  a  dozen  or  moi'e 
research  teams  at  universities  and 
biotechnology  companies  have  jumped 
into  the  field  in  the  past  few  years. 
NEW  WAVE.  The  early  experiments  with 
fetal  neurons  are  being  replaced  by 
what  might  be  called  a  second  wave  of 
brain-cell  transplants.  In  November, 
Snyder  repoited  that  he  had  isolated 
human  nem-al  stem  cells — the  immature 
precursors  that  grow  into  all  the  neu- 
rons and  related  cells  foimd  in  the  brain 


Cellular  Strategies 


Biologists  are  exploring  several  approaches  to  treating  brain  damage  by  reviving 
or  replacing  neurons  destroyed  by  iryuiy  or  diseases.  Here  are  some  of  them. 


SOURCE  OF  CELLS 

CELLS  FROM  ABORTED 
HUMAN  FETUSES 

ANIMAL  CELLS 


NEURAL  STEM  CELLS 


CELLS  MADE  FROM 
CANCER  TUMORS 


STATUS  OF  RESEARCH 

Human  trials  under  way  for  Parkinson's  disease,  Huntington's 
disease,  and  spinal  cord  injury.  No  results  yet. 

Cells  from  rat  testicles  have  been  shown  to  ease  Parkinson's 
disease  symptoms  when  transplanted  into  the  rats'  brains. 
Human  experiments  not  yet  planned. 

These  are  precursor  cells  that  grow  into  neurons.  Studies  done 
in  rats  and  mice  show  they  can  be  used  to  replace  damaged 
brain  cells. 

Transplants  being  done  in  humans  to  treat  strokes.  No  results 
yet.  Laboratory  studies  underway  for  spinal  cord  injury, 
Huntington's  disease,  and  Parkinson's  disease. 


and  nervous  system.  "They  are 
the  seeds  of  the  brain,"  Snyde 
(McKay  and  others  have  worker 
similar  cells,  and  there  is  disagrt 
over-  who  was  first  to  isolate  sten 

Most  of  the  neui'al  transplant  v 
far  has  been  done  in  rats,  mic 
monkeys,  but  human  tests  are 
ning.  In  one  of  the  most  ambitiou 
ies  so  far.  Dr.  Douglas  Kondzi(  ^ 
nem-osui'geon  at  the  University  o 
burgh,  has  treated  nine  stroke 
by  injecting  human  nem'ons  direci  «all; 
the  parts  of  theii-  brains  that  wei 
aged.  The  hope  is  that  the  n 
could  help  restore  memory  and 
lapses  and  other  debilitating 
cjuences  of  strokes.  The  fh'st  re] 
the  transplants  will  be  presen 
Feb.  4  at  the  American  Heart 
annual  stroke  meeting  in  Nashv: 

Kondziolka  is  using  neiu'ons  pi  M 


testicular  cancer  tumor  called  a 
ircinoma.  The  tumor  arises  from 
Ki  cells  that  generate  sperm,  and, 
erm  cells,  it  can  change  as  it 

0  form  many  kinds  of  tissue — in- 
nerve  cells.  The  neurons,  gi'own 
ton  Bioscience  Inc.  of  Atherton, 
vere  originally  produced  for  use 

testing  and  other  experiments. 
CELLS.  Sanberg,  who  did  the  sci- 
A^ork  to  prepare  the  tumor  cells 

University  of  Pittsburgh  trials, 
ginally  focused  his  research  on 
on's  disease.  That  changed  a  few 
go.  "My  father  had  a  stroke,"  he 
1.  "I  watched  his  therapy,  and 
asn't  been  anything  new  in  the 

1  years.  I  thought,  'Isn't  there 
ng  we  can  do  to  help  this  man?'" 
animal  studies  have  revealed  an 
?  new  discovery:  When  neiu'ons 
isplanted  into  a  living  brain,  they 


OF  MICE  AND  MEN:  SNYDER 
INJECTED  RODENTS  WITH 
HUMAN  BRAIN  TISSUE 


seem  to  know  just  what  to  do.  The  cells 
don't  spread  randomly  through  the 
brains,  gi'abbing  on  wherever  they  can. 
Instead,  they  begin  to  develop  into  vai"- 
ious  types  of  brain  cells.  Each  type  mi- 
gi'ates  to  the  place  it  belongs  and  wires 
itself  up  in  the  proper  way — ^just  as  if 
Nature  had  done  it  herself.  Something 
in  the  mice's  brains  is  cueing  the  in- 
jected cells  to  do  what  is  needed  to  re- 
pair damaged  brain  parts.  This  works 
even  when  human  cells  ai'e  injected  into 
mice  brains — suggesting  that  mice  and 
human  brains  use  the  same  cues. 

Snyder  has  also  shown  that  the  neu- 
rons can  be  used  to  correct  inherited 
disorders.  He  gi-ew  mouse  brain  cells 
that  caiTied  the  mutant  gene  responsible 
for  Tay-Sachs  disease,  a  fatal  disorder 
that  poses  a  special  risk  to  Ashkenazi 
Jewish  populations.  He  then  added  hu- 
man neurons  with  the  nomial  form  of 


the  Tay-Sachs  gene.  The  new  genes 
smoothly  took  over,  supj^lying  a  missing' 
enzyme,  and  the  problem  was  coiTected. 

Dr  Mark  H.  Tuszynski  of  the  Uni- 
versity of  California  at  San  Diego  de- 
scribed another  approach  using  gene 
therapy  to  carry  a  substance  called 
nei"ve  growth  factor  into  the  brain.  The 
addition  of  the  gi'owth  factor,  he  says, 
should  help  slow  and  reverse  damage 
associated  vdth  Alzheimer's  disease  be- 
fore brain  cells  are  destroyed  and  a 
neural  transplant  becomes  necessaiy. 

In  a  few  months,  Tuszynski  will  seek 
approval  to  use  the  techniciue  for  the 
fh-st  time  in  humans.  He  plans  to  take 
small  samples  of  j^atient's  skin  cells,  ge- 
netically engineer  them  to  produce 
nerve  growth  factor,  and  inject  them 
into  patients'  brains.  If  this  were  done 
even  several  yeai"s  after  the  diagnosis  of 
Alzheimer's,  it  might  prevent  the  loss  of 
mental  fimctions,  he  says. 
"LEAP  OF  FAITH."  Several  biotech  com- 
panies have  entered  the  race  to  develop 
brain  transplant  techniques,  Sanberg 
says.  They  include  Diacrin  in 
Chai'lestown,  Mass.,  and  Genzyme  Corp. 
in  Cambridge,  Mass.,  which  are  collabo- 
rating on  human  experiments  with  fetal 
pig  cells  to  treat  Parkinson's  and  other 
disorders.  And  two  scientists  from 
McKay's  lab  at  the  nih  have  left  to 
form  a  company  called  Neural  Stem  in 
College  Park,  Md.,  to  try  to  advance 
some  of  McKay's  findings. 

Part  of  the  excitement  arises  from 
the  fact  that  cells  transplanted  into  the 
brain  do  not  seem  to  face  rejection  by 
the  immune  system,  as  is  the  case  with, 
say,  liver  or  kidney  transplants.  The 
reasons  are  not  entirely  clear,  but  the 
finding  is  significant.  It  means  brain-cell 
transplants  are  likely  to  survive  a  long 
time — which  is  essential  if  they  are  to 
correct  brain  damage.  It  also  means 
that  cells  will  not  have  to  be  matched  to 
individuals,  as  is  done  for  blood  trans- 
fusions or  other  organ  transplants. 

McKay  beheves  the  cuiTent  research 
could  one  day  lead  to  treatments  even 
for  the  slow,  steady  brain  deterioration 
that  occurs  with  old  age.  "When  you 
look  at  old  people,  you  tliink  they're  just 
losing  it — they're  running  down,"  he 
said.  "But  that's  not  right.  All  the  cells 
are  still  there.  Wliat's  changing  is  the 
natiire  of  the  conversation  between  the 
cells  And  I  know  that  these  process- 
es can  be  slowed,  stopped,  corrected." 

Of  course,  whether  the  success  in 
mice  will  be  repeated  in  human  beings 
is  an  unanswered  cjuestion.  "We  always 
believe  that  what  we're  doing  in  ani- 
mals will  have  relevance  to  humans," 
Snyder  said.  "But  it's  a  leap  of  faith." 
Within  a  few  years,  researchers  should 
find  out  whether  that  leap  is  justified. 

By  Paul  Raebum  in  AnaJieim,  Calif. 


Developments  to  Watch 


PEERING  THROUGH  THE  MICROSCOPE 

A  roundup  of  reports  from  this  year's  U.S.  confab  of  scientists 


In  January,  J,,<>()0  scientists  gathered  in  Anaheim,  Calif.,  to 
discuss  a  dizzying  array  of  topics,  such  as  El  Niiio, 
Mmian  ynating  patterns,  and  anti-aging  research.  This  years 
meeting  of  the  American  Association  for  the  Advancement 
of  Scieyice  included  research  on  disease  and  en  vironmental 
hazards  as  well  as  big-picture  stuff— for  example,  "The  Fate 
of  the  Universe."  Several  hundred  reporters  attended, 
including  a  contingent  fro^n  business  week.  Here  is  a  report: 


MOLECULAR 
MOTORS 


SCIENTISTS  ARE  SHRINKING 

machines  into  the  realm  of 
the  microscopic,  carving 
minuscule  motors  and  gears 
out  of  silicon.  But  at  the 
University  of  California  at 
Los  Angeles,  chemist  Fraser 
Stoddart  is  thinking  much 
smaller.  His  goal  is  to  create 
machines  fashioned  from 
individual  molecules.  "It's 
one  of  the  challenges  for  the 
next  century,"  he  says. 

In  the  labs  of  Stoddait  and 
others,  the  work  is  showing 
promise.  Stoddart's  team,  for 
instance,  has  created  mole- 
cules shaped  like  rings,  rods, 
and  dumbbells.  With  clever 
chemistiy,  reseai'chei"s  can  get 
different  shapes  to  interact  in 
repeatable  ways.  In  one  sys- 
tem, scientists  have  been  able 
to  drive  a  rod-shaped  mole- 
cule in  and  out  of  the  cavity 
of  a  ring-shaped  molecule — in 
essence,  creating  a  tiny  pis- 
ton. In  another,  Stoddart  can 
slide  a  ring  back  and  forth 
along  the  bar  of  the  dimibbell 
molecule — a  miniatwe  switch. 
And  they  have  used  combina- 
tions of  rods  and  rings  to  cre- 
ate logic  gates,  in  which  dif- 
ferent chemical  inputs  (such 
as  dumping  in  acids  or  bases) 
cause  the  rods  and  rings  to 
link  up  or  sepai-ate,  giving  the 
whole  chemical  solution  dif- 
ferent properties. 

So  far,  Stoddart's  molecu- 
lar machines  fimction  only  in 
liquid,  a  big  limitation  to 
practical  applications.  The  sci- 
entists ai'e  now  seeking  ways 
to  hook  the  molecular  ma- 
chines onto  a  solid  surface. 


aging  is  caused  in  part  by 
fi'ee  oxygen  radicals  that  are 
produced  as  cells  break  down 
nutrients.  These  oxygen  radi- 
cals damage  the  mechanisms 
that  power  our  cells.  With 
age,  such  damage  appeal's  to 
inci'ease  exponentially,  prob- 
ably because  hamiftil  oxidants 
are  present  in  gi-eater  con- 
centrations than  antioxidants, 
which  roam  the  body  clean- 
ing up  ft-ee  radicals. 

To  test  this  hy])othesis,  So- 
hal  engineered  fniit  flies  that 
produced  high  levels  of  two 
antioxidants.  He  found  that 
the  genetically  altered  flies 
lived  M%  longer  than  noiTnal 
and  were  far  more  active. 
But  Sohal  cautions  that 
there's  a  lot  of  research  to 
be  done  before  it's  established 
that  antioxidants  will  do 
the  same  for  himians. 
Ellmi  Licking 


Once  that's  done,  it  may 
be  possible  to  create  unimag- 
inably small  versions  of 
everything  from  motors  to 
computers.         John  Carey 

A  FRUIT  FLY 
NAMED  METHUSELAH 

PEOPLE  HAVE  BEEN  SEEKING 

the  fountain  of  youth  for  cen- 
turies. And  some  scientists 
think  they  may  have  found  it, 
in  the  form  of  antioxidants 
such  as  vitamins  A,  C, 
and  E.  In  fact,  they 
are  using  antioxi- 
dants to  extend 
the  life  of 
fruit  flies. 

According 
to  R.S.  So- 
hal of  Southem 
Methodist  Uni- 
versity in  Dallas, 


CAN  SCORPiO  STOP  CANCER?  

THE  GIANT  YELLOW  ISRAELI  SCORPION  MAY  HOLD  THE 

key  to  new  therapies  for  a  previously  untreatable  and 
deadly  brain  tumor  called  glioma,  which  affects  24,000 
Americans  a  year.  Harald  I.  Sontheimer,  a  neurobiolo- 
gist  at  the  University  of  Alabama  at  Birmingham,  has 
discovered  that  the  scorpion's  venom  contains  a  poison 
called  chlorotoxin,  which  binds  to  malignant  glioma 
cells.  The  toxin  itself  doesn't  kill  the  glioma,  hut  it  can 
be  combined  with  other  anticancer  chemicals,  such  as 
saporin.  The  scorpion  poison  then  acts  as  a  warhead, 
dehvering  saporin  to  the  tumor  cells.  Sontheimer  is 
currently  testing  the  treatment  in  mice  and  hopes  to 
begin  human  trials  later  this  year. 

Based  on  biopsies  of  24  glioma  patients,  Sontheimer 
discovered  that  the  cancerous  cells  contained  a  type  of 
chemical  conduit  not  found  in  normal  bi'ain  cells.  Figur- 
ing it  might  be  linked  to  the  spread  of  the  cancer,  he 
looked  for  a  compound  that  would  seek  out  and  bind  to 
the  conduit.  Now,  in  conjunction  with  Ti-ansMolecular 
Inc.,  a  Birmingham  biotech  startup,  he  is  tiying  to  de- 
velop chlorotoxin  commercially.  Elleyi  Licking 


THE  FUNGUS  THr 
EATING  FLORIDA 

FLORIDA'S  CORAL  REF 

be  early  victims  of 
warming.  A  team  of  Oi 
University  ecologi 
they  have  found  th 
year-old  corals  g 
around  Florida  are  si 
ing  to  infections  th 
merly  survived.  Th 
suggests  that  highe: 
temperatures  could 
ting  stress  on  the  coi 
creasing  their  suscef 
to  disease.  The  Cor; 
Monitoring  Program 
funded  by  the  Envir 
tal  Protection  Agei 
ports  that  82%  of  site 
Florida  Keys  show 
disease.  And  whih 
reefs  worldwide  ha 
fered  damage  recen 
searchers  say  those 
Florida  are  particula 
nerable  because  of  s 
tial  temperature  flue 
and  freshwater  runo 
The  Cornell  biologj 
by  C.  Drew  Harvell 
that  a  common  soil 
fungus  called  aspergil 
been  swept  into  t 
through  ei'osion,  infe(| 
to  40%  of  the  sea  fa 
in  the  keys.  It  collect; 
flexible,  fan-shaped  sii 
the  coral,  causing  dd 
ple-colored  lesions  th{! 
James  W.  Porter,  a  ci 
expert  at  the  UniveEt 
Georgia  at  Athens,  s;'? 
the  land-to-sea  sprea 
pergillus  is  a  serioii 
for  concei'n — and  a  i ' 
sign  of  the  damage  ; 
mans  are  doing  tn  ;- 
ecosystem.      Elh  n ./ 
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When  the  employees  of  Capital  One 
had  some  things  to  say  about  their 

unusual  working  conditions, 
they  went  straight  to  the  authorities. 


The  author 
ities,  that  is,  who 
publish  a  survey  in 
Fortune®  magazine. 
The  ones  who  travel 
the  country  every 
year  and  compile  the 
100  best  companies 
to  work  for  in 
America.  Atiter  talking  to  27,000 
employees  nationwide  —  including 
many  of  ours  —  Capital  One  landed 
prominently  at  #41  on  the  list. 

Were  we  honored?  Who 
wouldn't  be,  alongside  Intel, 
Starbucks,  Nordstrom,  Sun 
Microsystems  and  L.L.  Bean. 
Actually,  truth  be  known,  we  were 
ranked  even  higher  than  they  were. 

So  what  does  it  take  to  make 
this  list,  let  alone  the  top  half  of  it?  A  lot. 

The  survey  considered  pay, 
benefits,  vacation,  child-care  and  dress 
code.  But  they  also  measured  things 
that  only  the  people  who  work  there 
can  describe  and  quantify.  Like  trust  in 
management.  Pride  in  work.  Job  secu- 
rity. Openness  of  communication 


between  management 
and  workers  at  all  lev- 
els. And,  not  to  be 
underestimated,  how 
much  fian  people  have 
at  work.  We  scored 
high  on  all  counts. 

At  Capital  One, 
our  associates  (the 
word  wc  use  instead  of  employees) 
come  first.  All  full-time  associates 
receive  medical,  vision  and  dental 
coverage  starting  the  first  day  on  the 
job.  Not  to  mention,  10  paid  holi- 
days, 3  family  care  days  and  3  weeks 
of  vacation  the  very  first  year  on  the 
job. 

We  don't  just  help  pay  for 
child-care,  we  go  out  and  find  it  for 
everyone  who  needs  it.  And  of 
course,  there  is  a  great  40 IK  plan  and 
casual  dress  all  week  long.  But  the 
ways  we  respect  our  associates  go 
beyond  that. 

People  at  Capital  One  are 
rewarded  for  performance,  not  for  the 
position  they  happen  to  hold.  Every- 
one is  offered  stock  in  the  company. 


And  always  at  a  15%  discount. 

Everyone  is  eligible  for 
cash  incentives.  Everyone  is  eligible 
for  lOO^o  tuition  reimbursement 
when  they  continue  their  education. 

So  what  about  this  concept  of 
fiin  in  the  workplace?  Capital  One  man- 
agers have  a  quarterly  "trin  budget"  for 
eveiy  person  they  manage,  to  make  sure 
work  and  play  stay  in  balance. 

Does  all  this  really  translate 
into  a  great  place  to  work?  Looking 
at  the  numbers,  93%  of  the  people 
who  work  for  Capital  One  are  happy 
with  their  benefits.  90%  voted  this  a 
fun  place  to  work.  And  95%  say  they 
are  proud  to  work  here. 

Capital  One  is  one  of  the 
leading  credit  card  issuers  in  the 
country,  and  we  continue  to  e.xperi- 
ence  extraordinary  growth.  We  now 
employ  more  than  10,000  people 
nationwide.  If  you're  not  one  of  us, 
maybe  you  should  be.  For  more 
infomiation  on  the  many  positions 
available,  visit  our  website  at 
www.capitalone.com. 


CapitalOne 

Capital  One  is  an  Equal  Opportunity  Employer  committed  to  diversity  m  the  workplace. 
Wc  promote  a  drug-free  environment 
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WHICH  CAME  FIRST.  THE  STORAGE  OR  THE  DATA? 

In  a  wireless  world  -  where  everyone  from  sales  reps  in  the  field  to  workers  in 
the  iactory  walks  around  collecting  information  on  laptops,  PDAs  and  other  devices  - 
storage  has  already  become  a  major  e-business  issue. 

And  with  companies  increasingly  being  connected  to  each  other  by  extranets 
and  the  Web,  and  end  users  accessing  more  and  more  information  and  downloading 
audiovisual  files,  storage  needs  are  growing  infinitely. 

Clearly,  companies  need  a  storage  strategy:  one  that  helps  them  to  control 
their  information,  and  leverage  it  to  their  competitive  advantage. 

This  is  the  kind  of  issue  that  IBM  can  help  you  with.  ^e"ll  assess  your  storage 
needs,  and  help  you  design  a  solution  that  works  for  your  business  today  and  allows  for 
growth  tomorrow  -  even  if  youVe  not  using  IBM  technology. 

IBM  is  constantly  developing  reliable,  state-of-the-art  storage  tools  and  ser\ices  for 
e-business.  Revolutionar)'  multihost  tools  like  our  Virtual  Tape  Server  "can  store  and  protect 
colossal  amounts  of  information.  Or  our  Versatile  Storage  Server  can  centrally  store  information 
and  be  used  simultaneously  by  multiple  platforms  from  other  vendors.  But  effective  storage  is 
no  longer  just  about  hardware.  IBM  StorWatch"  software  enables  administrators  to  efficiently 
manage  storage  resources  located  an\vvhere  in  the  enterprise  from  a  single  control  point. 

To  start  collecting  information  about  IBM  storage,  and  to  see  impressive  examples 
of  how  effectively  information  can  be  stored,  organized  and  accessed  for  your  e-business 
visit  www.ibm.com/e-business  or  phone  1  800  IBM-7080,  extension  NC53. 

Solutions  for  a  small  planet 


Finance 


I 


STOCKS 


BEAR  ON  THE  LOOSE 
AT  MERRILL  LYNCH 

Why  its  investment-strategy  team  favors  bonds  over  stocks 


An  old  pro  at  handling  live  inter- 
views with  CNBC'  anchors,  Charles 
I.  Clough  Jr.  nonetheless  found 
himself  on  the  spot  one  Monday 
morning  late  in  January.  Pointing  out 
how  the  chief  investment  strategist  at 
Men-ill  Lynch  &  Co.  has  been  cautious- 
ly advising  clients  to  keep  most  of  their 
assets  in  high-quality  bonds,  cnbc's  Con- 
suelo  Mack  bore  down.  Fifty-five  per- 
cent in  bonds,  she  mused,  was  "a  veiy 
gutsy  call." 

No,  Clough  protested,  "this  is  not  a 


FIRM 


'Commodities 


defensive  strategy  at  all."  But  next  to 
Men-ill's  i-ivals  on  WaD  Street,  it's  dovra- 
right  bearish  (table).  It  also  is  a  stance 
that  Clough  and  his  colleagues  at  the 
world's  biggest  brokerage  firm  must 
take  pains  to  e.xplain  because,  at  least 
since  last  summer's  swoon  in  stocl^s,  it 
has  been  wrong. 

Clough,  Merrill's  top 
giu-u  since  1987,  has  been 
bearish  for  several  years 
now.  In  early  September, 
he  suggested  the  Dow 
Jones  industrial  average 
might  sink  an  additional 
15%  or  more  befoi-e  sta- 
bilizing. Instead,  ft-om  its 
closing  low  on  Aug.  31, 
the  Dow  has  leaped  al- 
most 24%,  while  the 
broader  Standard  & 
Poor's  500-stock  index  has 
surged  nearly  31%'. 

"INTEREST-RATE  BULLS."  Even  as  such 
rivals  as  Lehman  Brothers  Inc.  advised 
clients  to  continue  holding  as  much  as 
80%  of  assets  in  stocks.  Men-ill  Lynch 
last  summer  kept  advocating  just  40% 
in  equities.  More  prominently,  the  bro- 
kerage firm  dh-ected  its  brand-new  ad- 
vertising agency,  wpp  Group's  plc's  J. 
Walter  Tliompson,  to  buy  a  series  of  cau- 
tionary, full-page  newspaper  advertise- 
ments. One  of  them,  "Putting  the 
world  in  perspective,"  noted 
Merrill's  preference  for 
quality  bonds  and  such 
defensive  stocks  as 
utilities.  "Tlie  global 
marketplace,"  it 
noted,  "is  get- 
ting more 
complex  and 
uncertain 
every 
day." 


This  is  Men-ill  Lynch? 

The  fu-m's  outlook  is  a  far  cr 
the  image  Menill  has  so  long  cul 
via  its  logo — a  bull,  ready  to  cl 
and  its  venerable  slogan,  "Merril 
Is  Bullish  on  America."  Cha 
Mangano,  Merrill's  senior  dire 
marketing,  describes  the  skittisi 
stead  as  "an  evolution"  of  th( 
trademark  optimism,  "a  veiy,  v( 
tical  assessment  of  what  was  goii 
the  world,  because  the  market 
gyrating  the  way  they  were." 
campaign  set  for  early  March,  I 
"wiU  be  just  as  optimistic  and  ho; 
the  bullish  [on  America]  one  wa 

If  so,  the  campaign  will  sure] 
with  the  steadily  downbeat 
Clough  has  been  offering  on 
which  flows  from  his  fundamer 
lief  that  tlie  world  economy  s'offe' 


Merrill  Lowballs  Stocks 


RECOMMENDED  ALLOCAT 


STOCKS     BONDS  CASH 


GOLDMAN  SACHS 

70% 

27% 

0% 

LEHMAN  BROTHERS 

80 

20 

0 

MORGAN  STANLEY  DEAN  WiHER 

65 

20 

15 

PAINEWEBBER 

64 

22 

14 

PRUDENTIAL 

75 

20 

0 

SALOMON  SMITH  BARNEY 

55-60 

40 

0-5 

MERRILL  LYNCH 

40 

55 

5 

**Real  Estate  data,  busk 

too  much  capacity  and,  with  i 
deflation.  So,  he  says,  profit  i 
will  narrow,  corporate  investnn 
dwindle,  and  the  U.  S.  econoi 
slow.  That  in  tiu-n  will  cut  a  poii 
off  rates  on  long-tenn  Tr-easury 
creating  the  pi-ospect  this  year  o 
total  return  on  long-tei-m  Treasi 
better  bet  to  Clough  than  the 
digit  gain  he  sees  for  the  maj( 
indexes.  "I  like  to  explain  our 
this  way,"  Clough  says:  "We'ri 
est-rate  bulls  and  profit  bears." 

MeiTill  also  may  be  soundin 
cautious  as  its  clients'  needs 
Take  Brent  Burval,  28,  a  civil  e 
in  Phoenix  who  has  had  an  accoi 
Merrill  for  six  years.  The  cash 
periodically  puts  into  his  accoii 
invested  automatically  in  mututi 
a  setup  that  suits  him  just  fine, 
they're  a  good  outfit,"  he  says.  " 
pretty  conservative."  Burval  : 
pays  little  attention  to  the  fit 


AGAINST  THE  GRAIN  L 

Clough  sees  a  27%  total  retuir 
on  long-term  Ti'easuries 


and  if  he  wants  to  buy  an  indi- 
itock,  he  uses  E*Ti-ade:  "They've 
^er  commissions  and  stuff."  That 
iays  discount  broker  Muriel 
,,  "is  pressuring  all  full-service 
to  develop  new  I'oles. 
lOGETIC.  These  broader  money- 
iment  goals  of  Merrill  go  well 

the  aims  of  simple  stock  trading 
;re  at  the  core  of  the  firm's  busi- 
ihen  it  came  up  vdth  its  "Bullish 
I  erica"  slogan  in  1971.  And  they 
r  on  Clough's  work.  "Today,"  he 
as  Americans  age,  we  are  older, 
lent  is  a  little  closer,  and  in  an 
iment  like  that,  I  think  money 
jment  is  a  much  more  complicat- 
it.  For  one  thing,  presei-vation  of 
becomes  more  important." 
ourse,  it  never  hurts  for  gurus 
[  a  contrarian  view.  More  Gon- 
ial— and  a  better  money-mak- 
3  been  the  advice  of  such  strate- 
s  Leliman's  Jef&-ey  M.  Applegate 
untal  &  Co.'s  Joseph  Battipaglia, 
Kpect  the  economy,  corporate 
,  and  stocks  to  remain  strong 
ar.  Applauding  Clough's  consis- 
^c  and  long-ranning  correct  bet 
ids,  Battipaglia  notes  the  Mer- 
del  has  nonetheless  led  Clough 
on  stocks. 

at  all  this,  Clough  seems  little 
1.  He  puts  off  a  question  about 
sr  Merrill  brokei's  are  impatient 
m  as  "sUly  stuff.  All  they're  look- 
from  me  is  ideas."  Ironically,  the 
'focus  list"  of  15  U.  S.  stocks,  in- 
;  such  names  as  Pfizer  and  John- 
Johnson,  is  up  a  solid  6%  since 
issued  in  December.  Clough  has 
ted  more  aggi'essive  moves  over- 
t  exploit  such  beaten-down  mar- 
5  Korea  and  Japan,  which  dove- 
with  Merrill's  rapid  foreign 
ion. 

for  preferring  bonds  to  stocks, 
I  is  unapologetic.  "It's  the  best 
1  events  we  can  come  up  vrith," 
's.  "We  think  it'll  be  a  money- 
;  strategy.  And  we'd  argue  it  was 
i  The  30-year  Treasury  actually 
formed  the  average  mutual  fund 
handily,"  18%  vs.  14%  in  total 
He  views  the  big,  i-ed-hot  stocks, 
such  as  Microsoft  and  Dell,  dim- 
'ery  mutual  fund,  every  pension- 
lanager,  they've  all  wedged  them- 
into  the  same  15  stocks,  and 
!  kind  of  e.xpensive,"  Clough  says, 
■hey  stay  expensive?  Yeah." 
igh's  cautious  views  may  yet 
sound.  But  that  won't  square  it 
etter  with  Merrill's  old  image, 
day  that  Merrill  Lynch  doesn't 
u:ross  as  optimistic  and  confident," 
tiief  marketei-  Mangano,  "then  we 
%  all  have  a  problem." 

By  Robert  Barker 


INSURANCE 


IS  YOUR  BOnOM 
LINE  COVERED? 


Bold  new  insurance 
policies  protect  companies 
against  disappointing 
financial  results 

Just  imagine:  Neither  rain  nor  sleet 
nor  collapsing  sales  could  keep 
your  company  from  delivering  its 
projected  earnings  on  time.  No 
more  investoi's  outraged  by  nasty  sur- 
prises. The  results  are  guaranteed  be- 
cause your  company  simply  bought  an 
insurance  policy  that  pays  out  when 
earnings  fall  short. 

What  soimds  like  a  pipe  dream  is  fast 
becoming  reality,  as  insurers  rush  to 
design  bold  new  policies  that  protect 
companies  against  bad  financial  results. 
On  Jan.  28,  New  York's  Reliance  Group, 
for  one,  launched  a  radical  product 
called  Enterprise  Earnings  Protection 
Insurance  that  covers  any  operating 
earnings  shortfall  due  to  events  beyond 
management's  control.  Let's  say  a  com- 
pany wanted  a  giiai'anteed  $40  million  in 
annual  profits.  If  it  posted  a  $10  mil- 
lion loss.  Reliance  could  make  up  the 
difference,  after  a  deductible.  No  need 
to  debate  whether  the  poor  results 
stemmed  from  blizzards  or  Brazil's  eco- 
nomic woes.  Except  for  situations  over 
wliich  management  has  control,  Reliance 
would  pay  out  up  to  $50  million. 


And  that's  just  a  start.  Rehance  plans 
to  expand  coverage  levels  and  sell  the 
policy  to  European  companies  within 
six  months.  "Chief  financial  officers  are 
looking  for  ways  to  deliver  to  expecta- 
tions," says  Mario  Vitale,  president  of 
Reliance's  casualty  risk  services  divi- 
sion. "And  investors  love  the  idea  be- 
cause it  means  less  surprises." 
OFF  THE  SEESAW.  With  the  property/ca- 
sualty business  in  a  serious  slump,  in- 
surers are  racing  to  take  on  risks  that 
few  would  have  thought  insui'able.  In- 
dustry giants  like  American  Interna- 
tional Group  Inc.  and  broker  Mai-sh  & 
McLennan  Cos.  have  covered  dozens  of 
clients  for  eveiytliing  fi'om  futm-e  movie 
receipts  to  a  general  business  down- 
turn. "We're  seeing  a  lot  more  deals 
where  companies  want  a  financial  guar- 
antee, not  just  a  hedge  on  earnings 
risks,"  says  Bob  Partridge,  a  director 
at  Standai'd  &  Pooi''s  Corp. 

Reliance  and  its  competitors  are  go- 
ing ftulher,  aiming  to  insm-e  a  big  chunk 
of  actual  cash  flow.  That,  say  propo- 
nents, could  revolutionize  corporate 
strategy  by  making  seesaw  sales  and 
earnings  a  thing  of  the  past.  "If  you 
live  in  a  volatile  world,  it  might  be 
worth  spending  some  money  to  take 
out  the  peaks  and  the  valleys,"  reasons 
Tobey  Russ,  president  of  AIG  Risk  P^i- 
nance.  Buying  into  a  company  could  be- 
come like  buying  a  Ti-easury  bond  with 


PROFIT  PROTECTION 

Most  insurers  handle  earthquakes  and  explosions.  A  few  are  going 
further:  guaranteeing  a  company's  sales  and  earnings. 

BRITISH  AEROSPACE  The  deal:  $70  million  policy  to  guarantee 
$3.7  billion  in  revenue  from  aircraft  leasing  until  the  end  of  2013. 

HANSON  The  deal:  A  $275  million  policy  to  provide  $800  million  in  cover- 
age for  environmental  and  roof-product  liabilities  of  the  former 
operations  of  Beazer.  The  reason:  To  remove  liabilities  from  the  balance 
sheet — and  preferably  hike  Hanson's  stock  price. 

HONEYWELL  The  deal:  Blanket  policy  to  insure  foreign  exchange  exposure 
along  with  other  risks;  may  expand  to  include  interest-rate  hedges,  vi^eather, 
and  commodity  prices. 

TORO  The  deal:  $400,000  policy  to  cover  up  to  $9.5  million  in  refunds 
for  a  snowfall-related  promotion  scheme;  based  on  projected  sales  and 
snowfaH._  
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Finance 


With  the  insurance  business  in  a  serious  slump, 
companies  are  willing  to  take  on  new  kind  of  risks 


guarantees  of  safe  returns.  "You  might 
even  insure  share  price,"  says  LesHe 
Rahl,  a  principal  of  Capital  Market  Risk 
Advisors  Inc.  in  New  York. 

Would  this  mean  the  end  of  volatility 
an  we  know  it?  Not  likely.  lasiu'ei's  them- 
selves could  get  burned  on  bad  bets. 
Regulators  also  fret  that  policies  might 
hide  a  ccjmpany's  true  health  or  be  less 
than  ti"insparent  in  what 
they  actually  protect. 

And  predictability  has 
a  price.  Insurance  that 
aims  to  smooth  out  rev- 
enue lows  will  likely  cut 
into  the  highs.  And 
while  investors  hate  un- 
pleasant earnings  sur- 
prises, they  may  also 
balk  at  paying  a  hefty 
fee — or  giving  up  poten- 
tial profits — to  guaran- 
tee steady  results.  Fur- 
ther, an  insurer  will 
keep  providing  covei-age 
only  if  it  keeps  making 
a  profit — which  means 
the  company  may  come 
out  on  the  losing  end  of 
the  stick.  As  Harris 
Chorney,  national  direc- 
tor of  KPMG  Peat  Mar- 
wick's  insurance  prac- 
tice, puts  it:  "If 
management  needs  in- 
sui'ance  to  get  the  right 
earnings  per  share,  I 
think  you  need  to  ques- 
tion management." 
SNOW  JOB.  Many  com- 
panies, though,  seem  to 
like  the  idea  of  removing  clouds  of  un- 
certainty that  linger  over  the  bottom 
line.  British  Aerospace  plc  recently 
bought  a  special  policy  that  guarantees 
its  aircraft-leasing  business  will  gener- 
ate $8.7  billion  in  revenue  over  the  next 
15  years.  Essentially  taking  a  volatile 
business  off  the  books,  says  spokesman 
Jeremy  Barnes,  sent  the  company's  share 
piice  scaling.  Toro  Co.  of  Bloomington, 
Minn.,  tried  to  pump  up  snow-blower 
sales  this  winter  by  offering  refunds 
based  on  inches  of  snow.  Rather  than 
risk  the  big  payout  that  wai"m  weather 
could  bring,  the  manufactm'er  estimated 
its  sales  and  bought  a  $400,000  insur- 
ance policy  to  fund  up  to  $9.5  million  in 
refunds. 

Hoi,'?ywell  Inc.  in  Minneapohs  is  tak- 
ing a  bi'oader  approach.  It  is  bundling 


much  of  its  foreign-exchange  exposure 
vrith  other  risks  under  a  blanket  insur- 
ance policy  with  one  deductible  an'anged 
by  Alc.  By  blending  a  broad  range  of 
risks  together,  the  company  gets  a 
cheaper  overall  premium  and  the  fiexi- 
bility  to  include  perils  that  might  be 
hard  to  insure  on  their  own.  Honey- 
well's director  of  global  insurance  risk 


management,  Tom  Seuntjens,  says  the 
controls-teelinology  manufacturer  is  now 
looking  at  insuring  against  weather  dis- 
ruptions, interest-rate  bumps,  and  poor 
sales  of  new  products  under  the  same 
scheme.  "We're  trying  to  make  our 
earTiings  more  predictable,"  says  Seunt- 
jens. "We  look  at  this  as  a  great  op- 
portunity to  smooth  out  other  areas  of 
risk. . . .  It's  a  plus  for  everyone." 

Yet  Honeywell  isn't  ready  to  insure 
its  entu'e  balance  sheet.  It  insui'ed  near- 
ly all  of  its  foreign  sales  income  last  yeai" 
but  still  handled  another  $1.1  billion  more 
through  traditional  capital-market  in- 
.stiiUTients.  Bill  Kelly,  a  managing  dii'ector 
at  J.  R  Morgan  &  Co.  in  New  York,  ar- 
gues that  banks  have  a  long  history  of 
helping  companies  cope  with  such  finan- 
cial risks,  adding  that  "the  question  of 


whether  an  insui'ance  product  d( 
more  efficiently  remains  to  be  se&. 

That's  not  all  that  remains  to  1 
Secmities  &  Exchange  Commis^ 
cials  ask  how  companies  would 
the  ter-ms  of  an  insui'ance  deal  tl 
to  manage  earnings.  "We're  ci 
about  anything  that  tries  to  liidc 
financial  state  of  a  company,"  s 
SEC  official. 

While  clients 
happy  to  hand  o 
to  Reliance  anfl  < 
surers,  what  al 
fiance's  risks?  I 
new  policy,  the  o| 
enue  risks  not 
are  accounting 
employee  stiikesj 
er  peiils  that  fa 
management 
What  constitute! 
agement  contrf 
cour-se,  is  a  fiizzyov 
itself 

Also  ftizzy  is  t 
predict  the  vol;i 
a  client's  eanan^ 
L.  Strohl,  GEO  n 
Systems  Grou]) 
King  of  Pruss 
says  the  firm  is  i 
expertise  to  "In 
expose  the  [con 
business  risks," 
teniiine  policy  ])i 
fiance's  own  exj) 
hedged  through 
with  Swiss  Reii 
America  CoriJ.  "■ 
risky  Reliance  c;, 
can  pay  as  fittle  as  5%  of  estin 
guard  against  a  20%  fluctuation 
ating  earnings.  "The  bigger  the 
bigger  the  retention"  or  mone.\ 
pany  pays  on  claims,  says  Vit 
even  plans  a  pr-oduct  aimed  at 
nies  setting  up  an  IPO  to  "con\ 
tential  slweholders  that  they  wi 
certain  earnings  projections." 

In  the  end,  though,  the  biggf 
biers  may  be  the  insur-er-s  thei 
Michael  Smith,  an  analyst  wit 
Steai-ns  &  Co.,  argues  that,  vv; 
industry  in  a  slump,  insurers  arr 
to  expand  the  definition  of  wit 
surable  and  "that  usually  lead;1 
derwiiting  disasters."  That  co  ; 
lead  to  messy  lawsuits  that  ulni 
put  risk  back  in  the  hands  of  in 
By  Diane  Brady  in  N- 


RELIANCE'S  VITALE: 
INVESTORS  WILL  LOVE 
"LESS  SURPRISES" 


UING  THOSE 
ITERNET  STOCKS 


at  these  prices,  there  are  strategies  to  play 


met  stocks  have  had  a  wild  ride — 
it  is  getting  wilder  with  each 
ing  day.  Amazon.com  Inc.  sold 
10  million  in  books  and  CDs  last 
nd  lost  money,  but  its  $20  bil- 
'xirket  value  makes  it  worth  $5 
more  tJian  Sears  Roebuck  &  Co. 
ymes  as  no  surprise  tliat  tlie  con- 
mi  wisdom  holds  that  Internet 
are  headed  for  a  crash. 
I,  investors  interested  in  high- 
compaiiies  Imve  few  better  places 
I.  Consumer  commerce  over  the 
iped  more  than  200%  last  year,  to 
llion,  and  should  grow  at  least 
again  this  year,  predicts  the 
Comtdting  Group  Inc.  Btisimss- 
iness  commerce  over  the  Net, 
$50  billion  in  1998,  will  grow  at 
IS  fast  as  the  consumer  market 
■ar. 

wild  price  swings  are  not  about 
— hut  neither  will  the  growth  in 
et  commerce.  Here  is  the  case  for 
et  stocks. 


Many  top  tech-fund  managers  scoff  at 
the  high  prices  of  Net  stocks.  If 
they're  staying  away,  why  shouldn't  I? 

Because  they're  going  to  buy  Net 
stocks  anyway — they  have  to.  Pruden- 
tial Securities  Inc.  market  strategist 
Claudia  Mott  figures  that  half  of  the 
14%  gain  in  the  stocks  of  the  Standard 
&  Poor's  500-stock  index  in  last  year's 
fourth  quarter  was  attributable  to  In- 
ternet stocks,  and  Internet  stocks  made 
significant  contributions  to  other  in- 
dexes as  well.  Thus  fund  managei-s 
"will  either  have  to  own  Internet 
stocks  or  be  very  proficient  in  picking 
other  stocks"  if  they  want  to  beat  their 
benchmarks  this  year,  says  Brian  E. 
Stack,  manager  of  the  mfs  New  Dis- 
covery Fund. 

So  Where's  the  best  place  to  look  for 
Internet  stocks? 

One  tried-and-true  method  is  to  pick 
companies  likely  to  emerge  as  a  domi- 
nant franchise,  capable  of  sustaining  a 


high  gi'owth  rate.  Some  top  investors 
own  only  the  biggest  Internet  stock':' 
America  Online  Inc.  Fidelity  Mag- 
ellan manager  Robert  E.  Stan- 
sky  made  it  his  second-largest 
holding  in  the  fourth  quarter  of 
1998.  He  would  have  bought  oth- 
er top  Net  stocks  but  couldn't  buy 
enough  shares  at  low  enough  prices  to 
help  the  perfomiance  of  his  fund.  It's  a 
safe  bet  he's  going  to  buy  more  on 
dips  this  year. 

Ron  Elijah,  manager  of  the  Robert- 
son Stephens  Information  Age  fund, 
owns  Amazon,  aol,  and  Yahoo!. 
Charles  A.  "Chip"  Morris,  who 
runs  T.  Rowe  Price's  Science  & 
Technology  Fund,  owns  aol  and 
E*Trade.  Stack,  a  small-cap  specialist, 
owns  Sportsline  usa  Inc.  and  Scholas- 
tic Corp.  Elijah  and  Morris  own  com- 
panies such  as  Cisco  Systems  Inc.  and 
Sun  Microsystems  Inc.  They're  not 
pure  Net  plays,  but  their  gi-owth 
is  closely  tied  to  the  Net. 

Of  course,  retail  investors 
can  always  leave  Internet 
investing  to  a  mutual  fimd. 
Internet    funds,    such  as 
Munder  Capital  Management's 
NetNet  fund  (up  24.5%  this  year 
through  Jan.  26),  were  among  the  coun- 
tiy's  top-performing  funds  last  year 

If  everyone's  so  sure  there's  going  to 
be  a  correction  in  Net  stocks,  why 
invest  now? 

Not  everyone  should.  Buying  Internet 
companies  with  loopy  valuations  is  a 
gamble.  As  long  as  companies  such  as 
eBay  Inc.  trade  at  as  high  as  2,000 
tunes  expected  1999  earnings,  you  might 
as  well  buy  a  lotteiy  ticket.  Shares  in 
companies  that  show  even  the  slightest 
problems  stand  to  get  decimated.  "These 
are  virtual  casino  stocks,"  says  T.  Rowe 
Price's  Mollis. 

The  key  is  to  buy  on  dips  the  stocks 
you  want  to  own.  In  the  week  of  Jan. 
18,  many  big  Net  stocks  fell  nearly  50%, 
and  they're  already  moving  back  up.  Eli- 
jah picked  up  Amazon.com  in  the  low 
90s,  and  it  moved  to  115  within  a  week. 
"So  what  if  it's  valued  more  than  Seal's," 
he  says.  Amazon's  fourth-quarter  sales 
nearly  quachnpled  over  1997,  "and  com- 
pared to  that.  Sears  is  dead,"  he  says. 

Not  everyone  is  willing  to  bet  that 
Amazon  can  sustain  such  gi'owth.  Yet 
Elijah,  a  savvy  tech  investor  vrith  years 
of  experience,  has  made  a  tidy  return 
from  the  investment.  He  knows  that 
Internet  companies,  possibly  including 
Amazon,  are  going  to  crash  hard  at 
some  point,  if  not  several  times.  Even 
so.  Net  stocks  are  by  far  the  most  pow- 
erful gi'owth  machines  to  hit  the  mar- 
kets in  a  long  time. 

By  Geoffrey  Smith  in  Boston 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

MICROSOFT  DUMPED 
INKTOMI.  SO  WHAT? 


I 


nternet  software  provider  Inktomi 
(INKT)  is  not  a  stock  for  the  faint  of 
heart:  In  the  past  five  months,  it  has 
often  jumped  or  dropped  10  to  15 
points  in  a  day — on  httle  provocation. 
After  hitting  a  high  of  178  on  Jan.  11, 
it  slid  to  148  on  Jan.  25.  The  next  day, 
Microsoft  announced  that  it  was  phas- 
ing out  Inktomi's  Internet  search  ser- 
vice as  the  primary  platform  for  Mi- 
ci'osoft's  Web  network  (page  53). 
Inktomi's  stock  fell  almost  20  points,  to 
129.  Is  it  downhill  from  here? 

No  way,  say  some  pros.  Although  a 
lot  of  momentum  players  bailed  out, 
not  a  few  Inktomi  fans  bought  shai'es 
as  the  price  sank.  "It  wasn't  a  major 
setback — just  a  speed  bump,"  insists 
John  Leo,  who  heads  Northern  Tech- 
nology Fund,  a  unit  of  Noilhem  Tjust. 
"We  view  the  big  drop  as  a  terrific 
buying  opportunity,  so  we'i'e  adding  to 
our  position." 

Analysts  Rakesh  Sood  and  Michael 
Pai'ekh  at  Goldman  Sachs  stood  pat,  re- 
iterating theii'  positive  "mai'ket  outper- 
foiTn"  rating  on  Inl<tomi.  Leo  notes  that 
Microsoft's  move  to  replace  Inktomi's 
seai'ch  technology  with  that  of  AltaVista, 
a  Web-search  and  navigation  site  of 
Compaq  Computer,  reflects  the  business 


UTELY,  JUST 
A  SPEED  BUMP' 


relationship  that 
Microsoft  is  con- 
tinuing to  build 
with  Compaq — 
Microsoft's  lai-gest 
customer.  "It's  not 
indicative  of  any 
concern  about 
Inktomi's  technol- 
ogy," he  adds. 

Microsoft 
makes  up  less 
than  5%  of  Ink- 
tomi's revenues, 
says  Leo,  and 
he's  sui'e  Inktomi 
can  recoup  the 
loss  through  new 
customers.  He  notes  that  Inktomi  pro- 
vides its  search  technology  to  18  big- 
companies,  including  Yahoo  I,  America 
Online,  and  Lycos. 

Apart  from  its  search  technology, 
Inktomi  also  has  a  "traffic  server" 
product  that  stores  data  close  to  where 
it  is  needed  by  Internet  users.  Inktomi 
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has  a  new  product  that  will  provide 
"comparison  shopping,"  to  compare 
prices  and  information  on  various  prod- 
ucts onhne. 

Last  year,  Inktomi's  sales  quadru- 
pled, to  $20.4  million,  and  Leo  expects 
them  to  continue  growing — to  $60  mil- 
lion in  1999  and  $110  million  to  $125 
million  in  2000.  Still  in  the  red,  Inktomi 
should  break  even  by  2000,  he  figures. 

SAFEGUARD'S 
HOARD  OF  IPOs 

Safeguard  Scientifics  (SFE)  has  little 
to  do  with  safety  or  science:  It  is  a 
venture-capital  company  that  acquii-es 
stakes  in  young  info-tech  outfits.  Af- 
ter ftmding  and  managing  their  devel- 
opment, Safeguard  takes  them  public. 
"Safeguard  is  a  way  to  participate  in 
the  ventiu'e-capital  business  and  bene- 
fit ft-om  the  huge  retui'ns,"  says  Stuart 
Rudick  of  Rudick  Asset  Management 
in  Mill  Valley, 

Calif.  Cun-ently        BUOYED  BY 
trading  at  87,     NET  EXUBERANCE 

the  stock  is 
worth  55,  says 
Rudick,  based 
on  the  value  of 
its  portfolio. 

Sherri  Wolf, 
an  analyst  at 
Adams,  Hark- 
ness  &  Hill  in 
Boston  thinks 
the  value  of 
Safeguard's 
portfolio  of  pri- 
vate companies 
has  yet  to  be 
recognized.  To  determine  Safeguard's 
value,  investors  will  need  to  assess 
both  its  public  and  private  holdings, 
she  argues. 

"We  have  identified  three  [initial 
public  offering]  prospects  that  could 
greatly  enhance  Safeguard's  bottom 
line,"  says  Wolf.  They  are  on  deck  to 
go  public  this  year  "in  hot  markets, 
such  as  business-to-business  Internet 
commerce,"  she  says.  One  of  them  is 
Internet  Capital  Group,  which  ah'eady 
owns  15  Internet  companies,  including 
50%  of  VerticalNet.  This  company  has 
filed  for  an  IPO  later  this  year. 

Internet  Capital,  also  scheduled  to 
go  public  this  year,  has  attr-acted  high- 
powered  investor  GE  Capital  and  Com- 
cast, which  have  put  in  seed  money. 
"Intei-net  Capital  will  have  the  largest 
impact  [as  an  ipo]  if  exuberance  about 
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the  Net  continues,"  says  Wolf, 
will  be  a  gi'eat  year  for  SafeguaiJ 

THIS  COIN  HANDlI 
IS  ON  A  ROLL 

Cash  Technologies  (chng), 
makes  machines  that  deal 
loose  coins,  is  getting  to  be  wi 
pretty  penny:  From  51^  in  mid- 
ber,  the  shares  have  nearly  doi 
to  IOVk.  What's  driving  up  the  pi 
The  coming  of  the  euro  has 
duced  a  big  potential  market  for 
Technologies'  unusual  coin-proc( 
machines,  says  analyst  Casey  Sti 
Star-r-  Secuiities  in  New  York,  j 
70  billion  coins  will  have  to  h 
deemed  in  Europe  when  the  ne^i 
rency  circulates  in  July,  2002,  he 
so  demand  for  Cash  Tech's  self-s 
CoinBank  deposit  machines  s 
surge.  The  company  has  reachi 
agreement  with  Bank  Austria 
stall  its  macliines  on  a  trial  basis, 
the  machines  ai'e  softwai'e-driven' 
allow  any  type  of  coins  to  be 
grammed  for  acceptance  now  am 
verted  for  euro  coins  later 

The  machine  sorts  and  counts 
and  then  dispenses  either  a  < 
through  an  auto- 
mated teller  ma- 
chine or  a  receipt 
redeemable  in 
cash.  Cash  Tech 
gets  a  7%  con- 
sumer fee,  which 
it  splits  with  the 
bank  or  store 
where  the  ma- 
chine is  installed. 

The  difference 
between  Coin- 
Bank  and  the 
machine  of  rival 
Coinstar,  says 
Stern,  is  that 
CoinBank  pro- 
vides other  uses  too,  including  ( 
card  transactions,  payment  of  bill 
dispensing  prepaid  phone  card 
puts  Cash  Tech  revenues  at  .1 
to  $70  million  in  1999  and  $110  l 
to  $150  million  in  2000.  Cash  Te(  j, 
lose  money  this  year,  but  he  exp 
will  earn  50c  to  $1  a  share  in 
His  12-month  target  for  the  sto( 


WORTH  « 
PRETTY  PENI 


12  n 


4  CASH 
^  TECHNOLOl 

WEEKLY  a 

0  -  

AUG.  3,  '98  JAN. 
A  DOLLARS 

DATA-  BLOOMBERG  riNANCU 


For  more  coverage  of  the  marki 
visit  our  Web  site  at  businessweei 


rcstar   Advanced  global  communications  from  NTT. 

tar  offers  you  a  uniquely  reliable  global  connection.  In  fact,  no  one  offers  a  stronger  connection 
1  Asia  and  the  Pacific.  In  Japan,  for  example,  NTT  has  been  providing  fully  dependable 
munications  for  more  than  a  century.  As  one  of  the  world's  leading  telecom  providers,  NTT  can 
/ide  you  and  your  global  offices  with  an  unsurpassed  level  of  service.  From  round-the-clock 
ti-language  assistance  and  business  support  to  emergency  backup.  Now,  connecting  with  Asia  is 
mple  matter  of  connecting  with  the  right  partner. 
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Builders  of  the  infocommunications  age 
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For  more  information  on  how  NTT  can  connect  you .  call  1  -800-4-NTT-US.'\ , 
http://info.ntt.co.jp/global 


Mutual  Fund  Scoreboard 


BONDS 


SEARCHING  FOR 
SAFE  HARBOR 

Here's  how  to  find  the  best  bond  returns  at  the  least  risk 


When  it  comes  to  bond  mutual 
fimds,  the  old  mle  was  "yield 
sells."  When  interest  rates 
were  high,  investors  would  buy 
bond  fimds  to  capture  the  rich  payouts. 
So  how  come  investors  snapped  up  bond 
funds  in  1998  when  yields  were  at  30- 
year  lows? 

There's  a  new  rule  at  work  these 
days.  Safety  sells.  And  in  last  yeai's  wild- 
ly swinging  stock  market,  bond  funds 
often  seemed  a  welcome  safe  hai'bor.  In- 
vestors poured  money  into  bond  funds  at 
a  rate  not  seen  in  years,  while  the  mon- 
ey going  into  ecjuity  funds  slipped  well 
below  the  record  1997  level.  Bond  — 
fimds  took  in  net  cash  of  about 
$74.8  billion  last  year,  according  to 
AMG  Data  Services.  That's  more 
than  tlu'ee  times  1997's  inflows. 

Are  bond  funds  really  all  that 
safe?  Not  all  harbors  are  equally 
protected.  Last  summer's  global 
flight  to  quality  benefited  U.  S.  Trea- 
sury bonds  the  most,  giving  long- 
term  government  bond  funds  the 
year's  best  total  retirni,  up  11. 79^ 
(appi'eciation  plus  reinvestment  of 
dividends  and  capital  gains).  The 
flip  side  of  that  was  a  flight  from 
anything  that  wasn't  quality.  Last 
yeai;  liigh-yield,  or  jimk-bond,  fimds 
had  their  worst  year  since  1994, 
with  a  -0.3%  total  retiuTi.  Emerg- 
ing-markets bond  funds  were  down 
more  than  25%  (table),  which  was 
nearly  as  bad  as  the  retimis  fi'om 
emei'ging-markets  equity  funds. 
THE  "A"  LIST.  To  help  you  soil  out 
the  risks  of  bond-fund  investing, 
we  bring  you  the  ne.xt  installment 
of  BUSINESS  week's  Mutual  Fund 
Scoreboai'd.  In  the  tables  that  stait 
on  page  93,  we  report  on  653  ta.x- 
able  and  tax-exempt  bond  funds. 
We  look  at  one-,  three-,  and  five- 
year  retums,  yield,  matiuity,  and 
expenses.  Watch  those  expenses — 
in  a  low-yield  world,  those  costs 
can  eat  into  returns.  And  at  our 
Web  site,  we  have  more  data  on 
these  bond  funds  plus  more  than 


1,100  others.  All  the  data  are  prepared 
for  BUSINESS  WEEK  by  Moniingstar  Inc. 

The  highlight  of  the  Scoreboard  is 
the  BUSINESS  WEEK  ratings.  Each  fund 
with  at  least  five  years  of  performance 
history  is  rated  based  on  its  risk- 
adjusted  total  returns.  Those  with  the 
top  risk-adjusted  retunis  get  A  ratings. 
This  year's  A  list  has  98  funds  ranging 
from  ultrashort  bond  funds,  whose  net 
asset  values  barely  fluctuate,  to  long- 
term  government  funds,  which  can  gy- 
rate considerably  (page  91).  Wliat  biings 
these  funds  together  on  this  list  is  that 
they  all  earned  superior  returns  for  the 


Bond  Fund  Categories: 
How  They  Fared 

AVERAGE  ANNUAL  TOTAL  RETURN* 
1998       1996-98  1994-98 


ai 

I 
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LONG  GOVERNMENT 
INTERNATIONAL 
INTERMEDIATE  (GENERAL) 
INTERMEDIATE  GOVERNMENT 


LONG-TERM  (GENERAL) 
SHORT-TERM  (GENERAL) 
MUNICIPAL  CALIFORNIA  LONG 
MUNICIPAL  NEW  YORK  LONG 


SHORT  GOVERNMENT 
MUNICIPAL  CALIFORNIA  INTERM. 
MUNICIPAL  SINGLE-STATE  LONG 
MUNICIPAL  NATIONAL  INTERM. 

MUNICIPAL  NATIONAL  LONG 
MUNICIPAL  SINGLE-STATE  INTERM. 
ULTRASHORT  (GENERAL) 
MUNICIPAL  NEW  YORK  INTERM. 

MUNICIPAL  SHORT 
CONVERTIBLES 
MULTISECTOR 
HIGH-YIELD 

EMERGING  MARKETS 


11.7% 
9.8 
7.5 
7.4 

"6.7 
6.4 
6.1 
5.1 

"6.0 
5.7 
5.6 
5.6 

5.5 
5.4 
5.2 
5.2 

"4.7 

4.4 

1.9 
-0.3 

-25^2 


7.6% 
6.6 
6.5 
6.2 

7^0 
5.8 
6.4 
6.3 

5^5 
5.9 
5.9 
5.7 

5.6 
5.7 
5.2 

■ 

12.3 
6.6 
8.5 

■ 


7.9% 
5.8 
6.5 
6.1 

7^2 
5.4 
5,8 
5.5 

5^2 
5,4 
5.4 
5.3 

5,2 
5.5 
4.6 

44 
10.6 
6.0 
7.5 

"24 


ALL  BOND  FUNDS  5.6         6.2        5  8 

TAXABLE  BOND  FUNDS  5.7         6  6         6  3 

TAX-FREE  BOND  FUNDS  5  5         5  8         5  3 

*I994-I998  pretax  returns,  includes  appreciation  plus  reinvestment  of 
dividends  and  capital  gains 
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amount  of  risk  they  took.  The 
compare  taxable  funds  with  oti 
ables,  and  tax-exempts  with  oth 
exempt  funds.  We  also  have  a 
series  of  ratings,  which  compart 
with  others  in  the  same  catego 
you're  looking  for  the  best-rate 
national  or  short-term  munici]  ' 
fimds,  turn  to  the  table  on  pag' 
NEW  FUNDS.  We've  also  made  s. 
ditions  to  this  year's  Scoreboa 
starters,  we've  added  five  ne 
gories.  We  separated  volatile  en 
market  bond  funds  fi-om  the  mi 
international  funds  that  invest 
quality  bonds  issued  in  develo 
tions.  International  funds  eame(fc 
total  return  in  1998,  the  seco 
peifonning  categoiy.  Tliey  profit 
a  global  drop  in  interest  rates 
trated  by  the  central  banks  of 
countries.  Among  the  tax-exemf 
we've  separated  California 
York — large,  high-tax  states 
of  funds — fifom  the  broader  sinj 
categories  and  created  a  long-t 
intermediate-term  gi-oup  for  ea 
There's  more.  The  ultrasho 
category — funds  that  invest  in 
■—  ties  between  the  90-day  m 
maturity  of  the  money 
funds  and  the  one-year 
for  short-term  bond  fun 
been  expanded.  Oiu'  listii 
include  loan  participatio 
which  operate  under  slig 
ferent  iiiles  than  do  the  otl 
funds.  Like  conventiona 
they  issue  shares  whenev< 
vestor  wants  to  buy  in 
vestors  can  withdraw  mo: 
once  per  quarter  and  on 
termined  date.  The  rea 
these  restrictive  redempt 
cedures  is  that  the  funds 
senior  secured  bank  loan 
are  illiquid. 

But  the  reward  for  a 
these  restrictions  can  b( 
The  loans  reset  every 
days,  so  the  portfolio  is  vi 
lated  from  interest-rate 
Depending  on  the  borro 
rate  ranges  from  0.75  t( 
centage  points  above  the 
Interbank  Offered  Kate  ( 
global  benchmark  for  ba 
ing,  now  5%. 

"Our  goal  is  to  provid 
sistent  yield  advantag 
money-market  funds  with 
share  price  stability,"  sayi 
F.  Swaffield,  co-manager  ol 
Eaton  Vance  Piime  Rate  I 
In  its  nearly  10-year  his' 
fund's  net  asset  value  ha 
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The  Bond  Fund  A-List 

These  98  funds  earned  A's,  our  ratings  for  superior  risk-adjusted  returns  over  the  past  five  years 
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W  TOTAL 

RETURN* 

CATEGORY 

I.FREE  INTERMEDIATE 

5.0% 

Muni.  Short 

tN  CENT.-BENHAM  CALIF.  MUNI.  HIGH-YIELD 

6.9 

Muni.  Calif.  Long 

UN  CENT.-BENHAM  CALIF.  T/F  LIM.** 

4.3 

Muni.  Short 

IIGMT.  ADJUSTABLE  RATE 

5.7 

Ultrashort 

1 1784  T/E  MED.-TERM  INCOME 

6.1 

Muni.  Ntl.  Interm. 

ESTMENT  LIFECYCLE  SHORT** 

9.1 

Short  (Gen.) 

IS  GROWTH  S  INCOME  A" 

16.2 

Convertibles 

IT  TAX-FREE  RES.  LIMITED-TERM  A 

4.0 

Muni.  Short 

iL  HIGH-YIELD  MUNI.  B** 

6.1 

Muni.  Ntl.  Long 

iDO  BONDSHARES** 

7.9 

Muni.  S-S  Interm. 

■IIA  HIGH-YIELD** 

9.1 

High-Yield 

pU(-FREE  HIGH  INCOME  B 

5.3 

Muni.  Short 

puiE  NATL.  HIGH- YIELD  MUNI.  A** 

6.9 

Muni.  Ntl.  Interm. 

is  PA.  INTERM.  MUNI.  BONO** 

6.2 

Muni.  S-S  Interm. 

|s  SHORT-INTERM.  MUNI.  BOND** 

4.1 

Muni.  Short 

^  KENTUCKY  TAX-FREE  SHORT-MED. 

4.2 

Muni.  Short 

£  TENNESSEE  TAX-FREE  INCOME** 

7.6 

Muni.  S-S  Long 

|VANCE  PRIME  RATE  RESERVES 

7.0 

Ultrashort 

nST  HIGH-YIELD  BOND** 

7.1 

High-Yield 

IeEN  FLORIDA  HIGH-INCOME  MUNI.  A 

7.1 

Muni.  S-S  Long 

liOR  SHORT-TERM  TAX-EXEMPT  SECS.** 

4.0 

Muni.  Short 

UTED  SHORT-TERM  MUNI.  INST. 

4.3 

Muni.  Short 

LIMITED  DURATION** 

6.1 

Short  Government 

U.S.  SHORT-TERM  FIXED-INCOME 

5.1 

Ultrashort 

WORLDWIDE  FIXED-INCOME  HEDGED 

10.6 

International 

ITY  HIGH-INCOME 

10.8 

High-Yield 

ITY  MORTGAGE  SECURITIES  INIT. 

7.8 

Interm,  Govt, 

ITY  SPARTAN  SHORT-INTERMEDIATE  MUNI. 

4.4 

Muni.  Short 

ILL  STREET  TAX-FREE  SHORT-INTERM.** 

3.9 

Muni,  Short 

AMERICAN  LIMITED-TERM  INCOME  A** 

5.5 

Short  (Gen,) 

EW  INCOME 

6.9 

Intermediate  (Gen,) 

aiN  CALIF.  HIGH-YIELD  MUNI.  A 

7.3 

Muni,  Calif.  Long 

(LIN  CALIF.  TAX-FREE  INCOME  A 

6,3 

Mum,  Calif,  Long 

am  HIGH  YIELD  TAX-FREE  INCOME  A 

6.9 

Muni.  Ntl.  Long 

)R  SHORT  DURATION 

5.8 

Short  (Gen.) 

STEAD  SHORT-TERM  BOND 

5.8 

Short  (Gen.) 

im  &  WILEY  LOW  DURATION 

7.5 

Short  (Gen.) 

ms  &  WILEY  SHORT-TERM  INVMT.** 

6.1 

Ultrashort 

;  FL.  TAX-FREE  SHORT** 

4.3 

Muni.  Short 

TAX-EXEMPT** 

5.6 

Muni.  S-S  Interm, 

CO  SELECT  INCOME 

8.4 

Long  (Gen.) 

>  FLEXIBLE  INCOME 

8.7 

Multisector 

Ml.  MUNICIPAL  BOND  INVMT.** 

4.3 

Muni.  Short 

GTON  GNMA  INCOME 

7.3 

Interm.  Govt. 

EO-TERM  N.Y.  MUNICIPAL  A 

5.6 

Muni.  Short 

IS  SAYLES  SHORT-TERM  BD.  INSTL.** 

6.1 

Short-Term  (Gen.) 

STAY  HIGH-YIELD  CORPORATE  BOND  B 

9.7 

High-Yield 

HALL  SHORT-TERM  INCOME 

5.4 

Short-Term  (Gen.) 

ILL  LYNCH  SENIOR  FLOATING-RATE** 

6.2 

Ultrashort  (Gen.) 

FUND 


AVERAGE  ANNUAL  INVESTMENT 


1998  pretax  returns,  includes  appreciation  plus  reinvestment  of  dividends  and  capital  gains 


TOTAL  RETURN* 

CATEGORY 

MONTGOMERY  CALIF.  T/F  INTERMEDIATE  BD.  R** 

5.8% 

Muni,  Calif-  Interm, 

MONTGOMERY  SHORT-DURATION  GOVT.  BD.  R 

6.4 

Short  Government 

MORGAN  GRENFELL  MUNICIPAL  BOND** 

5.2 

Muni,  Ntl,  Interm, 

MSDW  PRIME  INCOME  TRUST** 

7.6 

Ultrashort  (Gen.) 

NATIONS  SHORT-TERM  MUNI.  INV.  A** 

4.2 

Mum,  Short 

NORTHEAST  INVESTORS 

10.4 

High-Yield 

ONE  GROUP  MUNICIPAL  INCOME  A** 

5.5 

Muni,  Ntl.  Interm, 

PAYDEN  &  RYGEL  GLOBAL  FIXED-INCOME  R 

8,1 

International 

PERMANENT  PORTFOLIO  VERSATILE  BOND** 

5,0 

Short  (Gen,) 

PIMCO  FOREIGN  BOND  INSTL. 

10,0 

International 

PIMCO  HIGH-YIELD  INSTL. 

10,7 

High-Yield 

PIMCO  LOW  DURATION  INSTL. 

6,8 

Short  (Gen,) 

PIMCO  LOW  DURATION  II  INSTL. 

6,2 

Short  (Gen.) 

PIMCO  SHORT-TERM  INSTL. 

6,3 

Ultrashort  (Gen.) 

T.  ROWE  PRICE  MARYLAND  SHORT-TERM  T/F** 

4,1 

Mum.  Short 

T.  ROWE  PRICE  SPECTRUM  INCOME 

8,6 

Multisector  Bond 

T.  ROWE  PRICE  SUMMIT  MUNICIPAL  INCOME 

7,0 

Muni.  Ntl.  Long 

T.  ROWE  PRICE  SUMMIT  MUNICIPAL  INTERM. 

6,1 

Muni.  Ntl,  Interm, 

T.  ROWE  PRICE  TAX-FREE  HIGH-YIELD 

5.4 

Muni,  Ntl.  Long 

T.  ROWE  PRICE  TAX-FREE  SHORT-INTERM. 

4.5 

Mum,  Short 

SEI  DAILY  CORP.  DAILY  INCOME  A** 

5.7 

Ultrashort 

SEI  DAILY  SHORT-DURATION  GOVT.  A** 

5.9 

Short  Government 

SEI  TAX-EXEMPT  PA.  MUNI.  BOND  A** 

5.3 

Mum,  S-S  Interm, 

SIT  MINNESOTA  TAX-FREE  INCOME 

6.5 

Muni,  Short 

SIT  TAX-FREE  INCOME 

6.7 

Mum.  Ntl.  Interm. 

SIT  U.S.  GOVERNMENT  SECURITIES 

6,6 

Short  Government 

SMITH  BARNEY  MUNI.  LIMITED-TERM  A 

5,4 

Mum.  Ntl.  Interm. 

SMITH  BREEDEN  SHORT  DUR.  U.S.  GOV.** 

5,5 

Ultrashort 

SSGA  YIELD  PLUS 

5,3 

Ultrashort 

STEIN  ROE  HIGH-YIELD  MUNIS 

6,4 

Mum.  Ntl.  Long 

STI  CLASSIC  INVESTMENT  GRADE  T/E  INV.** 

6,5 

Mum.  Ntl,  Interm, 

STRONG  ADVANTAGE 

5,8 

Ultrashort 

STRONG  CORPORATE  BOND 

9,4 

Intermediate  (Gen.) 

STRONG  HIGH-YIELD  MUNI  BOND 

7.4 

Mum.  Ntl,  Long 

TAX-FREE  FUND  OF  VERMONT 

5.5 

Mum,  S-S  Long 

U.S.  GLOBAL  INV.  NEAR-TERM  TAX-FREE 

4.4 

Muni.  Short 

UNITED  MUNICIPAL  HIGH-INCOME  A 

7.6 

Muni.  Ntl.  Long 

USAA  TAX-EXEMPT  INTERMEDIATE-TERM 

5.1 

Mum.  Ntl.  Interm. 

USAA  TAX-EXEMPT  SHORT-TERM 

4.8 

Muni.  Short 

VAN  KAMPcn  nluH-TlcLD  MUNI.  A 

7  A 
1  A 

Muni.  Ntl.  Interm. 

VAN  KAMPEN  PRIME-RATE  INCOME 

6.9 

Ultrashort 

VANGUARD  GNMA 

7.4 

llllcilll.  UUVl. 

VANGUARD  HIGH-YIELD  CORP 

8.7 

High  Yield 

VANGUARD  INTERMEDIATE-TERM  TAX-EXEMPT 

5.6 

Mum.  Ntl.  Interm. 

VANGUARD  LIMITED-TERM  TAX-EXEMPT 

4.6 

Muni.  Short 

VANGUARD  SHORT-TERM  CORPORATE 

6.1 

Short  (Gen  ) 

VANGUARD  SHORT-TERM  TAX-EXEMPT 

3.9 

Muni,  Short 

WARBURG  PINCUS  N.Y.  INT.  MUNI.  ** 

4.9 

Muni,  Short 

WASATCH-HOISINGTON  U.S.  TREASURY** 

10.1 

Long  Government 

ns             '*More  fund  data  on  Business  Week  Online 

DATA:  MORNINGSTAR  INC 

tl  $9.;.t5  and  $10.07.  L.asL  year, 
1  was  6.8%,  nearly  two  percent- 
its  better  than  the  average  tax- 
)ney-market  fund.  "This  is  not 
ss  investment,"  says  Jefft-ey  W. 
who  runs  a  competitor  fund, 
mpen  Prime  Income  Trust.  "But 
e  next-best  thing."  Right  now. 
Ids  on  these  ultrashort  funds 
;  with  those  on  many  intenne- 
rm  funds,  which  are  exposed  to 
terest-rate  risl\.  But  with  ultra- 


isliort  funds,  yield  is  about  all  yuu  ;^,!.4. 

With  longer-term  funds,  there's  an 
opportunity  for  a  deft  manager  to  eam 
some  capital  gains.  One  fund  that  plays 
that  game  well  is  Janus  Flexible  In- 
come Fund.  "We  don't  have  any  i-ules 
about  where  we  can  invest,"  says  port- 
foho  manager  Ron  Speal<;er,  "so  we  can 
take  advantage  of  people  who  do."  For 
example,  "split-rate  bonds,"  bonds  that 
ai'e  rated  investment  gTade  by  one  cred- 
it agency  but  junk  by  another,  ai'e  often 


clieap  because  they're  dfi-liniits  tn  both 
high-quality  and  high-yield  funds.  But 
Speaker  can  buy  them. 

Some  of  our  top-rated  funds  take  di- 
ametrically opposed  views.  Van  R.  Hois- 
ington,  manager  of  A-rated  Wasatch- 
Hoisington  U.  S.  Ti'easury  Fund,  is 
sticking  with  a  long-term  U.  S.  Ti-ea- 
sury  portfolio  that  served  him  well  in 
1998  when  the  ftmd  earned  a  14.6%  to- 
tal retm-n.  "As  long  as  you  have  a  ca- 
pacity glut  worldwide,  countries  will 
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compete  by  driving  down  tiie  value  of 
their  currencies,"  says  Hoisington,  who 
adds  that  he  sees  no  end  to  the  defla- 
tionary pressure.  He  expects  the  Fed- 
eral Reserve  to  make  fiulher  rate  cuts. 

Taking  the  other  view  is  Robert  L. 
Rodriguez,  who  nms  the  FPA  New  In- 
come Fund.  He  believes  that  inflation 
bottomed  out  last  year.  "Even  if  energy 
and  food  prices  are  stable  in  1999,  the 
[consumer  price  index]  will  be  over  2%," 
says  Rodriguez.  He  has  80%  of  his  fund 
in  inflation-indexed  bonds.  That's  a  posi- 
tion he  admits  he  took  too  soon.  He 
missed  1998's  government  bond  rally,  and 
the  fund  earned  just  a  3.9%  total  return. 
GO  WITH  MUNIS?  William  H.  Gross,  port- 
folio manager  for  several  PIMCO  Funds, 
doesn't  expect  rates  to  move  dramati- 
cally either  way  this  year.  pimc'O,  with 
$155  billion  in  assets  under  manage- 
ment, is  the  nation's  largest  bond  in- 
vestor "Rates  should  fluctuate  around  a 
fulci-um  of  5%,  going  a  little  lower  when 
the  economy  is  weak  and  a  little  higher 
in  periods  of  dollar  weakness,"  says 
Gross.  "This  year,  I  expect  most  bond 
investors  will  just  earn  the  coupon." 

On  that  count,  bond-fund  investors 
might  find  the  best  opportunities  in  mu- 
nicipal bond  funds.  In  last  year's  flight 
to  quality,  investors  left  munis  for  gov- 
ernments. But  all  year  long,  the  sup- 
ply of  munis  surged,  with  new  issues 
hitting  a  record  $280  billion.  So  prices 
sank  and  yields  jumped — and  even  now 
remain  high.  "Munis  are  as  compelling 
today  as  they  were  last  summer,"  says 
Ian  A.  MacKinnon,  head  of  bond  fimds 
at  the  Vanguard  Group.  "But  the  situa- 
tion is  not  going  to  last."  The  cuirent 
yield  on  the  top-rated  Vanguard  Inter- 
mediate-Tenn  Tax-Exempt  Fund  is  4%, 
the  equivalent  of  5.8%.  for  an  investor  in 
the  31%  tax  bracket. 

Alluring  as  yields  can  be,  it's  total 
retiuTi  that  counts.  In  a  world  of  gyi"at- 
ing  stock  markets  and  recuirent  crises 
in  foreign  economies,  investors  may 
dump  bonds  that  continue  to  pay  high 
yields  in  their  search  for  safety,  busi- 
ness wp^ek's  ratings  focus  entirely  on 
total  return.  You'll  find  the  fund  rat- 
ings— plus  a  whole  lot  more — in  the 
Scoreboard  that  starts  on  page  93. 

By  Jeffrey  M.  Ladernuni 
i)i  New  York 


A  greatly  expanded,  interactive  version 
of  this  Scoreboard  is  available  at 
www.businessweek.com.  It  features 
nearly  4,500  equity  and  bond  funds, 
more  data  for  eacti  than  in  the  magazine, 

and  several  ways  of  searching  for  them. 


The  Best  in  Their  Group 

These  funds  earned  A's  for  risk-adjusted  returns  when  compared  with  their  ptl 


FUND 


AVERAGE  ANNUAL 
TOTAL  RETURN* 


ULTRASHORT 


MSDW  PRIME  INCOME  TRUST* 


SHORT  (GENERAL) 


BT  INVESTMENT  LIFECYCLE  SHORT** 
FIRST  AMERICAN  LTD.-TERM  INCOME  A** 
HARBOR  SHORT  DURATION 
HOTCHKIS  S  WILEY  LOW  DURATION 
PIMCO  LOW  DURATION  INSTL. 


INTERMEDIATE  (GENERAL) 


BABSON  BOND  S 
DREYFUS  BASIC  GNMA 
FPA  NEW  INCOME 
FREMONT  BOND 
HARBOR  BOND 

MONETTA  INTERMEDIATE  BOND** 
MORGAN  GRENFELL  FIXED-INCOME 
PIMCO  TOTAL  RETURN  III  INSTL. 
PIMCO  TOTAL  RETURN  INSTL 
STRONG  CORPORATE  BONO 
WARBURG  PINCUS  FIXED-INCOME  COMM. 


7.6% 

9.1 
5.5 
5.8 
7.5 
6.8 

6.1 
6.7 
6.9 
8.0 
7.6 
7.4 
7.4 
8.0 
7.9 
9.4 
7.1 

6.4 
8.4 


LONG  (GENERAL) 


EQUITRUST  HIGH-GRADE  BOND* 
INVESCO  SELECT  INCOME 


SHORT  GOVERNMENT 


FFTW  LIMITED  DURATION**  6.1 

MONTGOMERY  SHORT-DUR.  GOVT.  BOND  R  6.4 

SEt  DAILY  SHORT-DUR.  GOVT.  A**  5.9 

SIT  U.S.  GOVERNMENT  SECS.  6.6 


INTERMEDIATE  GOVERNMENT 


ACCESSOR  MORTGAGE  SECURITIES  6.9 

AMERICAN  CENT.-BENHAM  GNMA  INV.  6.7 

FEDERATED  INCOME  INSTL  6.7 

FIDELITY  MORTGAGE  SECURITIES  INIT.  7  8 

FIDELITY  SPARTAN  GINNIE  MAE  7  0 

LEXINGTON  GNMA  INCOME  7.3 

SMITH  BREEDEN  INTERM.  DUR.  GOV.**  6  9 

US  AA  GNMA  7.3 

VANGUARD  GNMA  7  4 


LONG  GOVERNMENT 

WASATCH-HOISINGTON  U.S.  TREASURY** 

10.1 

CONVERTIBLES 

CALAMOS  GROWTH  S  INCOME  A** 

16.2 

HIGH-YIELD 

COLUMBIA  HIGH-YIELD** 

9.1 

FIDELITY  HIGH-INCOME 

10.8 

MAINSTAY  HIGH-YIELD  CORP.  BOND  B 

9.7 

PIMCO  HIGH-YIELD  INSTL 

10.7 

INTERNATIONAL 

FFTW  WORLDWIDE  FIXED-INCOME  HEDGED 

10.6 

GOLDMAN  SACHS  GLOBAL  A 

8.1 

PAYDEN  &  RYGEL  GLOBAL  FIXED-INCOME  R 

8.1 

PIMCO  FOREIGN  BOND  INSTL. 

10.0 

MULTISECTOR 

T.  ROWE  PRICE  SPECTRUM  INCOME 


8.6 


FUND 


AVERAGE  ANIil 
TOTAL  RETlF 


MUNICIPAL  SHORT 


DAVIS  TAX-FREE  HIGH-INCOME  B 
SIT  MINN.  TAX-FREE  INCOME 


5,V 
6 


MUNICIPAL  NATIONAL  INTERM 


DELAWARE  NATL.  HIGH-YIELD  MUNI.  A  6] 

MORGAN  GRENFELL  MUNI.  BOND  6 

T.  ROWE  PRICE  SUMMIT  MUNI.  INTERM.  6 

SIT  TAX-FREE  INCOME  6 

VAN  KAMPEN  HIGH-YIELD  MUNI.  A  7 


MUNICIPAL  NATIONAL  LONG 


COLONIAL  HIGH-YIELD  MUNI  B  6 

FRANKLIN  FED.  TAX-FREE  INCOME  A  6 

FRANKLIN  HIGH-YIELD  T/F  INCOME  A  6 

T.  ROWE  PRICE  SUMMIT  MUNI.  INCOME  7 

T.  ROWE  PRICE  TAX-FREE  HIGH-YIELD  6 

STEIN  ROE  HIGH-YIELD  MUNIS  6 

STRONG  HIGH-YIFLD  MUNI.  BOND  7 

UNITED  MUNICIPAL  HIGH-INCOME  A  7 


MUNICIPAL  CALIF.  INTERM. 


MONTGOMERY  CALIF.  T/F  INTRM.  BOND  R**  5; 


MUNICIPAL  CALIF.  LONG 


AMERICAN  CENT.-BENHAM  OA.  MUNI.  H-Y* 
FRANKLIN  CALIF.  HIGH-YIELD  MUNI.  A 
FRANKLIN  CALIF.  TAX-FREE  INCOME  A 


MUNICIPAL  NEW  YORK  INTER 


BERNSTEIN  N.Y.  MUNICIPAL 


6^ 
7 
6 

IW 

5 


MUNICIPAL  NEW  YORK  LONG 


FRANKLIN  N.Y.  TAX-FREE  INCOME  A  5 
T.  ROWE  PRICE  N.Y.  TAX-FREE  6 


MUNICIPAL  SINGLE-STATE  INTE 


COLORADO  BONDSHARES** 
DELAWARE-VOYAGEUR  T/F  MINN.  INT. 
DREYFUS  PA.  INTERM.  MUNI.  BOND** 
IDAHO  TAX-EXEMPT** 
SEI  TAX-EXEMPT  PA.  MUNI.  BOND  A** 
THORNBURG  N.M.  INTERM.  MUNI.  A 


MUNICIPAL  SINGLE-STATE  LON' 


'1994-1998  pretax  returns,  includes  appreciation  pi 
**  More  fund  data  on  Business  Week  Online 

DATA.  MQRNINGSTAR  INC 


DUPREE  TENNESSEE  TAX-FREE  INCOME 
EVERGREEN  FLA.  HIGH-INCOME  MUNI.  A 
FIDELITY  SPARTAN  PA.  MUNI.  INCOME 
FRANKLIN  FLA.  TAX-FREE  INCOME  A 
FRANKLIN  GA.  TAX-FREE  INCOME  A 
FRANKLIN  INO.  TAX-FREE  INCOME** 
FRANKLIN  LA.  TAX-FREE  INCOME  A** 
FRANKLIN  MASS.  INS.  T/F  INCOME  A 
FRANKLIN  MICH.  INS.  T/F  INCOME  A 
FRANKLIN  PA.  TAX-FREE  INCOME  A 
FRANKLIN  PUERTO  RICO  TAX-FREE  INC.  A 
FRANKLIN  TEXAS  TAX-FREE  INCOME  A** 
LEGG  MASON  MD.  T/F  INCOME  PRIM. 
MONTANA  TAX-FREE** 
T.  ROWE  PRICE  MARYLAND  TAX-FREE** 
T.  ROWE  PRICE  VIRGINIA  TAX-FREE** 
TAX-FREE  FUND  OF  VERMONT** 
USAA  VIRGINIA  BOND** 
VANGUARD  PA.  INS.  LONG  TAX-EXEMPT 
reinvestmeiic  of  dividends  and  capital  gams 
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5  WEEK  RATING 

leasure  risk-adjusted 
ice.  This  shows  how 
id  performed  relative  to 
ds  and  relative  to  the 
sk  it  took.  Risk-adjusted 
ice  is  determined  by 
ig  a  fund's  risk-of-loss 
■e  below)  from  its  his- 

1  return.  Performance 
)ns  are  based  on  the 
'ime  period  between 
994,  and  Dec.  31, 

ir  BW  ratings,  funds  are 
ito  taxable  and  tax- 
jnds.  Funds  are  albO  rat- 
it  others  in  their  catego- 
;s  are  based  on  a  normal 
I  distribution  within 
jp  and  awarded  as 

SUPERIOR  

VERY  GOOD  

ABOVE  AVERAGE 

AVERAGE  

BELOW  AVERAGE 

POOR  

VERY  POOR 


RISK 

The  risk-of-loss  factor  is  the 
potential  for  losing  money  in  a 
fund,  calculated  as  follows:  The 
monthly  Treasury  bill  return  is 
subtracted  from  the  fund's  total 
return  for  each  of  the  60  months 
in  the  rating  period.  When  a  fund 
has  underperformed  Treasury 
bills,  the  result  is  negative.  The 
sum  of  these  negative  numbers  is 
then  divided  by  the  number  of 
months  in  the  period.  The  result 
is  a  negative  number,  and  the 
greater  its  magnitude,  the  higher 
the  risk  of  loss. 
PERFORMANCE  COMPARISON 
The  tables  provide  performance 
data  over  three  time  periods. 
Here  are  equivalent  total  returns 
for  the  Lehman  Brothers  bond 
indexes  during  those  periods: 

GOVT./CORP.  MUNI. 
1998  9.5%  6.5% 

3-year  average  (1996-98)  7,3%  6.7% 
5-year  average  (1994-98)     7.3%  6,2% 

FUND  CATEGORIES 

General  bond  funds  are  classified 
long-term  (CD,  intermediate-term 
(CI),  short-term  (CS),  and  ultra- 
short (UB);  government,  long  (GL), 
intermediate  (Gl),  and  short  (GS); 


municipal,  national  long  (ML), 
national  interm.  (Ml),  single-state 
long  (SL),  single-state  mterm.  (SI), 
Calif,  long  (MC),  Calif,  interm 
(MF),  New  York  long  (MY),  New 
York  interm.  (MN),  and  short-term 
(MS);  specialized  funds,  convert- 
ible (CV),  high-yield  (HY),  interna- 
tional (IB),  emerging  markets 
(EB),  and  multisector  (MU). 
SALES  CHARGE 

The  cost  of  buying  a  fund,  com- 
monly called  the  "load."  Many 
funds  take  loads  out  of  initial 
investments,  and  for  ratings  pur- 
poses, performance  is  reduced  by 
these  charges.  Loads  on  with- 
drawals can  take  two  forms. 
Deferred  charges  decrease  over 
time.  Redemption  fees  are 
imposed  whenever  investors  sell 
shares.  Funds  with  none  of  these 
charges  are  called  "no-load." 

EXPENSE  RATIO 

Fund  expenses  for  1998  as  a 
percentage  of  average  net  assets. 
The  measures  show  how  much 
shareholders  pay  for  fund  man- 
agement. Footnotes  indicate 
12(b)-l  plans,  which  allocate 
shareholder  money  for  marketing 
costs.  The  average  expense  ratio 


is  1.01%  for  taxable  funds, 
0.85%  for  tax-free  funds. 

TOTAL  RETURN 

A  fund's  net  gam  to  investors, 
including  reinvestment  of  divi- 
dends and  capital  gains  at 
month-end  prices. 

YIELD 

Income  distributions  during 
1998  expressed  as  a  percent  of 
net  asset  value,  adjusted  for  cap- 
ital gains. 

MATURITY 

The  average  maturity  of  the  secu- 
rities in  a  fund's  portfolio, 
weighted  by  market  value. 

HISTORY 

A  fund's  relative  performance 
during  the  five  12-month  periods 
from  Jan.  1,  1994,  to  Dec.  31, 
1998.  The  numbers  designate 
which  quartile  the  fund  was  in 
during  the  period:  □  for  the  top 
quartile;  B  for  the  second  quar- 
tile; B  for  the  third  quartile;  □ 
for  the  bottom  quartile.  No  num- 
ber indicates  no  data  for  that 
period. 

TELEPHONE  NUMBERS 

See  index  on  page  110. 
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lOND  FUND  FOR  INCOME 

CI 

196.7 

143 

No  load 

0.19 

6.4 

NA 

NA 

6.7 

8.5 

B 

iNMA  &  U.S.  TREASURY 

B+ 

GS 

C 

4535.2 

0 

No  load 

0.61 

6.8 

6.5 

6.0 

6.5 

6.9 

QQBBB 

IIGH-QUALITY  SHORT  TERM  BOND  (a) 

C- 

CS 

F 

440.1 

-2 

No  load 

0.90 

5.5 

5.4 

5.6 

5.7 

2.9 

BBDBB 

lIRO  FIXED-INCOME  COMM.  (b) 

C 

CI 

C 

171.0 

20 

No  load 

0.71 

7.1 

6.6 

6.5 

5.6 

13.2 

BBBBD 

SOR  MORTGAGE  SECURITIES 

B+ 

Gl 

A 

128.8 

17 

No  load 

0.84 

6.4 

7.0 

6.9 

5.5 

9.1 

DBOaB 

CE  CAPITAL  1  RETIREMENT  INCOME 

C 

CL 

B 

220.7 

10 

No  load 

0.82 1 

6.3 

7.6 

7.7 

6.9 

15.5 

BDBDB 

lERGING  MARKETS  DEBT  B  (c) 

F 

EB 

116.7 

-47 

5.00" 

2.18T 

-29.3 

2.2 

0.5 

13.4 

11.7 

□□□□□ 

GATING  RATE 

UB 

287.1 

33 

3.00** 

1.50 

5.2 

NA 

NA 

7.0 

NA 

B 

OBAL  GOVT.  INCOME  A  (d) 

F 

IB 

D 

119.4 

-17 

4.75 

1.34t 

12.1 

7.1 

4.1 

5.6 

14.4 

□BOaD 

SH-YIELD  B 

D 

HY 

C- 

1813.0 

10 

5.00** 

1.65 1 

-5.9 

6.4 

6.4 

9.6 

7.5 

□Boaa 

COME  A 

C- 

MU 

C 

398.1 

17 

4.75 

0.94 1 

4.9 

8.4 

7.7 

6.6 

14.4 

□□□□□ 

FERMEDIATE  GOVT.  A 

C 

Gl 

C 

244.4 

47 

4.75 

I.OOt 

8.2 

6.5 

6.3 

6.6 

7.4 

BBQBD 

D.  MATURITY  TREASURY  RET. 

B-f 

GS 

B+ 

408.1 

6 

1.00 

0.54 1 

6.1 

5.6 

5.4 

5.0 

1.5 

naaaa 

RATEGIC  INCOME  B  (e) 

F 

IB 

F 

183.5 

-33 

5.00** 

2.00 1 

-2.5 

7.6 

2.7 

6.9 

14.7 

□Boaa 

ICE  BOND  CORP.  BOND  B 

F 

CL 

F 

678.4 

18 

3.00** 

1.75  t 

-0.8 

6.6 

6.0 

8.1 

16.4 

aoaao 

ICE  BOND  U.S.  GOVT.  B 

D 

Gl 

D 

425.3 

-2 

3.00** 

1.76 1 

7.8 

5.2 

5.0 

6.3 

NA 

BBQBD 

ICE  GLOBAL  DOLLAR  GOVT.  B 

EB 

114.6 

22 

3.00** 

2.26 1 

-22.7 

5.2 

NA 

13.6 

16.4 

□DBQ 

ICE  HIGH  YIELD  B 

HY 

371.1 

361 

4.00  •* 

2.13t 

-2.3 

NA 

NA 

9.6 

6.7 

□ 

ICE  MORTGAGE  SECURITIES  INC.  A 

C- 

GS 

F 

462.3 

24 

4.25 

1.41  t 

5.8 

6.3 

5.4 

6.5 

NA 

BBBBB 

ICE  NORTH  AMER.  GOVT.  INCOME  B 

F 

IB 

F 

1302.2 

-7 

3.00  ** 

2.09 1 

5.7 

14.4 

6.1 

11.8 

8.2 

□DDDB 

CAN  CENT.-BENHAM  BOND  INV. 

C 

CI 

C- 

142.4 

10 

No  load 

0.80 

6.6 

5.9 

6.4 

5.9 

10.6 

BflOBB 

CAN  CENT.-BENHAM  GNMA  INV. 

B+ 

Gl 

X 

1377.1 

12 

No  load 

0.58 

6.4 

6.8 

6.7 

6.1 

NA 

□BDBB 

:AN  CENT.-BENHAM  INTERM.  TREAS.  INV.  B 

Gl 

B* 

444.3 

23 

No  load 

0.51 

10.3 

7.5 

6.7 

6.4 

6.9 

DOBBD 

CAN  CENT.-BENHAM  INTL.  BOND 

D 

IB 

c 

150.4 

-9 

No  load 

0.84 

17.9 

5.7 

8.3 

1.4 

NA 

oaaan 

CAN  CENT.-BENHAM  L/T  TREAS.  INV. 

D 

GL 

c- 

163.0 

26 

No  load 

0.54 

12.8 

8.5 

8.4 

5.4 

NA 

□oaaa 

!S redemption  fee.  **  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts,  NA  =  Not  available,  NM  =  Not  meaningful. 

eriy  AARP  High-Quality  Bond,  (b)  Formerly  Rembrandt  Fixed-Income  Comm.  (c)  Formerly  GT  Global  High-Income  B.  (d)  Formerly  GT  Global  Government  Income  A.  (e)  Formerly 

ll  Strategic  Income  B. 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 


BUSINESS  WEEK  /  FEBRUARY  8.  1999  93 


MUTUAL  FUND  SCOREBOARD 


Bond  Fii 


FUND 


RATING    CATEGORY    RATING  SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE   (RATING  COMPARES  FUND    ASSETS    %  CHG 
OF  EACH  FUND  AGAINST  ALL  FUNDS)  WITHIN  CATEGORY)     $MIL  1997-98 


SALES  EXPENSE 
CHARGE  (%)  RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  1%) 
1  YR.    3  YR.    5  YR, 


PORTFOLIO 

YIELD  MATURITY 
(%)  (YEARS) 


AMERICAN  CENT.-BENHAM  S/T  GOVT.  INV.      B+  GS  B  824.1  62  No  load  0.59  6.1  5.4  5.2  5.3  NA 

AMERICAN  CENT.-BENHAM  TARGET  MAT.  2000  C-  Gl  C-  221.3  -9  No  load  0.59  7.4  5.3  5.5  6.3  NA 

AMERICAN  CENT.-BENHAM  TARGET  MAT.  2005  D  GL  C-  527.4  75  No  load  0.59  12.9  7.2  8.1  4.7  NA 

AMERICAN  CENT.-BENHAM  TARGET  MAT.  2010  F  GL  D  246.1  56  No  load  0.59  15.1  8.8  10.0  4.8  NA 

AMERICAN  CENT.-BENHAM  TARGET  MAT.  201S  F  GL  D  178.4  33  No  load  0.59  14.7  9.7  11.6  4.5  NA 

AMERICAN  CENT.-BENHAM  TARGET  MAT.  2020  F  GL  F  423.7  -29  No  load  0.59  16.8  11.1  12.7  6.1  NA 

AMERICAN  CENT.-BENHAM  TARGET  MAT.  2025  GL  303.4  57  No  load  0.59  21.9  NA  NA  4.3  NA 

AMERICAN  HIGH-INCOME                                 C  HY  C  2573  17  4.75  0.81  t  1.6  9.!  8.2  9.0  7.3 

AMSOUTH  BOND  PREMIER  CI  339.4  1 1  No  load         NA  9.4  NA  NA  5.6  7.0 

ARMADA  BOND  INSTITUTIONAL  CS  779.0  726  4.00  0.83 1  8.5  6.6  NA  5.4  8.2 

ARMADA  INTERM.  BOND  INSTITUTIONAL        C  CS  D  311.2  109  No  load  0.70t  7.9  6.0  5.6  5.3  5.2 

ASSET  MGMT.  ADJUSTABLE  RATE                  A  UB  C  912.3  20  No  load  0.50 1  5.2  5.9  5.7  5.7  3.1 

ASSET  MGMT.  SHORT  U.S.  GOVT.  SECS.          B+  GS  B  121.2  15  No  load  0.49 1  6.7  5.5  5.6  5.8  2.4 

ATLAS  U.S.  GOVT.  &  MORTGAGE  A                 B  Gl  B  210.3  4  No  load  1.03t  6.1  6.3  6.0  6.2  NA 

BABSON  BOND  L                                           C  CI  B  128.0  -3  No  load  0.97  7.4  6.6  6.3  5.9  8.0 


BERNSTEIN  GOVT.  SHORT  DURATION 
BERNSTEIN  INTERM.  DURATION 
BERNSTEIN  SHORT  DURATION  PLUS 
WILLIAM  BLAIR  INCOME 
BOND  FUND  OF  AMERICA 


B+ 

B 

8+ 

B+ 

C 


GS 
CI 
CS 
CS 
CI 


B 
B 

B+ 

C 

C 


145.0 
2532.1 
604.0 
188.1 
9541.5 


0 
19 

1 

17 
17 


No  load 
No  load 
No  load 
No  load 
4.75 


0.69 
0.62 
0.64 
0.71 
0.68 1 


5.6 
6.6 
5.9 
7.1 
5.2 


5.1 
5.9 
5.4 
6.0 
7.0 


5.1 
6.3 
5.3 
6.2 
6.6 


4.9 
5.4 
5.2 
6.1 
6.9 


NA 

7.6 
1.9 
4.0 
9.2 


BOSTON  1784  INCOME  CI  370.5  -2  No  load  0.80 1  7.4  5.9  NA  5.4  8.6 

BOSTON  1784  SHORT-TERM  INCOME  CS  185.4  -A  No  load  0.64 1  6.3  5.6  NA  5.4  2.6 

BOSTON  1784  U.S.  GOVT.  MEDIUM-TERM         C  CI  C  277.0  15  No  load  0.80 1  8.0  6.0  5.8  5.3  7.2 

BRINSON  GLOBAL  BOND  I  B  IB  B+  119.5  113  No  load  0.90  12.0  7.6  7.6  4.6  11.3 

CAPITAL  WORLD  BOND  C-  IB  C  625.7  -12          4.75  1.06 1  10.1  5.3  6.9  4.9  9.4 

CHICAGO  TRUST  BOND  B  CI  B-i-  157.6  20  No  load  0.80 1  7.7  6.8  6.8  5.9  7.8 

COLONIAL  FEDERAL  SECURITIES  A  D  Gl  D  803.8  -7          4.75  1.14t  9.1  6.6  6.6  5.9  11.4 

COLONIAL  HIGH-YIELD  SECURITIES  B  B  HY  B  573.0  12           5.00**  1.95t  1.2  8.4  8.0  8.4  8.4 

COLONIAL  INCOME  A  C-  CI  C-  119.0  -1           4.75  1.11  t  8.1  6.8  7.0  6.9  9.3 

COLONIAL  INTERM.  U.S.  GOVT.  A  C  Gl  C  630.0  -10          4.75  1.12t  8.2  6.4  6.3  5.7  8.2 


HI 


COLONIAL  STRATEGIC  INCOME  B  C  MU  C  919.2  10  5.00**  1.93 1  4.4  7.2  7.0  7.3  9.8 

COLUMBIA  FIXED-INCOME  SECURITIES  B  CI  B  428.0  12  No  load  0.66  7.4  6.8  6.9  6.1  5.9 

CONCERT  INVESTMENT  GOVERNMENT  1  (f)  D  Gl  D  213.1  NM  6.75  0.84  6.3  5.8  5.6  6.2  NA 

DAVIS  CONVERTIBLE  SECURITIES  A  B  CV  B+  133.6  49  4.75  1.07t  -1.8  17.8  14.1  3.2  NA 

DELAWARE  DELCHESTER  A  D  HY  C-  924.5  -10  4.75  1.06t  -1.9  7.8  6.4  10.5  7.7 

DELAWARE  LIMITED-TERM  GOVT.  A  C  GS  C-  317.4  -11  2.75  0.98t  7.4  5.4  4.5  6.2  2.8 

DELAWARE  U.S.  GOVT.  A  D  CI  F  138.4  -A  4.75  1.20t  7.1  6.0  5.0  6.5  11.1 

DODGE  &  COX  INCOME  B  CI  B+  953.9  35  No  load  0.49  8.1  7.2  7.5  5.9  9.7 

DREYFUS  A  BONDS  PLUS  D  CI  F  596.1  -6  No  load  0.95  2.7  4.9  5.4  6.0  14.3 

DREYFUS  DISCIPLINED  INTERM.  BOND  RET.  CI  178.8  38  No  load  0.55  8.5  6.7  NA  5.9  8.1 


Ell 


DREYFUS  GNMA  B  CI 

DREYFUS  HIGH-YIELD  SECURITIES  HY 

DREYFUS  PREMIER  LTD.-TERM  HIGH-INC.  B  HY 

DREYFUS  SHORT-INTERM.  GOVT.  B+  GS 

DREYFUS  SHORT-TERM  HIGH-YIELD  HY 


1107.1 
141.0 
550.8 
483.6 
189.6 


-8 
1 

180 
1 

22 


No  load 
1.00' 
4.00' 
No  load 
No  load 


0.96 1 

0.71 

1.451 

0.74 

1.09 


4.2 

-15.8 
-0.6 
6.5 
-0.8 


5.8 
NA 
NA 
5.5 
NA 


5.8 
NA 
NA 
5.6 
NA 


6.3  20.3 

15.3  6.5 
9.5  NA 
6.9  NA 

10.4  NA 


DREYFUS  SHORT-TERM  INCOME  B+  CS  B  345.8  17  No  load  0.87  4.3  6.2  5.9  6.8  NA 

DREYFUS  STRATEGIC  INCOME  C  MU  C  285.1  3  No  load  1.03  4.3  7.3  7.0  7.0  15.6 

DREYFUS  U.S.  TREASURY  INTERM.  TERM  (g)  C  Gl  C  181.0  -A  No  load  0.80  7.6  6.1  5.8  6.1  12.0 

DREYFUS  U.S.  TREASURY  LONG-TERM  (h)  D  GL  C-  142.1  6  No  load  0.80  10.8  7.7  7.2  5.0  20.6 

DREYFUS  U.S.  TREASURY  SHORT-TERM  (i)  B+  GS  C  185.3  -5  No  load  0.70  6.1  5.4  5.4  5.9  2.7 


EATON  VANCE  GOVT.  OBLIGATIONS  A  (j)  C  GS  D  251.9  -9  4.75  1.24t 

EATON  VANCE  HIGH-INCOME  B  (k)  B  HY  B  647.1  -2  5.00**  1.73t 

EATON  VANCE  INCOME  OF  BOSTON  B  HY  B  247.9  19  4.75  1.04t 

EATON  VANCE  PRIME  RATE  RESERVES  A  UB  B+  2596.2  19  3.00**  1.31 

EATON  VANCE  STRATEGIC  INCOME  B  C-  MU  C-  146.5  10  5.00**  2.08t 


5.6  5.8  5.7  7.7  4.0 

1.8  10.1  8.4  9.0  7.9 

2.7  10.8  9.1  9.5  7.9 

6.9  6.9  7.0  6.8  NA 
1.2  9.1  7.1  7.7  NA 


EV  CLASSIC  SENIOR  FLOATING  RATE 
EVERGREEN  INTERM.-TERM  BOND  A 
EVERGREEN  STRATEGIC  INCOME  A 
EVERGREEN  U.S.  GOVERNMENT  B 
EXCELSIOR  INT.-TERM  MGD.  INCOME 


UB 
CI 
MU 
Gl 
CI 


2979.9  23 

119.1  NM 
165.7  168 

130.2  -8 
120.5  32 


1.00** 
3.25 
4.75 
5.00** 
No  load 


1.46 
1.11 1 
1.26t 
1.73t 
0.61 


6.8 
5.9 
3.5 
7.4 
8.5 


6.8 
6.4 
7.7 
5.8 
6.3 


NA 
6.0 
4.6 
5.7 
6.6 


6.7  NA 

5.9  7.0 

7.2  15.4  El 
5.1  8.6  Q 

5.3  10.4 


EXCELSIOR  MANAGED  INCOME 
EXECUTIVE  INVESTORS  HIGH-YIELD 
FEDERATED  ADJ.  RATE  U.S.  GOVT.  F 
FEDERATED  BOND  F 
FEDERATED  FUND  FOR  U.S.  GOVT.  A 


C- 

B 

B+ 

B 

C 


CL 
HY 
GS 
CI 
Gl 


C  218.1 

C  218.5 

C  142.9 

B  411.7 

B  1073.5 


10 
0 
-23 
17 


No  load  0.90 

4.75  1.22t 

1.00**  l.lOt 

2.00**  1.08 

4.50  0.94 


8.6 
0.8 
3.6 
5.6 
6,3 


6.2 
8.4 
5.1 
7.3 
6.3 


6.8  .5.0  15.9 

8.2  9.1  7.9 

4.6  5.2  NA 

7.5  7.0  10.8 

6.2  6.1  NA 


FEDERATED  GOVT.  INCOME  SECURITIES  F  B  Gl  B  1261.4  -15  2.00**  0.96  7.6  7.0 

FEDERATED  HIGH-INCOME  BOND  B  HY  1130.8  32  5.50**  1.97 1  1.3  8.7 

FEDERATED  HIGH-YIELD  B+  HY  B  1099.8  -2  No  load  0.88  1.1  9.1 

FEDERATED  INCOME  INST.  B+  Gl  A         697.3  -8  No  load  0.58  6.6  6.7 

FEDERATED  INTERM.  INCOME  INST.  B  CI  B+       204.4  34  No  load  0.55  7.8  6.6 


6.7  6.0 

NA  8.2 

8.5  9.4 

6.7  6.0 

7.3  5.9 


NA 
5.8 
6.6 
NA 
NA 


'Includes  redemption  fee  "'Includes  deferred  sales  charge,  fl2(b)-l  plan  in  effect  tNpt  currently  accepting  new  accounts  or  deposits  NA=Not  available  NM=Not  meanii 
(f)  Formerly  Common  Sense  Government.  1.  (g)  Formerly  Dreyfus  100%  U.S.  Treasury  Intermediate-Term,  (h)  Formerly  Dreyfus  100%  U.S.  Treasury  Long-Term,  (i)  Formerly  1 
U.S.  Treasury  Short-Term,  (j)  Formerly  EV  Traditional  Government  Obligations,  (k)  Formerly  EV  Marathon  High-Income. 

DATA:  IVIORNINGSTAR,  INC.,  CH 


lUAL  FUND  SCOREBOARD 


Bond  Funds 


RATING     CATEGORY    RATING  SIZE 


FEES 


PERFORMANCE 


PORTFOLIO 


HISTORY 


(COMPARES  RISK-ADJUSTED  PERFORMANCE   (RATING  COMPARES  FUND    ASSETS    %  CHG.         SALES       EXPENSE        TOTAL  RETURN  [%1       YIELD  MATURITY     RESULTS  VS. 
OF  EACH  FUND  AGAINST  ALL  FUNDS)  WITHIN  CATEGORY)     $MIL.     1997-98     CHARGE  (%)  RATIO  (%)      1  YR    3  YR.    5  YR      (%)   (YEARS)      ALL  FUNDS 


ED  INTL.  INCOME  A 

F 

IB 

C- 

139.5 

-19 

4.50 

1.30 1 

14.5 

6.4 

6.2 

3.7 

7.3 

ED  SHORT-TERM  INCOME  INST. 

B+ 

CS 

B 

187.2 

-6 

No  load 

0.56 

5.7 

5.9 

5.5 

6.0 

NA 

ED  STRATEGIC  INCOME  B 

MU 

705.7 

118 

5.50** 

1.85  t 

1.6 

6.9 

NA 

8.2 

5.3 

ED  U.S.  GOVT.:  1-3  INST. 

B+ 

GS 

B-f 

595.7 

-5 

No  load 

0.54 

6.4 

5.7 

5.4 

4.9 

1.7 

ED  U.S.  GOVT.:  2-S  INST. 

8 

6S 

C 

722.7 

3 

No  load 

0.54 

8.1 

6.3 

6.0 

5.1 

3.5 

aanaa 

'L  FIXED-INCOME 

IB 

344.5 

419 

No  load 

0.60 

18.4 

NA 

NA 

8.2 

NA 

□a 

..  SHORT-TERM  F/l 

A 

UB 

C 

837.4 

73 

No  load 

0.40 

5.6 

5.4 

5.1 

5.6 

NA 

QQDBEI 

IRLDWIDE  F/l  HEDGED 

A 

IB 

A 

181.0 

135 

No  load 

0.45 

11.5 

11.4 

10.6 

5.9 

NA 

aODDO 

ADV.  GOVT.  INVESTMENT  T 

C- 

Gl 

C- 

201.0 

35 

3.50 

I.OOt 

8.3 

6.3 

6.4 

5.5 

8.7 

ADV.  HIGH-YIELD  T 

C 

HY 

C 

2550.4 

12 

3.50 

1.07  t 

-0.4 

9.1 

8.8 

9.4 

8.4 

ADV.  INTERMEDIATE  BOND  T 

C 

CS 

D 

287.7 

3 

2.75 

0.98 1 

7.0 

5.8 

5.3 

5.3 

5.9 

ooEiaa 

ADV.  SHORT  FIXED-INCOME  T 

C 

CS 

C- 

313.1 

-13 

1.50 

0.89 1 

5.9 

5.5 

4.5 

5.7 

NA 

ADV.  STRATEGIC  INCOME  T 

MU 

190.2 

65 

3.50 

1.19t 

2.3 

8.1 

NA 

6.8 

NA 

CAPITAL  &  INCOME 

c 

HY 

C- 

2195.6 

5 

1.50* 

0.82 

4.8 

10.2 

8.3 

9.9 

6.9 

BBDEIQ 

CONVERTIBLE  SECURITIES 

c- 

CV 

C 

1035.6 

3 

No  load 

0.73 

16.3 

15.3 

12.4 

3.2 

NA 

ooaaa 

GINNIE  MAE 

B+ 

Gl 

B-f 

1093.5 

27 

No  load 

0.72 

6.4 

6.6 

6.7 

6.2 

5.5 

QBQBB 

GOVERNMENT  INCOME  (1) 

C- 

Gl 

C 

1583.2 

36 

No  load 

0.68 

8.6 

6.5 

6.2 

5.9 

8.9 

OBOBEI 

HIGH-INCOME  (m) 

A 

HY 

A 

2861.9 

17 

1.00* 

0.80 

3.3 

11.0 

10.8 

8.6 

8.4 

SliiOOQ 

INTERMEDIATE  BOND 

B 

CS 

C 

3443.8 

8 

No  load 

0.65 

7.3 

6.2 

5.8 

6.1 

5.1 

INTERMEDIATE  GOVT,  (n) 

B+ 

GS 

B 

760.0 

0 

No  load 

0.38 

7.5 

6.4 

6.3 

6.5 

4.7 

QBBEia 

INVESTMENT  GRADE  BOND 

C 

CI 

C 

2191.1 

33 

No  load 

0.71 

7.9 

6.6 

5.8 

5.7 

8.2 

BOElBa 

MORTGAGE  SECURITIES  INITIAL  (o)  A 

Gl 

A 

453.9 

-6 

No  load  t 

0.71 

5.9 

6.8 

7.8 

6.3 

4.9 

OBaBEl 

NEW  MARKETS  INCOME 

F 

EB 

206.9 

-A4 

1.00* 

1.08 

-22.4 

8.9 

3.1 

13.5 

16.3 

□Qaaa 

SHORT-INTERMEDIATE  GOVT. 

B+ 

GS 

C 

132.6 

5 

No  load  t 

0.78 

6.5 

5.7 

5.4 

6.3 

3.4 

OOBBB 

SHORT-TERM  BOND 

C 

CS 

C- 

841.7 

-4 

No  load 

0.70 

6.2 

5.7 

4.5 

5.9 

2.4 

□BaBB 

SPARTAN  GINNIE  MAE 

B-t- 

Gl 

A 

641.9 

8 

No  load  t 

0.38 

6.8 

6.9 

7.0 

6.4 

5.5 

hbqbb 

SPARTAN  GOVT.  INCOME 

C 

Gl 

B 

642.8 

130 

No  load 

0.60 

9.0 

6.9 

6.8 

5.8 

8.9 

BBBBO 

SPARTAN  INVESTMENT  GRADE  BOND  C 

CI 

C 

1261.4 

92 

No  load 

0.38 

8.8 

7.0 

6.6 

6.0 

7.8 

aaEiBO 

SPARTAN  SHORT-TERM  BONO 

B 

CS 

C- 

302.9 

7 

No  load  t 

0.38 

6.6 

6.1 

4.6 

6.2 

2.4 

BOHBB 

U.S.  BOND  INDEX 

B 

CI 

B-f 

1225.1 

84 

No  load 

0.31 

8.9 

7.2 

7.2 

6.3 

7.9 

OBBOEI 

1ERICAN  ADJ.  RATE  MORT.  A  (p) 

D 

CS 

F 

121.4 

-29 

2.00 

0.81  t 

4.8 

6.0 

2.4 

5.4 

NA 

EIBQBB 

1ERICAN  FIXED-INCOME  A 

C 

CI 

C 

171.1 

NM 

3.75 

0.95  t 

8.7 

6.8 

6.8 

5.0 

10.9 

UBEIEia 

1ERICAN  STRATEGIC  INCOME 

CI 

113.9 

67 

No  load 

0.25 

8.2 

NA 

NA 

4.9 

NA 

□a 

VESTORS  FUND  FOR  INCOME  A 

B-f 

HY 

B-f 

409.7 

-9 

6.25 

1.27  t 

4.1 

9.7 

9.5 

9.9 

7.3 

QilQDB 

l/ESTORS  GOVERNMENT  A 

C- 

Gl 

C- 

166.1 

-2 

6.25 

1.28 1 

6.5 

6.1 

5.8 

5.9 

NA 

VESTORS  HIGH-YIELD  A 

B+ 

HY 

B-f 

196.2 

-6 

6.25 

1.36t 

3.6 

9.5 

9.2 

9.4 

7.4 

OBEiaB 

ESTORS  TOTAL  RET.  U.S.  TREASURY  A  D 

GL 

B 

126.6 

5 

4.50 

0.83 1 

10.8 

7.1 

7.5 

6.0 

14.4 

BBBDO 

I.S.  GOVT.  SECURITIES  E 

C- 

Gl 

C- 

282.0 

-7 

4.50  t 

0.79 

8.5 

6.9 

6.0 

5.3 

7.7 

OBBBB 

INCOME 

A 

CI 

A 

591.6 

5 

4.50 

0.59 

3.9 

6.4 

6.9 

7.8 

NA 

flBDBB 

N  ADJ.  U.S.  GOVT.  SECURITIES 

B 

GS 

C 

304.4 

-5 

2.25 

0.75 1 

3.9 

5.7 

4.8 

5.3 

NA 

SBBBB 

N  CONVERTIBLE  SECURITIES  A 

D 

CV 

C- 

170.2 

-24 

5.75 

1.01  t 

-7.0 

9.2 

9.7 

5.2 

NA 

QoaaB 

N  SHORT-INTERM.  GOVT.  A  (q) 

B 

GS 

C- 

211.8 

13 

2.25 

0.78 1 

6.6 

5.5 

5.0 

5.4 

2.0 

DBBBB 

N  STRATEGIC  INCOME 

MU 

197.6 

94 

4.25 

0.25  t 

4.1 

10.2 

NA 

8.0 

8.0 

ilDDB 

N  U.S.  GOVT.  SECURITIES  A  (r) 

B 

Gl 

B+ 

8901.4 

-A 

4.25 

0.64 1 

6.6 

6.9 

6.8 

6.5 

4.9 

BBBBB 

N'S  AGE  HIGH  INCOME  A  (s) 

B 

HY 

B 

3172.0 

6 

4.25 

0.70 1 

1.5 

9.1 

8.7 

9.6 

8.6 

aaaoB 

r  BOND 

B 

CI 

A 

216.0 

97 

No  load 

0.61 

9.5 

8.1 

8.0 

6.3 

8.0 

BUDDQ 

II  U.S.  TREASURY  INDEX  RET. 

C 

Gl 

B 

190.6 

65 

No  load 

0.40 

9.8 

7.0 

6.9 

5.8 

9.1 

SBBBD 

RNMENT  SECURITIES  B 

D 

CI 

F 

371.9 

-24 

5.00  ** 

1.63  t 

8.3 

6.3 

4.3 

5.8 

9.7 

BBBEID 

TOTAL  RETURN  A 

B-f 

IB 

B+ 

159.2 

-13 

4.00 

1.39t 

8.9 

8.8 

8.6 

6.6 

7.0 

oaaBD 

N  SACHS  GLOBAL  A 

B+ 

IB 

A 

231.9 

38 

4.50 

1.17t 

10.2 

9.7 

8.1 

4.2 

9.4 

ElBOBD 

N  SACHS  HIGH  YIELD  A 

HY 

464.2 

34 

4.50 

0.95 1 

3.0 

NA 

NA 

8.1 

NA 

B 

•N  GOVT.  INCOME 

B 

Gl 

B 

159.8 

3 

No  load 

0.90 1 

7.3 

6.4 

6.3 

5.7 

5.0 

OBBBD 

LAINS  INTERMEDIATE  BOND 

CI 

134.9 

1 

3.00 

0.79 1 

9.1 

NA 

NA 

5.6 

7.9 

Q 

iN  INVEST.  QUALITY  BOND  A 

C- 

CI 

D 

142.0 

44 

4.50 

0.75 1 

7.9 

6.3 

5.9 

5.2 

10.6 

BBBBO 

K  BOND  A  (t) 

B 

CI 

B 

1343.1 

-1 

4.50 

1.08 1 

7.5 

7.0 

7.3 

6.5 

13.6 

BBBaa 

K  GOVERNMENT  INCOME  A 

CI 

624.6 

78 

4.50 

1.13  t 

8.8 

6.8 

NA 

6.3 

9.6 

BBBD 

K  HIGH-YIELD  BOND  B 

F 

HY 

F 

756.2 

25 

5.00  ** 

1.80t 

-11.9 

5.9 

5.0 

11.1 

7.6 

BBSIEIB 

K  INTERM.  MATURITY  GOVT.  A 

B 

Gl 

B-f 

171.9 

1 

3.00 

1.09 1 

8.6 

6.9 

6.4 

6.1 

7.7 

ilOElBa 

K  STRATEGIC  INCOME  B 

B-f 

MU 

B-f 

571.0 

44 

5.00  ** 

1.62 1 

4.7 

9.1 

8.1 

7.3 

10.9 

BBBOB 

BOND 

B+ 

CI 

A 

494.4 

29 

No  load 

0.67 

9.6 

7.9 

7.6 

5.4 

9.7 

BODBO 

SHORT  DURATION 

A 

CS 

A 

166.9 

1 

No  load 

0.36 

6.4 

6.3 

5.8 

5.6 

4.4 

QBOBB 

EAD  SHORT-TERM  BONO 

A 

CS 

B+ 

143.7 

32 

No  load 

0.75 

6.4 

6.1 

5.8 

5.5 

NA 

OBOBB 

IS  &  WILEY  LOW  DURATION 

A 

CS 

A 

387.2 

99 

No  load 

0.58 

5.7 

6.6 

7.5 

6.5 

3.1 

HBDBEl 

D  A 

C 

CI 

C 

2767.1 

3 

5.00 

0.83 

5.6 

6.9 

7.3 

6.8 

15.1 

BOBBB 

RA  INCOME  A 

D 

HY 

D 

2732.4 

-6 

5.00 

0.89 

-5.0 

7.1 

6.7 

10.7 

7.6 

BBOaB 

ERAL  INCOME  A 

B 

GS 

C 

1619.2 

20 

5.00 

0.86 

6.8 

6.3 

6.4 

5.6 

6.2 

OBBBB 

BAL  BOND  A 

D 

IB 

C 

734.6 

-1 

5.00 

1.16 

8.1 

6.3 

6.4 

4.5 

11.4 

ACTIVE  A 

C- 

CI 

C- 

1230.0 

-2 

5.00 

0.86 

8.2 

6.3 

6.8 

6.0 

16.8 

BBBBB 

:DIATE  BOND  FUND  AMERICA 

C 

CS 

D 

1587.9 

20 

4.75 

0.76 1 

6.7 

6.0 

5.6 

6.0 

4.3 

BBBBB 

t  HIGH-YIELD 

C 

HY 

C 

829.0 

41 

No  load 

0.86 1 

0.2 

10.2 

8.4 

9.7 

7.5 

BBBBB 

edemptinn  fee  "Includes  deferred  sales  charge  tl2(b)-l  plan  in  effect-  tNot  currenfly  accepting  new  accounts  or  deposits  NA=Not  available,  NM=Not  meaningful 
'Fidelity  Government  Securities,  (m)  Formerly  Fidelity  Spartan  Higti-lncome.  (n)  Formerly  Fidelity  Spartan  Limited  Mat.  Government,  (o)  Formerly  Fidelity  Advisor  Mortgage  Sees.  Init.  (p)  Formerly  Piper 
;ate  Mortgage  Sees,  (q)  Formerly  Franklin  Short-lnterm.  U.S.  Government  I.  (r)  Formerly  Franklin  U.S.  Government  Securities.  I.  (s)  Formerly  Franklin's  AGE  High  Income  I.  (t)  Formerly  John  Hancock 
SnclA.  DATA:  MORNINGSTAR,  INC.,  CHICAGO.  IL 
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MUTUAL  FUND  SCOREBOARD  Bond  Pi 


FUND 

RATING 

CATEGORY 

RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(RATING  COMPARES  FUND 

ASSETS 

%  CHG, 

SALES 

EXPENSE 

TOTAL  RETURN 

%) 

YIELD  MATURITY 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

WITHIN  CATEGORY) 

$MIL 

1997-98 

CHARGE  (%) 

RATIO  (%) 

1  VD 
1  TK. 

1  VD 

0  In- 

SYR. 

(%) 

(TtrtKo) 

INVF^Cn  <FLFf*T  INf^nMF 

A 
M 

CL 

59 

No  load 

1 .06 1 

7.1 

7.9 

8.4 

6.4 

8.9 

ai 

ISG  GOVERNMENT  INCOME  A  (u) 

C 

CI 

C 

9 

2.00 

0.80 1 

9.0 

6.7 

6.5 

5.2 

8.8 

ISI  TOTAL  RETURN  U.S.  TREASURY 

D 

GL 

B 

300.0 

2 

4.45 

0.83  t 

10.8 

7.1 

7.5 

6.0 

14.7 

^! 

JANUS  FLEXIBLE  INCOME 

A 

MU 

B+ 

1  1  CO  A 

Oo 

No  l03d 

0.86 

8.2 

8.8 

8.7 

6.6 

10.1 

Ql 

JANUS  HIGH-YIELD 

HY 

295.2 

-17 

No  load 

1.00 

1.0 

13.1 

NA 

8.5 

7.7 

J r\ Kj  J  9n\#n  1   1  i^niTi  d \j u 

Rx 

CS 

B 
D 

Q  1 

No  load 

0.65 

6.8 

6.5 

5.5 

5.9 

2.9 

Ol 

KEMPER  DIVERSIFIED  INCOME  A 

C- 

MU 

c 

578. 1 

1 

4.50 

1 .03 

3.8 

6.9 

7.1 

8.4 

7.3 

Bl 

KEMPER  HIGH-YIELO  A 

c 

HY 

c 

3472.4 

-5 

4.50 

0.89 

1.3 

8.6 

8.1 

9.9 

7.9 

O 

KEMPER  INCOME  &  CAP.  PRES.  A 

c 

CI 

C 

575. 1 

1 0 

4.50 

0.97 

7.9 

6.1 

7.0 

6.2 

9.0 

B 

KEMPER  U.S.  GOVT.  SECURITIES  A 

c 

Gl 

B 

3223.0 

-8 

4.50 

0.78 

7.0 

6.3 

6.6 

6.6 

5.4 

B 

KPMPFR  II  <   MORTf^AGF  A 

*• 

Gl 

f» 

w 

1 

4.50 

0.96 

7.0 

6.2 

6.4 

6.5 

7.9 

B 

KEYPREMIER  INTERM.  INCOME 

CI 

Zo 

4.50 

0.37 

7.8 

NA 

NA 

6.0 

NA 

LEGG  MASON  GLOBAL  GOVT.  PRIM. 

c- 

IB 

c 

1  on  A 

1  0 

No  load 

1 .86  * 

11.5 

5.9 

7.2 

4.6 

11.1 

O 

LEGG  MASON  HIGH-YIELD  PRIM. 

HY 

A'H  ~I 

1  T 
1  O 

No  load 

1 .30  ^ 

-2.1 

9.3 

NA 

9.0 

6.6 

LEGG  MASON  INVESTMENT  GRADE  PRIM. 

c 

CI 

B 

164.7 

35 

No  load 

1.00 1 

6.7 

7.1 

7.0 

5.4 

10.4 

B 

1  Ffifi  MA^nN  II  Q   f^nVT   INTFRM  PRIM 

D 

CS 

o3  1  .  / 

1  7 
1  / 

No  load 

1 .00 1 

6.4 

5.9 

5.9 

5.1 

7.0 

D 

LEXINGTON  GNMA  INCOME 

A 

Gl 

A 

OTJ  1 
^  /o.  1 

73 

No  load 

1 .01 

7.5 

7  8 

7.3 

5.7 

NA 

O 

LOOMIS  SAYLES  BOND  INST. 

B 

CL 

B-f 

1 495.6 

1 9 

No  load 

0.75 

4.7 

9.2 

1 0.5 

7.6 

19.1 

B 

LORD  ABBETT  BOND-DEBENTURE  A 

B 

HY 

B 

1 2 

4.75 

0.89 1 

4.8 

9.5 

8.2 

8.0 

NA 

B 

LORD  ABBETT  GLOBAL  INCOME  A 

c 

IB 

B 

1 19.5 

-16 

4.75 

i.iot 

11.3 

7.1 

7.0 

6.3 

NA 

B 

1  riRn  ARRPTT  II  ^  nnvT  ^rpiiRiTir^  a 

Gl 

f\ 
V 

1 688.9 

-1 8 

4.75 

0.92  t 

7.9 

6.4 

5.9 

6.4 

NA 

B 

MAINSTAY  CONVERTIBLE  B 

D 

CV 

C 

657.7 

-22 

5.00  **i 

2.08 1 

0.7 

7.5 

8.5 

3.5 

NA 

a 

MAINSTAY  GOVERNMENT  B 

C- 

Gl 

c 

—  / 

D.UU 

1  f 
1  -DO  T 

7.5 

5.7 

5.8 

4.9 

8.8 

B 

MAINSTAY  HIGH-YIELD  CORP.  BOND  B 

A 

HY 

A 

o 

—z 

D.UU 

1     CO  T 

1.3 

9.3 

9.7 

9.1 

6.4 

□ 

MARSHALL  GOVERNMENT  INCOME 

B 

CI 

B 

288.3 

32 

No  load 

0.86 

6.5 

6.0 

6.2 

6.1 

6.3 

B 

MiARQUAi  1  iMTrRiuirni ATr  Rniun 

\* 

CS 

"7 

No  load 

n  TO 

6.3 

5.3 

D.D 

6.0 

4.3 

B 

MARSHALL  SHORT-TERM  INCOME 

A 

CS 

B-f 

1  Tfl  1 

1  '3 
-  1  J 

No  load 

n  A^ 

4.9 

5.4 

5.4 

6.3 

2.1 

a 

MAS  FIXED-INCOME  INST. 

B 

CI 

B-f 

>lCTO  A 

OQ 

Zro 

No  load 

0.48 

6.8 

7.9 

/.2 

5.9 

8.9 

B 

MAS  HIGH-YIELD  INST. 

B 

HY 

c 

Q  1  T  T 
O  1  /.O 

47 

No  load 

0.50 

3.2 

11.3 

9.7 

8.8 

8.0 

□ 

MAS  LIMITED  DURATION  INST. 

B-f 

CS 

B 

247.3 

29 

No  load 

0.42 

5.6 

5.7 

5.4 

5.4 

NA 

O 

MAC  QPPf^lAI    PIIDPriQP  r  i  IMCT 

D 

CI 

D-r 

51 8. 1 

-1 

No  load 

0.48 

6.3 

7.9 

7.4 

6.5 

9.5 

B 

MCM  INTERMEDIATE  FIXED-INCOME 

CI 

1 36.2 

23 

No  load 

0.50 

7,8 

6.6 

NA 

5.5 

4.4 

MENTOR  SHORT  DURATION  INCOME  A 

CS 

1 14.2 

1 60 

1 .00 

0.86 

6.1 

5.3 

NA 

5.7 

3.0 

MERRILL  LYNCH  CORP.  HIGH-INCOME  B 

D 

HY 

D 

4161.1 

-25 

4.00  ** 

1 .27  t 

-3.7 

5.9 

6. 1 

9.9 

7.7 

B 

MERRILL  LYNCH  CORP.  INTERM.-TERM  B 

C 

CI 

c 

188.3 

26 

1 .00  ** 

1.18 1 

6.8 

5.6 

5.8 

5.7 

NA 

B 

MrRRIi  1   1  VhlCU  CHRP   INX/MT   f^RAnr  R 
mtnniivL  L.iniwn  \,#\jnr.  mvini.  unMi^t  d 

Q_ 

CI 

756.4 

32 

4.00  ** 

1 .34 1 

7.3 

5.4 

5.6 

5.4 

NA 

B 

MERRILL  LYNCH  FEDERAL  SECURITIES  D 

C 

Gl 

c 

854.3 

—6 

4.00 

0.93  t 

6.3 

6.4 

6.0 

5.7 

5.5 

B 

MERRILL  LYNCH  WORLD  INCOME  B 

F 

MU 

F 

283.0 

—56 

4.00 

1 .53 

-24.2 

AA 

—0.8 

10.9 

6.7 

B 

METROPOLITAN  WEST  LOW  DURATION 

CS 

21 0.0 

1 69 

No  load 

0.58 1 

6.6 

NA 

NA 

6.5 

2.0 

MFS  BOND  A 

C- 

CI 

D 

850.0 

31 

4.75 

0.98  T 

4.5 

6.2 

6.8 

6.6 

12.3 

B 

r 

IR 
ID 

r\ 
V 

1 36.7 

-22 

4.75 

1 .35 1 

4.1 

3.3 

3.5 

6.9 

11.0 

□ 

MFS  GOVERNMENT  LTD.  MATURITY  B 

C 

GS 

D 

2 1 5. 1 

531 

4.00  ** 

1 .63  ^ 

5.4 

4.3 

4. 1 

5.2 

7.7 

O 

MFS  GOVERNMENT  MORTGAGE  A 

C 

Gl 

c 

628.9 

1 

4.75 

0.97  ^ 

6.1 

5.9 

6.2 

6.3 

24.3 

D 

MFS  GOVERNMENT  SECURITIES  A 

C- 

Gl 

C 

324.8 

1 2 

4.75 

0.94 1 

8.3 

6.1 

6.6 

5.9 

15.4 

B 

MFS  HIGH-INCOME  A 

C 

HY 

C 

742.1 

3 

4.75 

1.01  t 

1.0 

8.7 

7.9 

9.2 

8.3 

□ 

MFC  1  IMITm  MATIIDITV  A 

D 
D 

I/O 

1 1 6.3 

24 

2.50 

0.89 1 

5.2 

5.1 

6.3 

NA 

a 

MFS  STRATEGIC  INCOME  B 

D 

MU 

c- 

141 .9 

64 

4.00  ** 

1 .44 1 

-1.4 

5.8 

5.8 

9.2 

9.9 

B 

MONTGOMERY  SHORT  DUR.  GOVT.  BOND  R 

A 

GS 

A 

1 34.2 

1 52 

No  load 

0.28 

7.4 

6.5 

6.4 

5.5 

NA 

q 

J.P.  MORGAN  BOND 

B 

CI 

B 

209.4 

1 9 

No  l03d 

0.68 

7.4 

6.5 

o.  / 

6.0 

12.1 

E 

MORGAN  GRENFELL  FIXED-INCOME 

B+ 

CI 

A 

1273.4 

13 

No  load 

0.55 

7.9 

7.3 

7.4 

5.0 

8.3 

a 

IVI9LIW  curl VtK  1  ItSLt.  D  [w) 

D 

C~ 

264.9 

-16 

5.00  "* 

1 .84 1 

-4.9 

9.0 

O.  / 

5.1 

NA 

B 

MSDW  DIVERSIFIED  INCOME  B  (x) 

B 

MU 

B 

1 035.3 

1 0 

5.00  ** 

1 .40 1 

2.5 

5.6 

5.6 

7.4 

5.5 

a 

MSDW  FEDERAL  SECURITIES  B  (y) 

C- 

Gl 

C- 

627.0 

2 

5.00  ** 

1 .52 1 

9.1 

6.3 

6.2 

5.9 

NA 

B 

MSDW  HIGH-YIELD  SECURITIES  B  (z) 

HY 

1 877.5 

1 7 

5.00  ** 

1 .42 1 

-3.4 

NA 

NA 

12.0 

NA 

MSDW  INTERMEDIATE  INCOME  B  (aa) 

C 

CI 

C 

144.9 

-6 

5.00  ** 

1.63  t 

6.9 

5.4 

5.3 

5.0 

NA 

B 

iVl9UW  9riUn  1  -  1  tKIVi  tSUNU  (nu) 

rc 
Uo 

21 1 .0 

1 62 

NO  loao 

0.37 

7.0 

6.0 

MA 
NA 

6.2 

NA 

MSDW  SHORT-TERM  U.S.  TREASURY  (cc) 

B 

GS 

c 

369.1 

32 

NO  loao 

0.82  t 

6.9 

5.6 

u.U 

5.2 

NA 

D 

MSDW  U.S.  GOVT.  SECURITIES  B  (dd) 

c 

Gl 

B 

4984.7 

-8 

5.00 

1 .26  t 

7.3 

6.3 

6.2 

5.9 

5.0 

NATIONWIDE  BONO  D  (ee) 

D 

CL 

D 

1 37.4 

9 

4.50 

0.72 

8.3 

6.3 

5.8 

7.6 

□ 

NEUBERGER  BERMAN  LIMITED  MATURITY 

B-t- 

CS 

c 

291.0 

15 

No  load 

0.70 

4.7 

5.3 

5.2 

6.0 

2.4 

D 

C 

b  1 

222.0 

1 5 

4.50 

1 .05  t 

8.0 

7.8 

7.7 

6.4 

8.1 

E 

NEW  ENGLAND  LTD.  TERM  U.S.  GOVT.  A 

C 

GS 

D 

1 94. 1 

-1 3 

3.00 

1 .28 1 

6.5 

5.3 

5.2 

5.7 

NA 

a 

NEW  ENGLAND  STRATEGIC  INCOME  B 

MU 

1 34.2 

-8 

5.00  ** 

1 .93 1 

-2.4 

6.4 

NA 

7.9 

16.6 

NICHOLAS  INCOME 

B+ 

HY 

B-f 

239.4 

-6 

No  load 

0.50 

0.5 

8.5 

8.2 

9.3 

7.1 

0 

NORTHEAST  INVESTORS 

A 

HY 

B-f 

2328.5 

8 

No  load 

0.61 

-0.3 

10.9 

10.4 

9.4 

8.0 

D 

NORTHERN  FIXED-INCOME 

CI 

251.3 

53 

No  load 

0.90 

8.0 

6.6 

NA 

5.1 

12.0 

NORTHERN  INCOME  EQUITY 

CV 

119.0 

15 

No  load 

1.00 

9.2 

16.5 

NA 

3.7 

NA 

NORTHERN  U.S.  GOVERNMENT 

GS 

261.2 

22 

No  toad 

0.90 

7.6 

5.9 

NA 

4.8 

4.3 

NORTHSTAR  HIGH  TOTAL  RET.  B 

HY 

438.7 

-21 

5.00 

2.12t 

-8.6 

5.2 

NA 

11.1 

7.9 

NORTHSTAR  HIGH  TOTAL  RET.  II  B 

HY 

181.2 

163 

5.00** 

1.95 1 

-3.6 

NA 

NA 

9.6 

8.8 

'Includes  redemption  fee  "Includes  deterred  sales  charge.  tl2(b)-l  plan  in  effect  {Not  currently  accepting  new  accounts  or  deposits  NA=Not  available.  NM=Not  meaningi 
(u)  Formerly  DG  Govt.  Inc.  (v)  Formerly  MFS  World  Govts.  A.  (w)  Formerly  Dean  Witter  Convertible  Sees.  B.  (x)  Formerly  [Jean  Witter  Diversified  Income  B.  (y)  Formerly  Dean  Witter  Federal  Securities  8. 
Dean  Witter  High-Yield  Secunties  B.  (aa)  Formerly  Dean  Witter  Interm.  Income  Sees.  B.  (bb)  Formerly  Dean  Witter  Stiort-Term  Bond,  (cc)  Formerly  Dean  Witter  Short-Term  U.S.  Treasury,  (dd)  Formerly 
U.S.  Government  Sees.  B.  (ee)  Formerly  Nationwide  Bond.  DATA;  MORNINGSTAR,  INC.,  Ch 


Go  confidently  in  the  direction  of  your  dreams. 
Live  the  life  you  ve  imagined. 


-Henry  David  Thoreau 


What  do  you  want  out  ot  lifer'  What  do  you  imagine  it  to  be.''  Does  it  scare  you?  Or  till 
you  with  promise  and  anticipation?  At  American  General,  50,000  dedicated  women  and 
men  help  you  meet  your  financial  needs  with  retirement  services,  lile  insurance, 
and  consumer  loans.  And  with  70  years'  experience  and  $100  billion  in  assets, 
we're  helping  over  12  million  people  live  the  lite  they've  imagined. 

Live  the  life  you've  imagined. 


American 

General 

Financial  Ghoup 


jHr '98  American  General  Corporation,  www  agc.com  or  1(800)  AGC- 


MUTUAL  FUND  SCOREBOARD 


Bond  Fui 


FUND 

RATING 
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RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

HISTC 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(RATING  COMPARES  FUND 

ASSETS 

-— — 

iQ  CHG. 

SALES 

TOTAL  RETURN  (%) 

YIELD 

MATURITY 

RESU 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

WITHIN  CATEGORY) 

$MIL 

1997-98 

CHARGE  (%) 

RATIO  (%) 

1  YR, 

3  YR, 

SYR. 

(%) 

(YEARS) 

ALL! 

NORTHSTAR  HIGH-YIELD  B 

HY 

139.8 

29 

5.00  ** 

1.91  t 

1 .3 

8.4 

NA 

8  1 

O.D 

a 

OPPENHEIMER  BOND  A 

C 

CI 

C 

247.2 

30 

4.75 

1.27  t 

5.6 

6.8 

6.5 

6.5 

6  8 

OPPENHEIMER  CHAMPION  INCOME  A 

C 

HY 

C 

606.9 

15 

4.75 

i.oet 

0.4 

8.4 

7.9 

8.9 

6.0 

DEiO 

OPPENHEIMER  CONVERTIBLE  SEC.  B  (ff) 

CV 

431.5 

19 

5.00  ** 

1.72t 

4.0 

10.3 

NA 

4.5 

5.5 

0 

OPPENHEIMER  HIGH-YIELD  A 

c 

HY 

c- 

1 1 86.8 

_3 

4  75 

1  00 1 

0.1 

8.6 

7.5 

9.4 

NA 

nsin 

BAcJU 

OPPENHEIMER  INTERNATIONAL  BOND  B 

IB 

125.1 

1 

5.00" 

2.00 1 

-5.1 

4.6 

NA 

11.1 

6.0 

0 

OPPENHEIMER  LIMITED.-TERM  GOVT.  A 

B+ 

GS 

B 

669.0 

19 

3.50 

0.87  t 

6.9 

6.5 

6.0 

6.6 

NA 

oon 

OPPENHEIMER  STRAT.  INCOME  B 

C- 

MU 

c- 

4080.0 

12 

5.00** 

1.67  t 

0.9 

6.6 

5.7 

8.0 

5.8 

OPPENHEIMER  U.S.  GOVT.  A 

B 

Gl 

B 

606.4 

22 

4.75 

1.03  t 

6.3 

7.0 

6.8 

5.9 

4.9 

PilB 

PACIFIC  HORIZON  CAPITAL  INCOME  A 

C- 

CV 

C 

367.4 

-3 

5.50 

1.10 

9.0 

16.7 

13.2 

5.3 

3.3 

isiia 

PAINEWEBBER  GLOBAL  INCOME  A  C  IB  B  405.5  -13  4.00  1.21  t  10.7  7.2  6.0 

PAINE  WEBBER  HIGH-INCOME  A  F  HY  F  233.7  -16  4.00  0.98 1  -6.2  7.5  4.0 

PAINEWEBBER  INVT.  GRADE  INCOME  A  C-  CL  C  215.4  1  4.00  1.03t  4.8  6.9  6.6 

PAINEWEBBER  U.S.  GOVT.  INCOME  A  D  Gl  F  276.4  -5  4.00  0.94 1  7.9  5.9  1.5 

PARKSTONE  INTERM.  GOVT.  INVMT.  A  C  Gl  C  153.9  843  4.00  1.22 1  7.4  5.6  5.4 


5.8  6.2  BEIII 

10.1  9.4  □□!] 

6.6  17.8  BOB 

5.6  10.2  OBQ 

4.8  NA  OOQ 


PAYDEN  &  RYGEL  TOTAL  RET.  R  CI  180.1  134  No  load  0.45  8.9  NA  NA  6.3  6.2 

PAYDEN  &  RYGEL  GLOBAL  FIXED-INCOME  R  A  IB  A  526.6  7  No  load  0.49  11.7  8.8  8.1  6.3  9.0 

PAYDEN  &  RYGEL  INVMT.  QUALITY  BOND  R  C  CI  C  244.4  105  No  load  0.45  8.1  6.2  6.5  5.9  6.2 

PEGASUS  BOND  A  C  CI  C  226.3  80          4.50  0.86 1  7.9  7.5  7.4  5.8  6.0 

PHOENIX  HIGH-YIELD  A  F  HY  D  473.4  -17          4.75  1.11  t  -6.7  7.5  6.1  10.4  7.3 


PHOENIX  MULTI-SECTOR  FIXED-INCOME  A 
PHOENIX  U.S.  GOVT.  SECURITIES  A 
PILGRIM  HIGH-YIELD  B  (gg) 
PIMCO  FOREIGN  BOND  INST. 
PIMCO  GLOBAL  BOND  INST. 


MU 
CI 
HY 
IB 
IB 


A 

B+ 


154.3 
178.1 
216.3 
475.1 
253.9 


-12 
77 

178 
40 
-6 


4.75 
4.75 
5.00* 
No  load 
No  load 


1.04t 
0.98 1 
1.75  t 
0.50 
0.56 


-6.9 
6.6 
-3.6 
10.0 
12.4 


4.9 
5.9 
8.1 
12.8 
7.1 


5.2 
6.1 
NA 
10.0 
8.2 


9.5  15.9 

6.1  NA 

9.3  7.9 

5.9  10.0 

5.3  10.9 


PIMCO  HIGH-YIELD  INST. 
PIMCO  LOW  DURATION  INST. 
PIMCO  LOW  DURATION  II  INST. 
PIMCO  SHORT-TERM  INST. 
PIMCO  TOTAL  RETURN  II  INST. 


HY 
CS 
CS 
UB 
CI 


A 
A 

B+ 

B 

B+ 


1733.3 
3136.6 
429.2 
377.7 
857.8 


49 
13 
22 
103 
81 


No  load 
No  load 
No  load 
No  load 
No  load 


0.50 
0.43 
0.51 
0.45 
0.50 


6.5 
7.2 
6.6 
5.7 
9.6 


10.4 
7.2 
6.5 
6.4 
7.8 


10.7 
6.8 
6.2 
6.3 
7.8 


8.5 
6.5 
5.8 
5.9 


7.5 
2.4 
2.9 
0.8 


5.7  11.7 


PIMCO  TOTAL  RETURN  III  INST. 
PIMCO  TOTAL  RETURN  INST. 
PIONEER  AMERICA  INCOME  A 
PIONEER  BOND  A 
PREFERRED  FIXED-INCOME 


B+ 
B+ 
C- 
C- 
B 


430.5 
20125.7 
127.8 
131.0 
162.1 


29 
36 
-7 
23 
10 


No  load 
No  load 
4.50 
4.50 
No  load 


0.51 

0.43 

I.OOt 

1.17t 

0.67 


10.4 
9.8 
7.8 
7.7 
7.1 


8.4 
8.2 
6.1 
6.2 
6.1 


8.0 
7.9 
5.9 
6.3 
6.6 


5.8  12.7 

5.9  8.5 
5.8  7.4 
6.1  13.3 
6.0  10.1 


T.  ROWE  PRICE  EMERG.  MKTS.  BOND  EB  146.1  29  No  load  1.25  -23.1  7.1  NA  14.0  15.5 

T.  ROWE  PRICE  GNMA  B  Gl  B+  1146.2  8  No  load  0.70  6.6  6.4  6.9  8.5  6.6 

T.  ROWE  PRICE  HIGH-YIELD  C  HY  C  1704.0  8           1.00*  0.81  4.5  10.1  7.3  9.1  8.8 

T.  ROWE  PRICE  INTERNATIONAL  BOND  D  IB  C  926.5  12  No  load  0.86  15.0  6.1  7.1  4.9  11.0 

T.  ROWE  PRICE  NEW  INCOME  C  CI  C  2103.3  8  No  load  0.71  5.0  5.6  6.4  6.3  13.7 


T.  ROWE  PRICE  SHORT-TERM  BOND  C  CS  C-  346.9  1  No  load  0.72  6.2  5.5  4.6  5.6  2.7 

T.  ROWE  PRICE  SHORT-TERM  U.S.  B+  CS  B  136.3  34  No  load  0.70  6.9  5.9  5.6  5.6  3.0 

T.  ROWE  PRICE  SPECTRUM  INCOME  A  MU  A  2574.1  27  No  load  0.00  6.6  8.8  8.6  6.2  11.5 

T.  ROWE  PRICE  U.S.  TREAS.  INTERM.  B  Gl  B+  262.9  32  No  load  0.61  10.2  6.9  6.7  5.2  5.9 

T.  ROWE  PRICE  U.S.  TREAS.  LONG-TERM  D  GL  C  309.8  50  No  load  0.67  12.8  8.1  8.9  5.2  22.4 


PRINCIPAL  BOND  A  (hh)  C-  CL 

PRINCIPAL  GOVT.  SECURITIES  INCOME  A  (ii)  C-  Gl 

PRUDENTIAL  DIVER.  BOND  B  MU 

PRUDENTIAL  GOVT.  INCOME  A  C-  Gl 

PRUDENTIAL  GOVT.  SHORT-INTERM.  A  B  CS 


C- 
C- 


148.1 
251.5 
186.6 
841.7 
149.2 


14 

1 

19 
1 
0 


4.75 
4.75 
5.00- 
4.00 
No  load 


0.95 1 
0.84 1 
1.42t 
0.86 1 
0.97  t 


7.1 
7.2 
4.5 
8.6 
6.0 


6.7 
6.9 
5.7 
6.4 
5.7 


7.3 
6.7 
NA 
6.7 
5.4 


6.1  10.7 

6.1  NA 

5.8  11.0 

5.9  9.0 
5.5  4.0 


PRUDENTIAL  HIGH-YIELD  B  C-  HY  C-  2379.4  -10  5.00**  1.29t  -0.7  7.6  7.3  9.2  7.0  0O5 

PRUDENTIAL  INTERM.  GLOBAL  INCOME  A  B  IB  B+  126.2  -8  3.00  1.41  t  8.9  8.1  7.7  6.2  NA  OOI 

PUTNAM  AMERICAN  GOVT.  INCOME  A  C  Gl  C  1464.3  -A  4.75  0.97 1  8.5  6.6  6.9  5.9  NA  QDE 

PUTNAM  CONVERT.  INCOME-GROWTH  A  C  CV  B  1089.8  -8  5.75  1.03t  4.9  13.9  12.4  4.5  NA  QOI 

PUTNAM  DIVERSIFIED  INCOME  B  D  MU  D  2145.1  -8  5.00**  1.72t  -2.6  4.1  4.5  6.7  9.6  0BE 


PUTNAM  GLOBAL  GOVT.  INCOME  A 
PUTNAM  HIGH  QUALITY  BOND  A  (jj) 
PUTNAM  HIGH  YIELD  ADV.  A 
PUTNAM  HIGH  YIELD  A 
PUTNAM  HIGH  YIELD  II  B 


IB 
CI 
HY 
HY 
HY 


250.6 
340.4 
1262.6 
2739.3 
590.9 


-16 
-1 
-15 
-16 
318 


4.75 
4.75 
4.75  t 
4.75  t 
5.00** 


1.29t 
l.lBt 
0.97  t 
0.95 1 
NAt 


3.5 
6.7 
-9.5 
-8.1 
-0.2 


4.1 
5.6 
4.3 
5.9 
NA 


3.3 
6.3 
5.0 
6.0 
NA 


6.7  12.3 
6.2  NA 


11.5 
11.6 
8.3 


NA 
8.2 
NA 


mm 
mxL 


PUTNAM  INCOME  A 

PUTNAM  INTERM.  U.S.  GOVT.  INCOME  A 
PUTNAM  STRATEGIC  INCOME  B  (kk) 
PUTNAM  U.S.  GOVT.  INCOME  A 
REGIONS  FIXED-INCOME  INVMT.  (II) 


CI 
GS 
MU 
Gl 
CI 


1447.1 
237.5 
116.4 

2096.7 
192.2 


10 
76 
56 
0 
4 


4.75 
3.25 
5.00** 
4.75 
3.00  ** 


1.02t 
1.15t 
2.01  t 
0.87  t 
0.97  t 


3.7 
7.6 
-2.7 
6.8 
6.8 


5.3 
6.2 
NA 
6.4 
6.1 


6.3 
6.3 
NA 
6.5 
5.6 


6.4  10.5 

5.6  NA 

7.8  NA 
6.3  5.1 

4.9  5.6 


ODE 
QBE 


SALOMON  BROS  HIGH-YIELD  BONO  B  HY 

SCHWAB  SHORT-TERM  BOND  MKT.  INDEX  B  CS 

SCHWAB  TOTAL  BOND  MKT.  INDEX  C-  CI 

SCUDDER  EMERGING  MKTS.  INCOME  F  EB 

SCUDDER  GNMA  B  Gl 


B 


326.8 
173.2 
327.1 
208.4 
393.4 


0 
25 
247 
^0 

1 


5.00' 
No  load 
No  load 
No  load 
No  load 


1.99 1 

0.46 

0.31 

1.49 

1.02 


-7.8 
7.0 
8.4 
-30.3 
6.9 


7.8 
6.0 
6.4 
2.0 
6.4 


NA 
5.1 
6.8 
3.1 
6.4 


9.9 
5.4 
5.7 
13.5 
5.9 


8.1 
NA 
NA 
14.0 

6.0 


ma 
oai 

BBE 


'Inf  lude=.  redemption  fee  "Includes  defeired  sales  charge  tl2(b)-l  plan  in  effect  iNol  currently  accepting  new  accounts  or  deposits  NA=Not  available  NIVl=Not  meaningful 
(ff)  Formerly  Oppenheimer  Bond  Fund  for  Growtfi  B.  (gg)  Formerly  Pilgrim  America  Higti-Yield  B.  (fih)  Formerly  Princor  Bond  A.  (ii)  Formerly  Princor  Government  Securities  Inc.  A.  ( 
merly  Putnam  Federal  Income  A.  (kk)  Formerly  Putnam  Diversified  Income  II  B.  (II)  Formerly  First  Priority  Fixed-Income  Investment. 

DATA  MORNII^GSTAR,  INC.,  CHICA- 


wears  starched  shirts  to  the  office, 
wears  spit-polished  shoes  to  meetings, 
hasn't  worn  pants  all  week. 


who  is  he  sleeping  with? 


Westin 

HOTELS  RESORTS® 

Even  the  most  buttoned-up  people  relax 
at  a  Westin  resort.  So  don't  pack  much. 
And  plan  on  wearing  even  less. 

Choose  your  travel  partner  wisely.^ 

Call  your  travel  agent  or 

1-800-WESTIN-l 

www.westin.com 


. ..  . ....... 
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TOTAL  RETURN  (%) 
lYR.    3YR.  SYR. 
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YIELD  MATURITY  F 
(%)  (YEARS) 


SCUDDER  HIGH-YIELD  BOND  HY  207.2  33  1.00*  0.03  4.4  NA  NA  9.6  7.5 

SCUDDER  INCOME  C  CI  C  807.9  16  No  load  1.18  6.1  6.0  6.2  5.8  9.0 

SCUDDER  INTERNATIONAL  BOND  F  IB  D  145.5  -18  No  load  1.36  12.6  3.8  2.1  5.3  7.1 

SCUDDER  SHORT-TERM  BOND  C  CS  D  995.5  -15  No  load  0.86  4.3  4.8  4.3  5.8  2.8 

SEI  DAILY  INTERM.-DURATiON  GOVT.  A  B  Gl  8+  123.5  7  No  load  0.49  8.5  6.5  6.4  5.5  6.8 

SEI  INST.  CORE  FIXED-INCOME  A  B  CI  B+  1605.9  42  No  load  0.60t  8.5  7.2  7.1  5.6  10.4 

SEI  INTERNATIONAL  EMERG.  MKT.  DEBT  A  EB  190.5  9  No  load  1.35  -20.9  NA  NA  4.2  8.1 

SEI  INTERNATIONAL  FIXED-INCOME  A  C-  IB  C  592.7  73  No  load  1.00  18.5  6.2  8.7  1.3  8.0 

SELIGMAN  HIGH-YIELD  BOND  A  B+  HY  B+  1050.5  40  4.75  1.14t  1.3  10.0  10.1  9.9  8.2 

SIT  U.S.  GOVERNMENT  SECURITIES  A  GS  A  141.9  53  No  load  0.80  6.5  6.6  6.6  5.3  NA 


SMITH  BARNEY  ADJ.  RATE  GOVT.  A 

B-i- 

GS 

B+ 

121.4 

Q 

nu  lUdU 

1  58 1 

4  3 

5  1 

5  1 

5  3 

MA 

SMITH  BARNEY  DIVERS.  5TRAT.  INCOME  B 

B+ 

MU 

B 

2246.5 

-6 

4.50  ** 

1.50t 

5.2 

7.4 

6.6 

7.0 

5.0 

SMITH  BARNEY  GOVT.  SECURITIES  A 

Gl 

Q 

351 .4 

_3 

4  50 

0  92 1 

8  1 

7  0 

6  1 

5  5 

MA 

SMITH  BARNEY  HIGH-INCOME  B 

C 

HY 

C- 

830.5 

15 

4.50  ** 

1.55 1 

-0.3 

8.0 

7.1 

9.3 

NA 

SMITH  BARNEY  INVESTMENT  GRADE  B 

F 

CL 

F 

263.3 

6 

4.50  ** 

1.51  t 

7.7 

7.5 

8.7 

5.4 

NA 

SMITH  BARNEY  MANAGED  GOVT.  A 

Gl 

C- 

C 

365.1 

-7 

4.50 

1.01  t 

5.7 

6.3 

5.9 

6.1 

NA 

SMITH  BARNEY  U.S.  GOVT.  SECURITIES  A 

C 

Gl 

C 

257.5 

-5 

4.50 

0.80 1 

6.0 

6.5 

6.8 

6.1 

NA 

SOUTHTRUST  BOND  (mm) 

C- 

CI 

D 

128.3 

22 

3.50 

0.84 

9.3 

7.0 

6.3 

5.3 

9.0 

SSGA  BOND  MARKET 

CI 

182.9 

68 

No  load 

0.48 1 

8.4 

NA 

NA 

5.5 

9.3 

SSGA  YIELD  PLUS 

A 

UB 

C 

788.3 

12 

No  load 

0.41  t 

4.9 

5.3 

5.3 

5.7 

10.0 

ai 

STAGECOACH  U.S.  GOVT.  INCOME  A 

D 

Gl 

D 

179.3 

-14 

4.50 

0.89  t 

7.4 

5.2 

5.7 

5.3 

NA 

m 

STAGECOACH  VARIABLE  RATE  GOVT.  A 

C- 

GS 

F 

130.4 

-A3 

3.00 

0.81  t 

3.6 

4.5 

3.4 

5.1 

NA 

m 

STAR  STRATEGIC  INCOME  B 

MU 

200.9 

13 

5.00*' 

1.26  t 

-3.2 

3.7 

NA 

7.3 

11.6 

STAR  U.S.  GOVT.  INCOME  A 

C- 

CI 

D 

150.0 

10 

3.50 

0.89  t 

7.9 

6.2 

6.0 

5.4 

10.8 

STATE  ST.  RESEARCH  GOVT.  INCOME  A 

C 

Gl 

B 

517.2 

-1 

4.50 

1.08  t 

9.1 

7.1 

7.0 

6.0 

10.7 

STATE  ST.  RESEARCH  HIGH-INCOME  A 

C 

HY 

C 

649.3 

-6 

4.50 

I.IOt 

-0.4 

10.0 

8.0 

10.1 

NA 

STEIN  ROE  INCOME 

C 

CI 

C 

362.5 

-15 

No  load 

0.83 

3.9 

6.1 

6.6 

6.9 

9.4 

STEIN  ROE  INTERMEDIATE  BOND 

B 

CI 

B 

454.9 

16 

No  load 

0.72 

6.4 

6.7 

6.7 

6.6 

7.2 

STRONG  ADVANTAGE 

A 

UB 

B 

2631.9 

29 

No  load 

0.80 

4.8 

6.0 

5.8 

6.0 

1.0 

STRONG  CORPORATE  BOND 

A 

CI 

A 

844.5 

51 

No  load 

1.00 

7.3 

8.2 

9.4 

6.6 

11.6 

m 

STRONG  GOVERNMENT  SECURITIES 

B 

CI 

B+ 

1326.9 

46 

No  load 

0.80 

8.1 

6.6 

7.0 

5.6 

NA 

mi 

STRONG  HIGH-YIELD  BOND 

HY 

551.4 

-3 

No  load 

0.60 

3.1 

14.9 

NA 

9.5 

9.5 

STRONG  SHORT-TERM  BOND 

B+ 

CS 

B 

1315.1 

0 

No  load 

0.90 

4.9 

6.2 

5.7 

6.9 

2.2 

u\ 

STRONG  SHORT-TERM  HIGH-YIELD  BOND 

HY 

135.3 

-76 

No  load 

1.00 

8.4 

NA 

NA 

7.4 

2.9 

SUNAMERICA  HIGH-INCOME  B 

F 

HY 

D 

119.3 

11 

4.00** 

2.13t 

-6.2 

6.7 

4.4 

10.1 

7.9 

□1 

SUNAMERICA  U.S.  GOVT.  SECURITIES  B 

C 

Gl 

B 

148.3 

-36 

4.00** 

2.26 1 

6.1 

5.1 

5.6 

4.4 

13.5 

TCW/DW  NORTH  AMERICA  GOVT.  INC. 

F 

IB 

D 

146.1 

-27 

No  load 

1.59 1 

6.8 

6.2 

3.3 

5.4 

NA 

TEMPLETON  GLOBAL  BOND  A  (nn) 

C 

IB 

B 

181.5 

-9 

4.25 

1.17t 

5.4 

6.1 

6.3 

5.6 

5.1 

m 

THORNBURG  LIMITED-TERM  U.S.  A 

B 

GS 

C- 

124.5 

-5 

2.50 

0.97  t 

7.0 

6.0 

5.6 

5.5 

NA 

TIAA-CREF  BOND  PLUS 

CI 

145.2 

149 

No  load 

NA 

8.9 

NA 

NA 

5.4 

7.0 

U.S.  GOVERNMENT  SECURITIES 

C- 

Gl 

C- 

1307.0 

17 

4.75 

0.79 1 

7.9 

6.3 

5.8 

6.0 

7.2 

Bl 

UNITED  BOND  A 

C- 

CI 

D 

547.5 

5 

5.75 

0.77  t 

7.3 

6.7 

6.7 

5.9 

NA 

ai 

UNITED  GOVERNMENT  SECURITIES  A 

c- 

Gl 

C 

137.6 

7 

4.25 

0.89 1 

7.5 

6.1 

6.5 

5.9 

NA 

UNITED  HIGH-INCOME  A 

B 

HY 

B 

1023.4 

-5 

5.75 

0.84 1 

3.9 

9.9 

8.6 

8.5 

NA 

Bl| 

UNITED  HIGH-INCOME  II  A 

c 

HY 

C 

412.6 

0 

5.75 

0.93 1 

2.7 

9.8 

8.2 

8.8 

NA 

an 

USAA  GNMA 

B-f 

Gl 

A 

452.9 

31 

No  load 

0.30 

8.2 

6.9 

7.3 

6.3 

10.5 

oil 

USAA  INCOME 

C 

CL 

B 

1768.6 

3 

No  load 

0.38 

8.8 

7.0 

7.6 

6.5 

7.5 

Eii| 

USAA  SHORT-TERM  BOND 

B+ 

CS 

B 

204.6 

41 

No  load 

0.50 

5.0 

6.2 

5.9 

6.1 

2.6 

aiB 

VALUE  LINE  AGGRESSIVE  INCOME 

C 

HY 

C 

165.5 

23 

No  load 

0.95 

-5.3 

9.0 

8.3 

10.6 

7.7 

mu 

VALUE  LINE  U.S.  GOVERNMENT 

D 

Gl 

O 

182.4 

-3 

No  load 

0.66 

7.7 

6.9 

4.6 

5.8 

5.8 

oil 

VAN  KAMPEN  CORP.  BOND  A  (00) 

C- 

Cl 

C- 

191.7 

10 

4.75 

1.13t 

7.3 

6.8 

7.2 

6.6 

13.9 

VAN  KAMPEN  GOVT.  SECURITIES  A  (pp) 

C- 

Gl 

C- 

1876.1 

-3 

4.75 

1.03  t 

8.3 

6.4 

6.1 

6.2 

6.4 

BM 

VAN  KAMPEN  HARBOR  A  (qq) 

D 

CV 

D 

377.4 

0 

5.75 

i.04r 

7.5 

12.1 

10.1 

3.4 

7.8 

Bll 

VAN  KAMPEN  HIGH-INCOME  CORP.  B  (rr) 

C- 

HY 

C- 

291.8 

31 

4.00** 

1.86t 

-0.8 

7.5 

6.7 

9.4 

7.6 

Bll 

VAN  KAMPEN  HIGH-YIELD  A  (ss) 

C- 

HY 

C- 

270.1 

-7 

4.75 

1.14t 

-1.4 

7.2 

6.9 

9.4 

20.2 

Bil 

VAN  KAMPEN  PRIME  RATE  INCOME  (tt) 

A 

UB 

B+ 

7908.5 

8 

3.00* 

1.41 

6.3 

6.7 

6.9 

6.6 

NA 

VAN  KAMPEN  U.S.  GOVT.  A  (uu) 

C- 

Gl 

C- 

2077.9 

-8 

4.75 

0.90 1 

5.8 

6.1 

5.9 

6.8 

4.9 

Bll 

VANGUARD  CONVERTIBLE  SECURITIES 

F 

CV 

D 

177.6 

-5 

No  load 

0.67 

0.6 

10.6 

8.3 

4.8 

NA 

BIB 

VANGUARD  GNMA  (vv) 

A 

Gl 

A 

10993.1 

26 

No  load 

0.31 

7.1 

7.3 

7.4 

6.6 

5.6 

ail 

VANGUARD  HIGH-YIELD  CORP.  (WW) 

A 

HY 

B+ 

5380.5 

18 

1.00* 

0.28 

5.6 

9.0 

8.7 

8.5 

7.7 

Oil 

VANGUARD  INTERM.-TERM  U.S.  TREASURY  (xx) 

C 

Gl 

C 

1863.7 

24 

No  load 

0.27 

10.6 

7.1 

7.2 

5.7 

7.4 

^18 

VANGUARD  INTERM.-TERM  BOND  INDEX  (yy) 

CI 

1102.4 

61 

No  load 

0.20 

10.2 

7.3 

NA 

6.1 

7.0 

VANGUARD  INTERM.-TERM  CORP.  BOND  (zz) 

C 

CI 

C 

1181.4 

37 

No  load 

0.26 

8.3 

6.6 

7.1 

6.2 

7.0 

BIS 

VANGUARD  LONG-TERM  BOND  INDEX  (aaa) 

CL 

210.0 

141 

No  load 

0.20 

12.0 

8.5 

NA 

5.9 

22.9 

10 

VANGUARD  LONG-TERM  CORP.  BOND  (bbb) 

C- 

CL 

C 

4152.9 

15 

No  load 

0.32 

9.2 

7.9 

8.5 

6.2 

19.1 

Blfi 

VANGUARD  LONG-TERM  U.S.  TREASURY  (ccc) 

D 

GL 

c 

1415.5 

37 

No  load 

0.27 

13.1 

8.3 

9.0 

5.6 

18.5 

□19 

VANGUARD  PREFERRED  STOCK 

B+ 

CL 

B+ 

372.8 

13 

No  load 

0.37 

6.7 

9.3 

8.7 

5.6 

9.4 

□10 

VANGUARD  SHORT-TERM  BOND  INDEX  (ddd) 

CS 

708.9 

62 

No  load 

0.20 

7.6 

6.4 

NA 

5.7 

2.8 

VANGUARD  SHORT-TERM  CORP  (eee) 

A 

CS 

B+ 

5427.7 

18 

No  load 

0.28 

6.6 

6.1 

6.1 

6.1 

2.8 

DIB 

VANGUARD  SHORT-TERM  FEDERAL  (Iff) 

B-t- 

GS 

B 

1634.9 

16 

No  load 

0.27 

7.2 

6.1 

5.9 

5.7 

2.7 

(mm)  Fomi  SoulhTrust  Vulcan  Bond,  (nn)  Form,  Tenipleton  Glob.  Bond  I.  (oo)  Form,  Van  Kampen  Amer.  Cap.  Corp  Bond  A  (pp)  Form,  Van  Kanipen  Amer.  Cap.  Govt.  Sees  A,  (qq)  Form.  Van  Kampei'tiv 
Cap.  Harbor  A,  (n-)  Form.  Van  Kampen  Arner,  Cap.  H-l.  Corp.  Bond  B.  (ss)  Form.  Van  Kampen  Amer.  Cap.  H-Y  A.  (tt)  Fomi.  Van  Kampen  Amer.  Cap.  Prime  Rate,  (uu)  Form.  Van  Kampen  Amer.  Cap.  U, ' 
(w)  Ffjrm.  Vang.  F/l  GNMA.  (ww)  Form.  Vang,  F/l  Fiigh-Yield  Corp.  (xx)  Form.  Vang,  F/l  l-T  U.S.  Treas.  (yy)  Form,  Vang.  Bond  Index  I  T.  (zz)  Form.  Vang.  F/l  l-T  Corp.  (aaa)  Form.  Vang.  Bond  Index  L-T.  <1 
Vang.  F/l  L-T  Corp.  Bond,  (ccc)  Form.  Vang.  F/l  LT  U.S.  Treas.  (ddd)  Form.  Vang,  Bond  Index  S-T.  (eee)  Form.  Vang.  F/l  S-T  Corp.  (fff)  Form.  Vang.  F/l  S-T  Fed.  DATA  MORNINGSTAR.  INC  .  CH 
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from     Pentium"  II  processor  350  mhz 
$1,135*   up  to  64mb  sdram,  up  to  8.4gb 
hard  drive,  4  slots,  4  bays 


Customizable  SystemXtra'" 
financing,  service,  support 
and  training  options. 


More  is  definitely  better  And  affordable,  even  after  you  buy  Cost-saving, 
standards-based  management  features,  like  Wake  on  LAN™  allow  you 
to  easily  integrate  truckloads  of  IBM  PC  300GLs  into  your  enterprise. 
www.ibm.com/ibmpc  or  call  1  800  IBM  7255,  ext.  5030 


MUTUAL  FUND  SCOREBOARD 


Bond  Fu! 


FUND  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

Kl 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 

(RATING  COMPARES  FUND 
WITHIN  CATEGORY) 

ASSETS 
SMIL 

%  CHG. 
1997-98 

SALES 
CHARGE  (%) 

EXPENSE 
RATIO  (%) 

TOTAL  RETURN 
1  YR.    3  YR. 

1%) 
5  YR 

YIELD  MATURITY  , 
(%)  (YEARS) 

VANGUARD  SHORT-TERM  TREAS.  (ggg) 

B-f 

GS 

B-f 

1 1 84. 1 

1 9 

Mn  In^H 
nu  lUdu 

0  27 

7.4 

6.1 

5.9 

5.3 

2.8 

VANGUARD  TOTAL  BOND  MKT.  INDEX  (hhh) 

B 

CI 

B+ 

7764.6 

55 

0.20 

8.6 

7.2 

7.2 

6.1 

8.4 

VICTORY  INTERMEDIATE  INCOME 

C 

CS 

F 

258.1 

5 

5.75 

0  96 

7.5 

5.9 

5.7 

5.3 

4.9 

m- 

VICTORY  INVESTMENT  QUAL.  BOND 

C- 

CI 

C- 

166.9 

-1 0 

5.75 

1  04 

7.5 

6.1 

6.3 

5.3 

7.2 

e^ 

WARBURG  PINCUS  FIXED  INC.  COMM. 

B+ 

CI 

A 

415.0 

33 

No  load 

0.75 

6.5 

7.2 

7.1 

5.5 

5.4 

Qi 

WARBURG  PINCUS  GLOBAL  FIXED-INCOME 

C 

IB 

B 

156.0 

-11 

No  load 

0.96 

8.4 

6.8 

6.0 

5.9 

10.2 

BE« 

WM  INCOME  A  (lii) 

C- 

CL 

C 

209.3 

169 

4.50 

1.03 1 

7.2 

7.0 

7.2 

6.6 

11.4 

Wi 

WM  U.S.  GOVT.  SECURITIES  A  (jjj) 

C- 

Gl 

C- 

258.4 

141 

4.50 

0.97  t 

7.0 

6.4 

6.5 

5.7 

7.5 

Bit 

WPG  CORE  BOND  (kkk) 

D 

CI 

F 

139.5 

29 

No  load 

0.86 

9.3 

6.8 

4.7 

5.6 

10.1 

mm 

WRIGHT  TOTAL  RETURN  BOND 

C- 

CL 

C 

115.6 

45 

No  load 

0.90  T 

9.5 

6.5 

6.6 

5.1 

8.5 

am 

TAX  EXEMPT 

AARP  INSURED  T/F  GENERAL  BOND 

AIM  MUNICIPAL  BOND  A 

AIM  TAX-FREE  INTERMEDIATE 

C 
B 
A 

ML 
Ml 
MS 

C 

c- 
c- 

1713.5 
326.9 
217.5 

0 
3 
13 

No  load 
4.75 
1.00 

0.62 
0.90  1 
0.45 

5.4 
5.3 
5.5 

6.0 
5.5 
5.5 

5.3 
5.0 
5.0 

4.7 
5.0 
4.4 

11.0 
13.6 
5.8 

ALLIANCE  MUNI.  INCOME  CALIF.  A 
ALLIANCE  MUNI.  INSURED  NATL.  A 
ALLIANCE  MUNI.  INCOME  NATL.  A 
ALLIANCE  MUNI.  INCOME  N.Y.  A 


C 
D 

C- 
C- 


AMERICAN  CENT.-BENHAM  CALIF.  MUNI.  HI-YLD.  A 


MC 
ML 
ML 
MY 
MC 


570.0 
177.5 
367.6 
214.0 
324.0 


18 
1 
9 
13 
48 


4.25 
4.25 
4.25 
4.25 
No  load 


0.78 1 
1.02t 
0.69 1 
0.65 1 
0.50 


6.4 
5.6 
5.7 
5.9 
6.8 


7.3 
6.7 
6.8 
7.2 
7.7 


6.6 
6.2 
6.1 
6.1 
6.9 


5.2  19.9 

4.6  18.7 

5.2  18.5 

5.1  21.4 

5.1  21.9 


AMERICAN  CENT.-BENHAM  CALIF.  T/F  INS.      C  MC  B          221.2  12  No  load  0.48  6.1  6.4  6.0  4.8  18.4 

AMERICAN  CENT.-BENHAM  CALIF.  T/F  INTERM.  B-t-  MF  B         480.0  10  No  load  0.48  5.6  5.8  5.3  4.5     9.1  BE 

AMERICAN  CENT.-BEN  CALIF.  T/F  LONG          B  MC  B         340.2  9  No  load  0.48  6.3  6.5  6.2  5.0  22.4  □! 

AMERICAN  HIGH-INCOME  MUNL  BOND  Ml                      521.2  43  4.75  0.79 1  4.9  7.2  NA  5.1      8.2  E| 

AMSOUTH  MUNICIPAL  BOND  PREMIER  Ml                     320.3  -A  No  load          NA  5.4  NA  NA  4.1  6.3 


ATLAS  CALIF.  MUNICIPAL  BOND  A 
BERNSTEIN  CALIF.  MUNICIPAL 
BERNSTEIN  DIVERSIFIED  MUNI. 
BERNSTEIN  N.Y.  MUNICIPAL 
BERNSTEIN  SHORT  DURATION  DIV. 


C 
B+ 
B-f 
B+ 


MUNI. 


MF 
MF 

Ml 
MN 
MS 


C- 
B 
B 
A 


211.6 
557.2 
1407.7 
819.0 
166.8 


9 
30 
19 
16 

9 


No  load 
No  load 
No  load 
No  load 
No  load 


0.95 1 

0.67 

0.65 

0.65 

0.72 


5.9 
5.1 
4.6 
5.2 
3.9 


5.9 
5.1 
4.9 

5.1 
3.7 


5.1 
5.0 
4.9 
5.0 
NA 


4.4  20.6 

4.0  5.8 

4.1  6.6 

4.2  6.0 

3.5  1.4 


BOSTON  1784  CONN.  T/E  INCOME  SI  170.8  42  No  load  0.80 1  6.7  6.3  NA 

BOSTON  1784  MASS.  T/E  INCOME  B  SI  C  235.7  28  No  load  0.80 1  5.8  8.0  5.1 

BOSTON  1784  T/E  MED.-TERM  INCOME  A  Ml  B-f  326.7  14  No  load  0.80t  6.4  6.6  6.1 

CALIFORNIA  INVMT.  TAX-FREE  INCOME  C-  MC  C-  231.2  9  No  load  0.61  6.3  6.2  5.7 

CALVERT  TAX-FREE  RES.  LTD.-TERM  A  A  MS  B+  541.5  -A  1.00  0.69  3.9  4.0  4.0 


4.4  8.5  Effi 

4.4  9.8  BlW 

4.4  10.0  OEft 

4.4  13.0  □ESI 

3.7  0.7  Ulit 


CHURCHILL  TAX-FREE  OF  KENTUCKY  A  B-f  SI 

CITIFUNDS  NATL.  TAX-FREE  INCOME  (a)  ML 

CITIFUNDS  N.Y.  TAX-FREE  INCOME  (b)  C  MY 

COLONIAL  CALIF.  TAX-EXEMPT  A  D  MC 

COLONIAL  MASS.  TAX-EXEMPT  A  C-  SL 


B-f       229.3  1 

246.5  NM 

B-f       453.3  496 

D         247.7  -3 

C         178.0  -2 


4.00 
No  load 
No  load 
4.75 
4.75 


0.72 1 
0.14t 
0.80 1 
0.87  t 
0.90 1 


5.0 
10.1 
6.9 
6.0 
6.0 


5.8 
8.2 
6.5 
6.4 
6.0 


5.4 
NA 
5.7 
5.9 
5.8 


4.9  17.2  BEI 

4.7  13.0 

4.3  11.5 

4.6  16.9  Qil 

4.7  15.4  EU 


COLONIAL  TAX-EXEMPT  A 
COLONIAL  TAX-EXEMPT  INSURED  A 
COLUMBIA  MUNICIPAL  BOND 
DAVIS  TAX-FREE  HIGH  INCOME  B 
DELAWARE  TAX-FREE  PA.  A 


C- 

D 

B-f 

A 

B 


ML 
ML 
SI 
MS 
SI 


2459.8 
168.6 
463.3 
257.2 
876.2 


-4 
-8 
13 
43 

-5 


4.75 
4.75 
No  load 
4.00' 
4.75 


0.98 1 
1.07  t 
0.57 
2.02  t 
0.91  t 


6.7 
5.6 
5.6 
3.9 
5.0 


6.3 
5.7 
5.9 
5.4 
5.3 


5.8 
5.4 

5.3 
5.3 
5.2 


5.1  18.2 

4.5  18.1  QEK 

4.6  12.0  BESf 
5.0  19.0  DESt 
4.9  7.6  BEU 


DELAWARE  TAX-FREE  U.S.A.  A 
DELAWARE-VOYAGEUR  MINN.  INS.  A 
DELAWARE-VOYAGEUR  T/F  ARIZ.  INS. 
DELAWARE-VOYAGEUR  T/F  COLO.  A 
DELAWARE-VOYAGEUR  T/F  MINN.  A 


Ml 

SL 
SL 
SL 
SL 


C- 

c 
c 

B 
B 


565.8  -7 

285.9  -1 
180.0  -A 
363.3  1 
418.2  0 


3.75 
3.75 
3.75 
3.75 
3.75 


0.97 1 
0.92 1 
0.82  t 
0.81  t 
0.89 1 


4.8 

5.7 
5.7 
6.3 
6.1 


4.6 
5.9 
6.2 
7.2 
6.3 


4.7 
5.2 
5.7 
6.2 
5.6 


5.0  9.3  Bm 

4.7  8.0  aim 

4.6  6.6 

4.9  7.7  OQEK 

4.9  7.4  QflS 


DREYFUS  BASIC  MUNI.  BOND  ML  209.8  51  No  load  0.45  6.8  7.4  NA  4.8  21.0 

DREYFUS  CALIF.  INTERMEDIATE  MUNI.  C  MF  C-  202.6  0  No  load  0.79  5.8  5.7  4.8  4.2  9.3 

DREYFUS  CALIF.  TAX-EXEMPT  BOND  C-  MC  C-  1290.0  -3  No  load  0.71  5.8  5.8  4.7  4.6  17.2 

DREYFUS  FLA.  INTERMEDIATE  MUNI.  C  SI  C-  327.7  -6           1.00*  0.80  5.0  4.9  4.6  4.4  7.9 

DREYFUS  INSURED  MUNI.  BOND  F  ML  F  186.7  -A  No  load  0.851  5.8  5.5  4.4  4.6  24.1 


DREYFUS  INTERMEDIATE  MUNI. 
DREYFUS  MASS.  TAX-EXEMPT  BOND 
DREYFUS  MUNI.  BOND 
DREYFUS  N.J.  INTERM.  MUNI.  BOND 
DREYFUS  N.J.  MUNI.  BOND 


B-f 

C 

C 

C 

B 


Ml 
SL 
ML 
SI 
SL 


1320.5 
161.7 

3249.3 
217.5 
604.5 


-A 
4 

-5 
1 
2 


No  load 
No  load 
No  load 
No  load 
1.00' 


0.74 
0.81 
0.73 
0.78 
0.80 1 


5.5 
6.1 
5.7 
5.4 
5.8 


5.6 
6.4 
5.8 
5.2 
6.0 


5.2 
5.5 
5.0 
4.7 
5.2 


4.8  8.9 

4.8  21.8 

5.0  22.7 

4.2  7.1 

4.8  18.1 


DREYFUS  N.Y.  TAX-EX.  BOND                         C          MY  C        1660.2       -1  1.00*  0.73  6.7  6.1  5.2  4.7  17.4 

DREYFUS  N.Y.  TAX-EX.  INTERM.  BOND            B           MN  C         375.6         3  1.00*  0.80 1  6.0  6.1  5.3  4.3  8.3 

DREYFUS  PREMIER  MUNI.  BOND  A                   C           ML  C         442.1        -1  4.50  0.91  4.5  6.0  5.5  5.1  18.6 

DREYFUS  PREMIER  ST.  MUNI.  CONN.  A           C           SL  B         314.7         0  4.50  0.90  6.3  6.7  5.8  5.0  20.3 

DREYFUS  PREMIER  ST.  MUNI.  MD.  A               B*         SL  B-f       263.1        -1  4.50  0.90  5.7  6.5  5.9  5.0  22.7 

DREYFUS  PREMIER  ST.  MUNI.  OHIO  A             B           SL  B+       238.3       -1  4.50  0.90  5.2  5.8  5.6  5.1  18.1 

DREYFUS  PREMIER  ST.  MUNL  PA.  A                 C            SL  B          191.2        -5  4.50  0.92  5.7  6.5  6.1  5.0  20.2 

DREYFUS  SHORT-ir<TERM.  MUNI.  BOND           A          MS  B         301.0         4  No  load  0.76 1  4.5  4.6  4.1  4.2  2.4 

DUPREE  KENTUCKY  TAX-FREE  INCOME          B           SI  B         410.2        17  No  load  0.62  5.6  5.8  5.6  5.0  17.6 

EATON  VANCE  CALIF.  MUNICIPALS  B              C-         MC  C-       294.3       -7  5.00**  1.65t  5.4  6.2  5.2  4.3  21.1 

'Includes  redemption  fee  "Includes  deferred  sales  charge  tl2(b)-l  plan  in  effect.  Wol  currently  accepting 
(ggg)  Form.  Vanguard  F/l  Stiort-Term  U.S.  Treas.  (htih)  Form.  Vanguard  Bond  Index  Total  Bond  Mkt.  (iii)  Form 
Form.  WPG  Govt.  Sees,  (a)  Form.  Landmark  Natl.  Tax-Free  Inc.  A.  (b)  Form.  Landmark  N.Y.  Tax  Free  Inc.  A. 


new  accounts  or  deposits  NA=Not  available  NIVl=Not  meaningi! 
.  Composite  Inc.  A.  (jjj)  Form.  Composite  U.S.  Government  Sees 


DATA:  IVIORNINGSTAR,  INC.,  CHi 


inP  RII?;iNFS.9  WFFK  /  FFRRIIARY  8    1  PPQ 


MUTUAL  FUND  SCOREBOARD 


Bond  Fii 


FUND  RATING     CATEGORY    RATING    SIZE   FEES   PERFORMANCE  PORTFOLIO  H 

(COMPARES  RISK-ADJUSTED  PERFORMANCE  (RATING  COMPARES  FUND    ASSETS    %  CHG.        SALES       EXPENSE        TOTAL  RETURN  (%)       YIELD  MATURITY  I 
OF  EACH  FUND  AGAINST  ALL  FUNDS)  WITHIN  CATEGORY)     $MIL    1997-98     CHARGE  (%)  RATIO  (%)      1 YR.    3  YR.    SYR.     (%)  (YEARS) 


EATON  VANCE  CONN.  MUNICIPALS  B 

F 

SL 

D 

158.8 

-5 

5.00** 

1.60t 

5.0 

5.4 

4.3 

4.2 

20.0 

□1 

EATON  VANCE  FLA.  MUNICIPALS  B 

F 

SL 

F 

423.7 

-14 

5.00** 

1.52 1 

5.4 

4.9 

4.4 

4.1 

22.8 

□ 

EATON  VANCE  HIGH-YIELD  MUNICIPALS  B  (c) 

ML 

232.9 

27 

5.00** 

1.74 1 

4.0 

7.7 

NA 

5.2 

23.7 

EATON  VANCE  N.J.  MUNICIPALS  B 

C- 

SL 

C- 

320.4 

-A 

5.00** 

1.57  t 

4.9 

5.6 

4.6 

4.5 

20.6 

□ 

EATON  VANCE  MASS.  MUNICIPALS  B 

D 

SL 

D 

219.3 

-7 

5.00** 

1.58 1 

5.3 

5.6 

4.7 

4.4 

21.9 

□ 

EATON  VANCE  NATL.  MUNICIPAL  B 

C 

ML 

B 

2050.8 

-1 

5.00** 

1.60 1 

4.9 

7.1 

6.2 

5.1 

23.4 

□ 

EATON  VANCE  N.Y.  MUNICIPALS  B 

D 

MY 

D 

480.5 

-9 

5.00** 

0.57  t 

5.7 

5.8 

4.9 

4.3 

19.7 

□ 

EATON  VANCE  OHIO  MUNICIPALS  B 

D 

SL 

C- 

241.7 

-9 

5.00** 

1.61  t 

4.9 

5.4 

4.7 

4.5 

20.5 

□ 

EATON  VANCE  PA.  MUNICIPALS  B 

F 

SL 

F 

339.0 

-11 

5.00** 

1.56  t 

2.1 

4.7 

4.0 

4.8 

20.3 

□1 

EVERGREEN  FLA.  HIGH-INC.  MUNI.  A 

A 

SL 

A 

283.1 

109 

4.75 

0.89 1 

6.2 

7.5 

7.1 

5.1 

22.4 

B 

EVERGREEN  FLA.  MUNI.  BOND  A 

F 

SL 

F 

163.9 

60 

4.75 

0.46  t 

6.1 

6.3 

5.4 

4.7 

14.7 

□ 

EVERGREEN  PA.  MUNICIPAL  Y  (d) 

SL 

177.7 

18 

No  load 

NA 

5.7 

NA 

NA 

4.6 

15.6 

EXCELSIOR  INT  -TERM  TAX-EXEMPT 

B+ 

Ml 

B 

318.3 

26 

No  load 

0.58 

6.3 

5.9 

5.5 

4.0 

8.0 

B 

EXCELSIOR  LONG-TERM  TAX-EXEMPT 

B 

ML 

B 

180.8 

35 

No  load 

0.74 

6.3 

6.5 

7.0 

4.2 

22.1 

B 

EXECUTIVE  INVESTORS  INS.  TAX-EXEMPT 

B 

ML 

B+ 

1181.1 

0 

4.75 

0.75 1 

7.8 

7.2 

7.3 

4.8 

17.0 

B 

FEDERATED  INTERMEDIATE  MUNI. 

B+ 

Ml 

C 

237.2 

11 

No  load 

0.57 

5.2 

5.4 

4.7 

4.8 

7.0 

B 

FEDERATED  MUNICIPAL  OPPORT.  F 

C 

ML 

B 

307.7 

-6 

2.00** 

1.08t 

5.5 

5.7 

5.2 

5.1 

20.5 

FEDERATED  MUNICIPAL  SECURITIES  A 

C 

ML 

C 

574.1 

-A 

4.50 

0.86 

5.6 

5.1 

4.8 

4.7 

19.2 

FEDERATED  PA.  MUNI.  INCOME  A 

B 

SL 

B 

238.8 

10 

4.50 

0.75 1 

5.7 

7.0 

6.2 

4.7 

10.7 

B 

FEDERATED  SHORT-TERM  MUNI.  INST. 

A 

MS 

B 

195.0 

10 

No  load 

0.47 

4.8 

4.5 

4.3 

4.2 

3.0 

a 

FIDELITY  ADV.  MUNI.  INCOME  T 

C 

ML 

C 

377.8 

-3 

3.50 

0.87  t 

6.2 

6.4 

5.3 

4.5 

13.5 

□ 

FIDELITY  SPARTAN  CALIF.  MUNI.  INCOME 

C 

MC 

B 

1318.5 

9 

No  load 

0.53 

6.6 

7.0 

5.9 

4.6 

14.0 

□ 

FIDELITY  SPARTAN  CONN.  MUNI.  INCOME 

B 

SL 

B 

372.7 

8 

0.50- 

0.55 

5.8 

6.4 

5.6 

4.7 

12.1 

□ 

FIDELITY  SPARTAN  FLA.  MUNI.  INCOME 

C 

SL 

B 

455.0 

9 

0.50* 

0.55 

6.3 

6.3 

5.9 

4.5 

12.1 

□ 

FIDELITY  SPARTAN  INTERM.  MUNI,  (e) 

B+ 

Ml 

B 

1146.0 

26 

No  load 

0.55 

5.9 

6.2 

5.5 

4.7 

8.6 

B 

FIDELITY  SPARTAN  MASS.  MUNI.  INCOME 

B 

SL 

B+ 

1366.9 

13 

No  load 

0.53 

5.6 

6.2 

5.8 

4.8 

13.5 

& 

FIDELITY  SPARTAN  MICH.  MUNI.  INCOME 

C 

SL 

C 

478.5 

5 

No  load 

0.56 

5.7 

6.0 

4.9 

4.8 

14.5 

FIDELITY  SPARTAN  MINN.  MUNI.  INCOME 

B 

SL 

B-f 

311.0 

5 

No  load 

0.56 

5.5 

6.0 

5.4 

4.7 

13.8 

B 

FIDELITY  SPARTAN  MUNI.  INCOME 

C 

ML 

B 

4638.9 

98 

No  load 

0.55 

6.0 

6.7 

5.5 

4.7 

12.2 

□ 

FIDELITY  SPARTAN  N.J.  MUNI.  INCOME 

B 

SL 

8+ 

390.6 

7 

0.50* 

0.55 

5.8 

6.1 

5.3 

4.7 

12.8 

B 

FIDELITY  SPARTAN  N.Y.  MUNI.  INCOME  (f) 

C 

MY 

B 

1171.2 

163 

No  load 

0.55 

6.3 

6.6 

5.9 

4.6 

14.1 

□ 

FIDELITY  SPARTAN  OHIO  MUNI.  INCOME 

B 

SL 

B+ 

392.1 

1 

No  load 

0.56 

5.8 

6.2 

5.7 

4.5 

12.9 

B 

FIDELITY  SPARTAN  PA.  MUNI.  INCOME 

B+ 

SL 

A 

267.1 

1 

0.50* 

0.55 

5.8 

6.0 

5.9 

4.4 

11.0 

B 

FIDELITY  SPARTAN  SHORT-INT.  MUNI. 

A 

MS 

C 

639.0 

-9 

No  load 

0.55 

4.7 

4.7 

4.4 

4.1 

3.2 

□ 

FIRST  INVESTORS  INSURED  T  E  A 

D 

ML 

C- 

1122.1 

-6 

6.25 

1.14t 

6.0 

5.7 

5.2 

4.9 

15.9 

B 

FIRST  INVESTORS  N.Y.  INS.  T/F  A 

D 

MY 

C- 

188.5 

-3 

6.25 

1.23t 

6.0 

5.6 

5.1 

4.9 

17.2 

B 

FRANKLIN  ALA.  TAX-FREE  INCOME  A  (g) 

B 

SL 

B-f 

236.1 

11 

4.25 

0.72 1 

3.4 

5.8 

5.5 

5.4 

21.7 

B 

FRANKLIN  ARIZ.  TAX-FREE  INCOME  A  (h) 

B+ 

SL 

B+ 

851.8 

8 

4.25 

0.63 1 

5.4 

5.9 

5.5 

5.2 

19.7 

B 

FRANKLIN  CALIF.  HIGH  YLD.  MUNI.  A  (!) 

A 

MC 

A 

514.8 

64 

4.25 

0.35 1 

7.4 

8.4 

7.3 

5.6 

24.2 

B 

FRANKLIN  CALIF.  INS.  T/F  INCOME  A  (j) 

B 

MC 

B 

1798.4 

7 

4.25 

0.60 1 

6.5 

6.3 

5.8 

5.0 

20.9 

B 

FRANKLIN  CALIF.  INTERM-TERM  T  F  B+  MF  B+  187.1  47  2.25  0.52 1  6.5  6.6  6.1  4.6  8.5 

FRANKLIN  CALIF.  TAX-FREE  INCOME  A  (k)  A  MC  A  15523.5  6  4.25  0.56 1  6.5  6.7  6.3  5.4  21.0 

FRANKLIN  COLO.  TAX-FREE  INCOME  A  (I)  B  SL  B+  298.9  13  4.25  0.71  t  5.7  6.4  5.8  5.0  20.3 

FRANKLIN  CONN.  TAX-FREE  INCOME  A  (m)  B  SL  B+  233.5  17  4.25  0.73 1  6.0  6.3  5.4  5.2  19.5 

FRANKLIN  FED.  TAX-FREE  INCOME  A  (n)  B+  ML  A  7189.4  1  4.25  0.59 1  5.9  6.5  6.0  5.4  19.7 


FRANKLIN  FLA.  TAX-FREE  INCOME  A  (o) 

B-f 

SL 

A 

1771.6 

6 

4.25 

0.61  t 

6.4 

6.3 

5.9 

5.2 

18.8 

B 

FRANKLIN  GA.  TAX-FREE  INCOME  A  (p) 

B+ 

SL 

A 

163.9 

12 

4.25 

0.76 1 

5.6 

6.0 

5.5 

5.1 

19.5 

B 

FRANKLIN  HIGH  YIELD  T  F  INCOME  A  (q) 

A 

ML 

A 

5897.3 

13 

4.25 

0.61  t 

4.8 

7.2 

6.9 

5.8 

20.2 

a 

FRANKLIN  INSURED  T  F  INCOME  A  (r) 

B-f 

Ml 

C 

1731.0 

3 

4.25 

0.61  t 

6.1 

6.1 

5.5 

5.2 

20.1 

B 

FRANKLIN  MD.  TAX-FREE  INCOME  A  (s) 

B 

SL 

B-f 

247.9 

17 

4.25 

0.74 1 

5.9 

6.1 

5.9 

5.0 

21.1 

FRANKLIN  MASS.  INS.  T  F  INCOME  A  (t) 

B-f 

SL 

A 

338.0 

-2 

4.25 

0.68 1 

5.4 

6.0 

5.6 

5.0 

20.0 

B 

FRANKLIN  MICH.  INS.  T  F  INCOME  A  (u) 

B+ 

SL 

A 

1157.6 

2 

4.25 

0.63 1 

6.5 

6.3 

5.6 

5.0 

17.9 

B 

FRANKLIN  MINN.  INS.  T  F  INCOME  A  (v) 

B 

SI 

B 

509.6 

4 

4.25 

0.65 1 

5.7 

5,6 

5.2 

5.1 

18.8 

B 

FRANKLIN  MO.  TAX-FREE  INCOME  A  (w) 

B 

SL 

B+ 

360.5 

19 

4.25 

0.71  t 

5.8 

6,5 

5,8 

5.1 

18.5 

1 

FRANKLIN  N.J.  TAX-FREE  INCOME  A  (x) 

B 

SL 

8+ 

679.7 

8 

4.25 

0.66 1 

6.1 

6.2 

5.6 

5.2 

19.7 

B 

FRANKLIN  N.Y.  INS.  T/F  INCOME  A  (y) 

C- 

MY 

C 

270.3 

4 

4.25 

0.71  t 

5.9 

6.3 

5.5 

4.8 

20.3 

□ 

FRANKLIN  N.Y.  TAX-FREE  INCOME  A  (z) 

B-f 

MY 

A 

4877.5 

1 

4.25 

0.58 1 

6.6 

6.7 

5.9 

5.4 

18.1 

B 

FRANKLIN  N.C.  TAX-FREE  INCOME  A  (aa) 

B 

SL 

B+ 

337.2 

15 

4.25 

0.70 1 

5.9 

6.3 

5.6 

5.0 

17.9 

B 

FRANKLIN  OHIO  INS.  T/F  INCOME  A  (bb) 

B 

SL 

B-f 

772.1 

5 

4.25 

0.64 1 

5.9 

6.2 

5.5 

5.0 

18.9 

B 

FRANKLIN  ORE.  TAX-FREE  INCOME  A  (cc) 

B 

SI 

B 

477.2 

14 

4.25 

0.67 1 

5.4 

6.0 

5.4 

5.2 

19.1 

B 

FRANKLIN  PA.  TAX-FREE  INCOME  A  (dd) 

B-f 

SL 

A 

755.7 

7 

4.25 

0.65 1 

5.5 

6.3 

5.8 

5.3 

13.3 

B 

FRANKLIN  P  R.  TAX-FREE  INCOME  A  (ee) 

B+ 

SL 

A 

216.3 

5 

4.25 

0.75 1 

5.7 

6.5 

5.8 

5.1 

18.4 

B 

FRANKLIN  VA.  TAX-FREE  INCOME  A  (ff) 

B 

SL 

8+ 

376.2 

15 

4.25 

0.69 1 

5.8 

6.2 

5.7 

5.1 

20.9 

B 

GENERAL  CALIF.  MUNICIPAL  BONO 

C 

MC 

C 

291.3 

-1 

0.10 

*     0.77  T 

5.5 

6.2 

5.6 

4.9 

21.0 

□ 

GENERAL  MUNICIPAL  BOND 

C 

ML 

C 

600.1 

-8 

0.10 

•      0.87 1 

5.0 

5.4 

4.9 

5.1 

20.3 

□ 

GENERAL  N.Y.  MUNICIPAL  BOND 

C 

MY 

C 

293.8 

-7 

No  load 

0.90 1 

6.4 

6.3 

5.4 

4.6 

19.7 

g 

HANCOCK  CALIF.  TAX-FREE  INCOME  A 

C 

MC 

C 

306.1 

3 

4.50 

0.75  t 

6.7 

7.1 

6.3 

5.0 

18.4 

HANCOCK  TAX-FREE  BOND  A 

D 

ML 

D 

595.9 

-1 

4.50 

0.85 1 

5.5 

6.5 

5.7 

5.1 

19.5 

B 

HAWAIIAN  TAX-FREE  A 

C 

SL 

B 

647.0 

-2 

4.00 

0.72 1 

5.7 

5.7 

5.4 

4.8 

15.3 

B 

IDS  CALIF.  TAX-EXEMPT  A 

C- 

MF 

O 

254.8 

7 

5.00 

0.75 

5.8 

5.8 

5.2 

5.0 

21.1 

B 

(c)  Fomi  EV  Marattai  H-Y  Mum.  id)  Form,  Evagreen  PA.  T-F.  (e)  Fofm.  Fid.  L-T  Mum.  (f)  Form,  Fid-  N  Y.  Mum  (g)  Fomi,  Frank.  AL  T-F 1.  (h)  Form.  Frank,  AZ.  T-F 1,  (i)  Form,  Frank  CA.  H-Y  Muni,l,  (])  Form,  Frank.  C 

(k)  Fcrni.  Frank.  CA.  T-F,  1,  (1)  Form  Frank  CO,  T-F  1.  (m)  Form.  Frank.  CT,  T-F  1,  (n)  Fcrm,  Frank.  Fed.  T-F  1.  (o)  Form,  Frank,  FL  T-F  1,  (p)  Form,  Frank,  GA,  T-F  11,  (q)  Form,  Frank.  H-Y  T-F  1,  (r)  Form,  Frank  Ins.  T- 

Frank  MD.  T-F  1,  (t)  Form.  Frank,  MA,  Ins,  T-F  Inc,  1,  (u)  Form,  Frank.  Ml.  Ins.  T-F  1.  (v)  Form.  Frank  MN.  Ins.  T-F  1.  (w)  Form,  Frank  MO,  T-F  1,  (x)  Form.  Frank  NJ.  T-F  1.  (y)  Form.  Frank.  NY  Ins.  T-F  1.  (z)  Form.  Fra 

(aa)  Form.  Frank.  N.C.  T-F  1.  (bb)  Form.  Frank  OH.  Ins.  T-F  Inc  1.  (cc)  Form.  Frank.  OR,  T-F  1 

(dd)  Form,  Frank  PA  T-F  1,  (ee)  Form.  Frank.  PR.  T-F  II, 

(tf)  Form.  Frank.  VA  T-F  1. 

DATA- 

MORNINGSTAR,  INC. 

Ch 

Business  calling  made  clear. 


ntroduci  ng 

rhe  Sprint  PCS  Free  &  Clear  Plan 

ree  long  distance,  clear  calling 


ntroducing  predictable  wireless  calling.  Sprint  PCS  Free  &  Clear  Plans,  all  with  free 
ong  distance.  One  fixed  monthly  rate  gives  your  employees  the  freedom  to  call  anyone, 
inytime,  anywhere. 

•  Free:  Long  distance  is  always  free  and  you'll  pay  no  roaming  charges  -  whenever  you 
call  from  anywhere  on  our  nationwide  network. 

•  Clear:  Be  confident  that  you  can  have  crystal-clear  conversations  wherever  you  are, 
because  your  phone  works  the  same  and  costs  the  same  everywhere  on  our  network. 

]all  us  today  and  compare  Sprint  PCS  to  your  current  wireless  provider, 
fhe  clear  alternative  to  cellular:"  .for  business. 


$49.99  •  400  minutes 


$69.99 


minutes 


$99.99  •  1000  minutes 


$149.99  •  1500  minutes 


Sprint 


1-888-214-1559  •  www.sprintpcs.com/clear 


Sprint  PCS 


S  Free  &  Clear  Plans^"  may  be  combined  wich  Sprint  residential  long-distance  promotions  and  may  not  be  used  in  conjunttton  with  certain  other  promocions.  discounts  and  contests.  These 
lal  rate  plans  are  available  for  both  new  and  existing  customers  between  January  1  1,  1999.  and  March  7.  1999  The  Sprint  PCS  Free  &  Clear  Plans  cannot  be  combined  with  the  Off- Peak/Weekend 
dd-a-Phone.  Prepaid  plans  or  Association  Prmng,  Overage  rate  for  $49.99/400  is  $0.30  per  minute.  Overage  rare  for  $69. 99/600  is  $0.25  per  minute.  Overage  rate  for  $99.99/1000  is  $0.25  per 
'verage  rate  for  $149.99/1  500  is  $0.25  per  minute  Two-year  contract  required  Calls  made  while  roaming  off  the  Sprint  PCS  nationwide  network  are  charged  at  $0  69  per  minute  or  $0.39  per 
>epending  on  local  market-specific  offers.  Calls  made  while  off  the  Sprint  PCS  nationwide  network,  whether  local  or  long  distance,  will  not  be  offset  by  included  minutes.  Any  applicable  long- 
ucs  charged  on  calls  made  while  roaming  off  the  Sprint  PCS  nationwide  network  vary  by  provider  Availability  of  the  Sprint  PCS  Free  &  Clear  Plans  is  subject  to  credit  to  business  approval,  ©1999 
ctrum  L  P  All  rights  reserved  Sprint,  Sprint  PCS  and  the  diamond  logo  are  registered  trademarks  of  Sprint  Communications  Company,  L  P.  used  under  license  Sprint  Personal  Communication 
s  a  rc-gi^tered  serviLt-  m.irk  of  Sprint  CommunKatinn'.  (ompany.  1.  P.  used  under  license   Sprint  PCS  Phone  is  a  trademark  nt  Sprint  Communxatinns  Cumpany,  L.P.  used  under  license. 


MUTUAL  FUND  SCOREBOARD 


Bond  Fu](* 


FUND 


RATING     CATEGORY     RATtNG  SIZE 


FEES 


(COMPARES risk-adjus'e: 

Of  EACH  FUND  AGAiNST  All  riJND5^ 


-SSETS 


■  r,  CATEGORY' 


%CHG. 
1997-98 


SAl£S 
CHARGE  (%) 


EXPENSE 


PERFORMANCE 


I  m.    3  YR.    5  YR. 


PORTFOLIO 


HIST) 


■'lARS, 


IDS  HIGH-YIELD  TAX-EXEMPT  A  B  ML  B  5728.2  -1  5.00  0  70 

IDS  INSURED  TAX-EXEMPT  A  F  ML  F  459.1  -1  5.00  0.74 

IDS  MINN.  TAX-EXEMPT  A  C  SL  B  396.2  4  5.00  0.75 

IDS  TAX-EXEMPT  BOND  A  D  ML  D  985.3  -2  5.00  0.73 

INVESCO  TAX-FREE  LONG-TERM  BOND  C-  ML  C-  208.9  -5  No  load  0.91  ^ 


5.4 
5.5 
5.9 
5.5 
4.7 


5.8 

5.1 
5.9 
5.7 
5.2 


5.7 
4.9 
5.5 
5.4 
4.9 


5.5  20.1  QBE 

4.9  20.9  BHE 

5.5  20.8  BBS 

4.9  17.9  □□Ei 

4.1  g.g  BBES 


KEMPER  MUNICIPAL  BOND  A  C-  ML 

KEMPER  STATE  TAX-FREE  INCOME  CALIF.  AC  MC 

KEMPER  STATE  TAX-FREE  INCOME  N.Y.  AC  MY 

LEGG  MASON  MD.  T  F  INCOME  PRIM.  SL 

LIMITED  TERM  N.Y.  MUNICIPAL  A  A  MS 


C  3036.4  -A 

C  954.3  -4 

B  265.1  -2 

A  163.3  8 

B+  979.5  27 


4.50  0.68 

4.50  0.79 

4.50  0.83 

2.75  0.70 

3.50  0.83 


5.7 
6.0 
6.0 
5.5 
5.9 


6.1 
5.8 
5.9 
5.6 


6.0 
6.0 
5.9 
5.5 


6.2  5.6 


4.8  17.3  BDE 
4.7  16.2  BDE 

4.6  17.5  BBE 

4.7  16.1  BBE 

4.9  12.6 


LIMITED  TERM  TAX-EX.  BOND  AMERICAN  B+  MS  D  269.1  29  4.75  0.75 

LORD  ABBETT  TAX-FREE  INCOME  CALIF.  A  F  MC  F  242.4  -6  4.75  0.72 

LORD  ABBETT  TAX-FREE  INCOME  NATL.  A  C-  ML  C-  596.8  -2  4.75  0.87 

LORD  ABBETT  TAX-FREE  INCOME  N.J.  C  SI  C-  184.4  -1  4.75  0.82 

LORD  ABBETT  TAX-FREE  INCOME  N.Y.  A  F  MY  F  280.0  -5  4.75  0.85 


5.5 
6.1 
6.4 
6.5 
6.1 


5.8 

6.2 
6.8 
6.5 
6.1 


5.2 

4.7 
5.7 
5.7 
4.7 


4.3 
4.7 
4.8 
4.8 
5.0 


5.6 
21.7 
22.1 
19.6 
18.4 


BDE 
□BE 
□BE 
□BE 

am 

BE 

□Bl 

□E 

□E 

□E 


MAINSTAY  TAX-FREE  BOND  B  C  Ml  C  461.4  -A  5.00"  1.22 

MERRILL  LYNCH  CALIF.  MUNI.  BOND  B  C-  MC  C-  325.1  -11  4.00"  1.14 

MERRILL  LYNCH  MUNI.  INSURED  B  D  ML  D  487.4  -9  4.00"  1.18 

MERRILL  LYNCH  MUNI.  NATL.  B  C  ML  C  416.3  1  4,00"  1.31 

MERRILL  LYNCH  N.Y.  MUNI.  BOND  B  F  MY  F  228.1  -15  4.00"  1.16 


4.8 

5.4 
5.0 
4.5 
5.4 


5.6 

5.8 
5.2 
5.7 
5.7 


4.9 

5.1 
4.7 
5.1 
4.4 


4.5 
4.6 
4.4 
4.7 
4.2 


23.8 
18.8 
17.9 
20.5 
20.5 


MFS  CALIF.  MUNICIPAL  BOND  A 
MFS  MASS.  MUNICIPAL  BOND  A 
MFS  MUNICIPAL  BOND  A 
MFS  MUNICIPAL  HIGH-INCOME  A 
MFS  MUNICIPAL  INCOME  A 


MC 

SL 
ML 
ML 
ML 


223.8 
241.9 
1549.7 
1 148.6 
203.1 


4.75 
4.75 
4.75 
4.75 
4.75 


0.64- 

1.06- 

0.60 

0.89 

1.23- 


5.4 
4.9 
4.9 
5.7 
5.1 


6.4 
5.5 
5.1 
5.8 
6.1 


5.5 
5.1 
5.0 
6.0 
5.6 


4.8  14.5 
5.0  16.2 

4.9  16.2 
5.8  20.5 
5.3  16.9 


□BE 
BBE 
BBE 
BBE 
BBE 


MFS  N.C.  MUNICIPAL  BOND  A  C-  SL  C  365.7  -A          4.75  1.03t  4.9  5.8  5.2  4.7  17.8  BE 

MFS  VA.  MUNICIPAL  BOND  A  D  SL  C-  367.2  -2           4.75  1.03"  5.0  5.2  4.8  4.7  16.4  □{ 

MORGAN  GRENFELL  MUNI.  BOND  A  Ml  A  586.5  58  No  load  0.54  5.4  6.5  6.2  4.6  7.0  DE 

J. P.  MORGAN  TAX-EXEMPT  BOND  B+  Ml  B  453.1  16  No  load  0.64  5.5  5.5  5.3  4.3  7.5  BE 

MSDW  CALIF.  TAX-FREE  INCOME  B  (gg)  C  MC  C  885.4  -3           5.00"  1.33t  5.6  5.4  4.8  4.4  16.0  BE 


MSDW  N.Y.  TAX-FREE  INCOME  B  hh) 

C- 

MN 

C- 

161.8 

-5 

5.00" 

1.41  ^ 

5.3 

5.5 

4.8 

4.0 

16.0 

□Bl 

NATIONWIDE  TAX-FREE  INCOME  D  ii 

D 

ML 

D 

263.3 

2 

4.50 

0.96- 

5.2 

5.8 

4.8 

4.7 

18.6 

□Bl 

NEW  ENGLAND  MUNICIPAL  INCOME  A 

c- 

ML 

C- 

172.7 

-3 

4.50 

0.93- 

5.3 

6.2 

5.2 

5.1 

10.0 

□Bl 

NORTHERN  INTERMEDIATE  TAX-EXEMPT 

MS 

330.3 

14 

No  load 

0.85 

5.2 

4.8 

NA 

3.7 

6.7 

□I 

NORTHERN  TAX-EXEMPT 

ML 

199.8 

30 

No  load 

0.85 

5.8 

5.8 

NA 

4.1 

16.7 

BE 

NUVEEN  FLAGSHIP  ALL-AMERICAN  A 

B 

ML 

B 

285.6 

27 

4.20 

0.81  - 

5.9 

7.0 

6.2 

5.1 

23.1 

BBI 

NUVEEN  FLAGSHIP  CONN.  MUNI.  A 

C 

SL 

B 

222.7 

3 

4.20 

0.78- 

5.8 

6.3 

5.6 

4.9 

20.5 

BBI 

NUVEEN  FLAGSHIP  FLA.  MUNI.  A 

C- 

SL 

c 

307.1 

3 

4.20 

0.84- 

5.5 

5.5 

5.2 

5.0 

22.3 

BEll 

NUVEEN  FLAGSHIP  KENTUCKY  MUNI.  A 

c 

SL 

B 

465.4 

5 

4.20 

0.77- 

5.3 

6.0 

5.7 

5.0 

21.7 

Ba 

NUVEEN  FLAGSHIP  LTD.-TERM  MUNI.  A 

B-f 

MS 

D 

448.9 

4 

2.50 

0.77- 

5.0 

5.3 

4.8 

4.7 

6.4 

□□1 

NUVEEN  FLAGSHIP  MICH.  MUNI.  A 
NUVEEN  FLAGSHIP  MO.  MUNI.  A 
NUVEEN  FLAGSHIP  N.C.  MUNI.  A 
NUVEEN  FLAGSHIP  OHIO  MUNI.  A 
NUVEEN  FLAGSHIP  TENN.  MUNI.  A 


SL 
SL 
SL 
SL 
SL 


267.8 
241.8 
186.3 
479.8 
287.8 


4.20  0.84^ 

4.20  0.87- 

4.20  0.86- 

4.20  0.85- 

4.20  0.82- 


5.6 
5.8 
5.5 
5.8 
5.5 


6.0 
6.3 
5.8 
5.7 
6.0 


5.7 
5.6 
5.2 
5.4 
5.5 


4.9  20.1 

4.9  21.3 

4.9  21.9 

5.0  21.5 

4.9  21.5 


BE 

BE 

BBI 

BE 

BE 


OPPENHEIMER  CALIF.  MUNICIPAL  A                 C-  MC  C  311.9  4  4.75  0.92-  5.9 

OPPENHEIMER  MUNICIPAL  BOND  A                  C-  ML  C-  594.0  1  4.75  0.87-  6.0 

OPPENHEIMER  N.Y.  MUNICIPAL  A                     D  MY  D  600.9  -5  4.75  0.86-  5.9 

PACIFIC  HORIZON  CALIF.  MUNI.  BOND  A  (jj)     C-  MC  C-  221.1  2  5.50  0.90  6.5 

PAINEWEBBER  NATL.  TAX-FREE  INCOME  AD  ML  D  228.9  -1  4.00  0.91  -  5.6 


6.8  5.9  4.8  20.9  □! 

6.9  5.6  5.0  16.9  □! 
6.4  5.2  5.0  17.7  QBl 
6.3  5.6  4.4  13.8  BBE 
5.6  4.9  4.6  19.2  □BE 


PIONEER  TAX-FREE  INCOME  A  C  ML  C  392.3  -5  4.50  0.93-  6.1  6.2  5.5  4.4  17.8 

T.  ROWE  PRICE  CALIF.  TAX-FREE  BOND  B  MC  B+  219.6  17  No  load  0.58  6.4  6.7  6.1  4.8  17.3 

T.  ROWE  PRICE  MD.  TAX-FREE  B+  SL  A  1036.7  14  No  load  0.51  5.2  6.2  5.8  5.1  15.9 

T.  ROWE  PRICE  N.Y.  TAX-FREE  B  MY  A  209.8  23  No  load  0.61  6.5  6.6  6.0  4.8  19.3 

T.  ROWE  PRICE  TAX-FREE  HIGH-YIELD  A  ML  A  1344.5  1  2  No  load  0.72  5.6  6.9  6.4  5.3  19.7 


T.  ROWE  PRICE  TAX-FREE  INCOME  B  ML  1481.3  7  No  load  0.55  6.0  6.2  5.9  5.1  17.2 

T.  ROWE  PRICE  TAX-FREE  SHORT-INTERM.  A  MS  B  458.5  4  No  load  0.54  5.0  4.8  4.5  4.1  4.3 

T.  ROWE  PRICE  VA.  TAX-FREE  B.^  SL  A  269.5  19  No  load  0.65  6.2  6.4  6.0  4.8  17.2 

PRUDENTIAL  CALIF.  MUNI.  CALIF.  INCOME  A  Bi-  MC  B+  189.3  16           3.00  0.68-  6.5  7.0  6.9  5.2  17.0 

PRUDENTIAL  MUNI.  HIGH-INCOME  B  (Kk)  B+  ML  B^  664.6  -1           5.00"  1.04  -  5.0  6.1  6.0  5.5  17.9 


PRUDENTIAL  MUNI.  INSURED  A  C-  ML  C  250.6  10  3.00  0  68 

PRUDENTIAL  MUNICIPAL  N.Y.  A  C-  MY  C  183.1  4  3.00  0.73 

PRUDENTIAL  NATL.  MUNICIPALS  A  C  ML  C  487.2  -1  3.00  0.70 

PUTNAM  CALIF.  TAX-EXEMPT  INCOME  A  C  MC  C  3052.5  -2  4.75  0.74" 

PUTN AM  FLA.  TAX-EXEMPT  INCOME  A  C-  SL  C  240.5  -1  4.75  0.96- 


6.0 
6.3 
5.4 
6.4 
5.1 


5.8  5.6 

5.9  5.6 


5.9 
6.2 


5.5 
5.9 


5.6  5.4 


4.7  17.0 

4.8  17.3 

4.9  18.6 
5.6  21.5 
4.8  19.6 


PUTNAM  MASS.  TAX-EXSMPT  INCOME  A  C  SL  B  300.3  4  4.75  0.95-  5.3  6.0  5.8 

PUTNAM  MUNICIPAL  INCOME  A  C  ML  C  835.2  1  4.75  0.95  -  5.6  6.1  5.8 

PUTNAM  N.J.  TAX-EXEMPT  INCOME  A  C-  SL  C  218.7  -3  4.75  0.96  -  4.9  5.8  5.2 

PUTNAM  N.Y.  TAX-EXEMPT  INCOME  A  F  MY  F  1616.8  -7  4.75  0.79-  5.0  5.7  4.8 

PUTNAM  N.Y.  TAX-EXEMPT  OPPORT.  A  B+  MN  B+  166.8  0  4.75  1.00  T  5.3  6.0  6.1 


5.2  19.8 

5.4  8.5 

4.8  18.7 

4.8  10.7 

5.0  18.2 


.'^ornerl)  Dean  I'.i-.er  CA.  Tax-Free  income  B.  (hh)  Formeriy  Dean  Witter  N.Y 
Bond  A.  (kk)  Formerly  Prudential  Municipal  Bond  High-Yield  B. 


Tax-t-ree  Income  B.  (n)  Formerly  Nationwide  Tax-Free  Income 


(lj)  Formerly  Pacific  Horizon  CA.  Tax-Sf 
DATA:  MORNINGSTAR.  INC..  CHICaIiL 


MUTUAL  FUND  SCOREBOARD 


Bond  Fi 


FUND 


RATING    CATEGORY    R'ATING  SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(RATING  COMPARES  FUND 
WITHIN  CATEGORY) 


ASSETS 
$MIL 


%  CHG 
1997-98 


SALES  EXPENSE 
CHARGE  (%)  RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  (%) 
lYR,    3YR,  5YR. 


PORTFOLIO 

YIELD  MATURITY 
(%)  (YEARS) 


PUTNAM  OHIO  TAX-EXEMPT  INCOME  A  C  SL 

PUTNAM  PA.  TAX-EXEMPT  INCOME  A  C  SL 

PUTNAM  TAX-EXEMPT  INCOME  A  D  ML 

PUTNAM  TAX-FREE  HIGH  YIELD  A  B  Ml 

PUTNAM  TAX-FREE  INSURED  B  C-  ML 


B  186.3  1 

C  185.4  -3 

D  1976.5  -A 

C-  1022.7  62 

C  354.5  5 


4.75  0.98t  4.5  5.5  5.3  5.1  17.3 

4.75  0.981  3.7  5.4  5.4  5.0  17.9 

4.75  0.78 1  4.7  5.7  5.1  4.9  9.7 

4.75  0.88 1  5.0  5.8  5.5  5.3  8.9 

5.00**  0.74 1  5.2  5.3  5.1  4.9  18.3 


ROCHESTER  FUND  MUNICIPALS  A  C  MY  B-f  3434.4  21  4.75  0.75 1  8.6  7.4  6.1  5.6  22.0 

SAFECO  MUNICIPAL  BOND  NO-LOAD  C  ML  C  539.9  7  No  load  0.51  6.4  6.7  6.2  5.0  22.0 

SCHWAB  CALIF.  LONG-TERM  T/F  BOND  C  MC  B  193.3  40  No  load  0.49  6.5  6.9  5.9  4.7  19.7 

SCUDDER  CALIF.  TAX-FREE  C  MC  B  340.7  8  No  load  0.78  6.0  6.6  5.9  4.6  12.0 

SCUDDER  HIGH-YIELD  TAX-FREE  B-f  ML  B+  430.5  28  No  load  0.90  6.4  7.6  6.3  5.0  9.6 

SCUDDER  MANAGED  MUNI.  BONDS  B  ML  B  735.2  1  No  load  0.64  6.2  6.5  5.9  4.9  9.7  Bl 

SCUDDER  MASS.  TAX-FREE  B  SL  B+  404.5  12  No  load  0.76  6.2  8.3  5.8  4.3  8.5  Qi 

SCUDDER  MEDIUM-TERM  TAX-FREE  B+  Ml  B  676.8  3  No  load  0.74  5.6  5.7  5.5  4.5  6.3  B| 

SCUDDER  N.Y.  TAX-FREE  C-  MY  C  214.8  12  No  load  0.83  5.9  6.2  5.6  4.4  12.7  Ql 

SEI  TAX-EXEMPT  INTERM.-TERM  MUNI.  A        B+  Ml  B  532.8  66  No  load  0.60 1  5.6  5.8  5.3  4.1  8.0 

SIT  MINN.  TAX-FREE  INCOME  A  MS  A  230.4  80  No  load  0.80  6.1  6.8  6.5  5.0  19.8 

SIT  TAX-FREE  INCOME  A  Ml  A  800.5  77  No  load  0.76  6.3  7.3  6.7  5.0  17.0 

SMITH  BARNEY  CALIF.  MUNICIPALS  A  B  MC  B+  749.4  15  4.00  0.71  t  5.5  7.4  7.1  4.7  18.5 

SMITH  BARNEY  MANAGED  MUNIS.  A  B  ML  B  2484.9  8  4.00  0.68 1  4.6  7.0  7.0  5.0  17.7 

SMITH  BARNEY  MUNI.  LTD.  TERM  A  A  Ml  B+  293.9  16  2.00  0.75 1  5.7  5.8  5.4  4.9  11.0 


□1 

Bl 

ai 

m 

Bl 

□1 
□1 

Bl 


Bl 


SMITH  BARNEY  MUNI.  NATIONAL  A  B  ML  B+  402.5  10           4.00  0.70t  5.6  6.6  6.3  5.5  17.9 

SMITH  BARNEY  MUNI.  N.Y.  A  B  MY  B+  564.0  2           4.00  0.71  t  5.9  6.8  6.3  5.1  21.7 

SMITH  BARNEY  MUNI.  HIGH  INCOME  B  (II)  B  ML  B  443.3  -17           4.50**  1.32 1  5.0  6.0  5.2  4.8  18.7 

SMITH  BARNEY  N.J.  MUNICIPALS  A  C  SL  B  168.0  9           4.00  0.76t  6.0  6.5  5.6  5.1  17.4 

STAGECOACH  CALIF.  TAX-FREE  BOND  A  B  MC  B+  492.0  -3           4.50  0.75 1  6.8  6.6  6.2  4.5  14.8 

STATE  ST.  RESEARCH  TAX-EXEMPT  A  C-  ML  C-  206.2  -1           4.50  1.08t  5.8  6.3  5.4  4.8  19.8 

STEIN  ROE  HIGH-YIELD  MUNIS.  A  ML  A  329.3  0  No  load  0.75  5.3  6.4  6.4  5.3  17.2 

STEIN  ROE  INTERMEDIATE  MUNIS.  B+  Ml  C  200.6  0  No  load  0.70  5.4  5.7  5.2  4.5  8.8 

STEIN  ROE  MANAGED  MUNICIPALS  B  ML  B-f  579.2  -3  No  load  0.72  5.5  6.2  5.7  5.0  14.9 

STRONG  HIGH-YIELD  MUNI.  BOND  A  ML  A  641.7  45  No  load  0.70  5.3  8.0  7.4  5.7  11.4 


STRONG  MUNICIPAL  ADVANTAGE 
STRONG  MUNICIPAL  BOND 
STRONG  SHORT-TERM  MUNI.  BOND 
TAX-EXEMPT  BOND  OF  AMERICA 
TAX-EXEMPT  FUND  OF  CALIF. 


B 

B-f 
B-f 
B 


MS 
Ml 
MS 
ML 
MF 


C- 
C- 
B-f 
C 


1746.0 
348.7 
263.9 

1862.9 
374.2 


89 
45 
46 
12 
19 


No  load 
No  load 
No  load 
4.75 
4.75 


0.40 
0.70 
0.60 
0.66 1 
0.71  t 


4.6 
6.7 
5.6 
6.1 
6.1 


4.8 
7.0 
5.8 
6.5 
6.2 


HA 
5.4 
4.2 
6.2 
6.0 


4.3  0.9 

5.1  10.9 

4.9  2.8 

4.9  7.3 

4.7  7.3 


TAX-FREE  FUND  OF  COLO.  A 
TAX-FREE  TRUST  OF  ARIZ.  A 
TAX-FREE  TRUST  OF  ORE.  A 
THORNBURG  INTERM.  MUNI.  A 
THORNBURG  LTD.-TERM  NATL.  A 


C 
C 
B 

B+ 

B-f 


SI 
SI 
SI 
Ml 
MS 


C 

c- 
c 

B 

c- 


206.9 
403.4 
325.5 
371.3 
822.0 


-4 
2 
4 
18 
-A 


4.00 
4.00 
4.00 
3.50 
2.50 


0.72 1 
0.73 1 
0.69 1 
1.00t 
0.97 1 


4.9 
5.5 
5.5 
5.5 
4.8 


5.3 
5.8 
5.5 
5.7 
4.7 


4.9 
5.3 
5.2 
5.5 
4.5 


4.7  8.1 

4.7  15.3 

4.9  12.3 

4.6  8.4 

4.4  4.2 


Bl 

Bl 
Bl 

in 


THORNBURG  N.M.  INTERM.  MUNI.  A 
UNITED  MUNICIPAL  BOND  A 
UNITED  MUNICIPAL  HIGH-INCOME  A 
USAA  CALIF.  BOND 
USAA  FLA.  TAX-FREE  INCOME 


B-f 

C 

A 

B 

C- 


Sl 
ML 
ML 
MC 
SL 


A 

C 
A 
B+ 
C 


157.1 
985.7 
524.2 
608.3 
180.5 


5 
0 
9 
19 
32 


3.50 
4.25 
4.25 
No  load 
No  load 


l.OOt 
0.67  t 
0.78 1 
0.40 
0.50 


4.9 
5.2 
6.8 
6.9 
6.4 


5.2 

6.5 
8.5 
7.5 
7.3 


4.9 
6.2 
7.6 
6.6 
5.7 


4.6  7.0 

4.9  1 1 .6 

5.7  8.6 
5.2  18.6 
4.9  21.3 


Bl 
□1 
□1 

'm 


USAA  TAX-EXEMPT  INTERM.-TERM  A  Ml 

USAA  TAX-EXEMPT  LONG-TERM  B  ML 

USAA  TAX-EXEMPT  SHORT-TERM  A  MS 

USAA  VIRGINIA  BOND  B-f  SL 

VALUE  LINE  TAX-EXEMPT  HIGH-YIELD  C  ML 


B-f  2252.0  16  No  load  0.37  6.3  6.7  8.1  5.2  9.0 

B-f  2173.0  9  No  load  0.36  6.0  6.9  5.9  5.5  16.6 

B-f  1004.6  7  No  load  0.39  .5.0  5.1  4.8  4.6  2  8 

A  385.1  16  No  load  0.44  6.0  6.8  6.0  5.2  19.9 

C  184.2  -2  No  load  0.63  5.4  5.9  5.2  4.7  19.5 


VAN  KAMPEN  HIGH-YIELD  MUNI.  A  (mm)  A  Ml 

VAN  KAMPEN  INS.  TAX-FREE  A  (nn)  D  ML 

VAN  KAMPEN  MUNICIPAL  INCOME  A  (oo)  C-  ML 

VAN  KAMPEN  PA.  TAX-FREE  INCOME  A  (pp)  C  SL 

VAN  KAMPEN  TAX-FREE  HIGH-INCOME  A  (qq)  B  ML 


A  912.2  15 

D  1321.6  4 

C-  813.4  6 

C  218.3  -2 

B  779.6  11 


4.75  t  0.95 1 

4.75  0.92 1 

4.75  0.89 1 

4.75  1.04t 

4.75  0.94 1 


6.7 
4.4 
5.2 
5.3 
6.0 


7.8 
5.3 
6.1 
5.9 
6.0 


7.4 
5.1 
5.3 
5.5 
5.6 


6.1  20.3 
4.9  20.0 
5.4  19.5  Bl 

5.2  19.0  Bl 
5.6  20.8  Bl 


VANGUARD  CALIF.  INS.  INT.  TAX-EXEMPT  (rr) 

MF 

1033.7 

66 

No 

load 

0.18 

6.1 

6.4 

NA 

4.5 

8.0 

VANGUARD  CALIF.  INS.  LONG  TAX-EXEMPT  (ss) 

B 

MC 

B 

1502.8 

23 

No 

load 

0.16 

6.6 

6.8 

6.4 

4.9 

11.0 

B« 

VANGUARD  FLA.  INS.  LONG  TAX-EXEMPT  (tt) 

B 

SL 

B-f 

892.6 

30 

No 

load 

0.19 

6.7 

6.6 

6.3 

4.8 

9.7 

m 

VANGUARD  HIGH-YIELD  TAX-EXEMPT  (uu) 

B-f 

ML 

B-f 

2767.3 

21 

No 

load 

0.19 

6.5 

6.7 

6.4 

5.2 

12.2 

Bl 

VANGUARD  INS.  LONG  TERM  TAX-EXEMPT  (w) 

B 

ML 

B 

2268 

9 

No 

load 

0.19 

6.1 

6.3 

6.1 

5.2 

10.6 

Bl 

VANGUARD  INTERM.-TERM  TAX-EXEMPT  (WW) 

A 

Ml 

B+ 

7895.6 

15 

No 

load 

0.19 

5.8 

5.7 

5.6 

4.9 

6.4 

□1 

VANGUARD  LIMITED-TERM  TAX-EXEMPT  (xx) 

A 

MS 

B 

2391.2 

13 

No 

load 

0.19 

5.1 

4.8 

4.6 

4.2 

3.3 

aq 

VANGUARD  LONG-TERM  TAX-EXEMPT  (yy) 

B 

ML 

B+ 

1536.7 

20 

No 

load 

0.19 

6.0 

6.6 

6.2 

5.1 

10.7 

Bl 

VANGUARD  N.J.  INS.  LONG  TAX-EXEMPT  (zz) 

B 

SL 

B-f 

1123.7 

16 

No 

load 

0.18 

6.3 

6.0 

5.8 

5.0 

7,9 

Bl 

VANGUARD  N.Y.  INS.  LONG  TAX-EXEMPT  (aaa) 

B 

MY 

B-f 

1421.2 

22 

No 

load 

0.20 

6.2 

6.3 

6.0 

5.0 

9.4 

Bl 

VANGUARD  OH.  INS.  LONG  TAX-EXEMPT(bbb) 

B 

SL 

B-f 

326.8 

26 

No 

load 

0.17 

6.2 

6.3 

5.9 

4.9 

7.5 

Bi 

VANGUARD  PA.  INS.  LONG  TAX-EXEMPT  (ccc) 

B+ 

SL 

A 

1940.2 

9 

No 

load 

0.18 

6.2 

6.3 

5.9 

5.2 

9.0 

Bl 

VANGUARD  SHORT-TERM  TAX-EXEMPT  (ddd) 

A 

MS 

B-f 

1656.8 

11 

No 

load 

0.19 

4.3 

4.0 

3.9 

3.9 

1.2 

ai 

WM  CALIF.  MUNICIPAL  A  (eee) 

C 

MC 

C 

288.5 

-8 

4.50 

l.OOt 

5.9 

6.8 

5.7 

4.8 

19.9 

□1 

WM  TAX-EXEMPT  BOND  A  (fff) 

D 

ML 

C- 

293.3 

56 

4.50 

0.80 1 

4.9 

5.3 

5.2 

4.9 

9.1 

□i 

(II)  Form  Smith  Barney  Tax-Ex.  B.  (mm)  Form.  Van  Kampen  Amer.  Cap.  High-Yield  Muni  A.  (nn)  Form,  Van  Kampen  Amer  Cap,  Ins,  T-F  Inc,  A,  (oo)  Form,  Van  Kampen  Amer.  Cap.  Mum,  A,  (pp)  Form 
pen  Amer,  Cap,  PA,  T-F  Inc,  A,  (qq)  Form,  Van  Kampen  Amer,  Cap,  T-F  High-Inc,  A,  (rr)  Form,  Vang,  CA,  T-F  Ins,  Int,  (ss)  Form,  Vang,  CA  T-F  Ins,  L-T,  (tt)  Form,  Vang,  FLA,  Ins,  T-F  (uu)  Fomi,  Vang,  M 
(w)  Fam,  Vang,  Mum,  Ins,  L-T,  (ww)  Form,  Vang,  Muni,  lnt,-Term,  (xx)  Form,  Vang,  Muni.  Ltd,-Term,  (yy)  Form,  Vang,  Muni,  L-T,  (zz)  Form.  Vang,  N,J,  T-F  Ins,  L-T,  (aaa)  Form,  Vang,  N,Y,  T-F  Ins,  L-T,  ( 
Vang,  OH,  Tax-Free  Ins,  L-T,  (ccc)  Form.  Vang.  PA.  Tax-Free  Ins.  L-T,  (ddd)  Form,  Vang  Muni.  S-T,  (eee)  Form,  Siena  Tr,  CA,  Muni,  A,  (fff)  Form,  Compos,T-E  Bond  A,    DATA;  MORNINGSTAR,  INC  ,  CHL 


MUTUAL  FUND  SCOREBOARD 


Telephone  Nun 


AARP  FUNDS 

800-322-2282 
ABN  AMRO  FUNDS 

800-443-4725 
ACCESSOR  FUNDS 

800-759-3504 

ADVANCE  CAPITAL  I  GROUP 

800-345-4783 

AIM  FAMILY  OF  FUNDS 

800-347-4246 
ALLEGHANY  FUNDS 

800-992-8151 

ALLIANCE  CAPITAL  FUNDS 

800-227-4618 
AMERICAN  CENTURY 
INVESTMENTS 

800-345-2021 

AMERICAN  FUNDS  GROUP 

800-421-4120 
AMSOUTH  FUNDS 
800-451-8379 
AQUILA  GROUP 
800-872-5859 
ARMADA  FUNDS 
800-622  3863 

ASSET  MANAGEMENT  FUNDS 

800-527-3713 

ATLAS  FUNDS 

800-933-2852 

BABSON  FUND  GROUP 

800-422-2766 

BERNSTEIN  FUNDS 

212-756-4097 

WILLIAM  BLAIR  FUNDS 

800-742-7272 

BOND  FUND  OF  AMERICA 

See  American  Funds  Group 

BOSTON  1784  FUNDS 

800-252-1784 

BRINSON  FUNDS 

800-448-2430 

BT  FUNDS 

800-730-1313 

CALIFORNIA  INVESTMENT  TRUST 

800-225-8778 

CALVERT  GROUP 

800-368-2748 

CAPITAL  WORLD  BOND 

See  American  Funds  Group 

CHICAGO  TRUST  MUNICIPAL  BOND 

See  Alleghany  Funds 

CITIFUNDS 

800-721-1899 

COLONIAL  GROUP 

800-426-3750 

COLUMBIA  FUNDS 

800-547-1707 

CONCERT  INVESTMENT  SERIES 

800-544-5445 
DAVIS  FUNDS 

800-279-0279 

DELAWARE  INVESTMENTS 

800-523-4640 

DELAWARE-VOYAGEUR  FUNDS 

See  Delaware  Investments 
DODGE  &  CCX  GROUP 
800-621-3979 
DREYFUS  GROUP 

800-373-9387 

DREYFUS  PREMIER  FUNDS 

800-554-4611 

DUPREE  MUTUAL  FUNDS 

800-866-0614 

EATON  VANCE  GROUP 

800-225-6265 
EV  CLASSIC 

See  Eaton  Vance  Group 


EVERGREEN  FUNDS 

800-343-2898 
EXCELSIOR  FUNDS 
800-446-1012 
FEDERATED  FUNDS 
800-341-7400 
FFTW  FUNDS 
800-762-4848 

FIDELITY  ADVISOR  FUNDS 

800-522-7297 
FIDELITY  GROUP 

800-544-8888 

FIRST  AMERICAN  INVESTMENT 
FUNDS 

800-637-2548 

FIRST  INVESTORS  GROUP 

800-423-4026 

FLAG  INVESTORS  FUNDS 

800-767-3524 
FORTIS  FUNDS 
800-800-2638 
FPA  FUNDS 

800-982-4372 

FRANKLIN  GROUP  OF  FUNDS 

800-342-5236 

FREMONT  MUTUAL  FUNDS 

800-548-4539 

GALAXY  FUNDS 

800-628-0414 

GE FUNDS 

800-242-0134 

GENERAL  FUNDS 

See  Dreyfus  Group 

GLOBAL  TOTAL  RETURN  A 

See  Prudential  Mutual  Funds 

GOLDMAN  SACHS  GROUP 

800-526-7384 

GREAT  PLAINS  FUNDS 

800-568-8257 

GUARDIAN  GROUP 

800-221  3253 

HANCOCK  FUNDS 

800-225-5291 

HARBOR  FUNDS 

800-422-1050 

HAWAIIAN  TAX-FREE  A 

See  Aquila  Group 

HOMESTEAD  FUNDS 

800-258-3030 

HOTCHKIS  &  WILEY  FUNDS 

800-236-4479 
IDS  GROUP 

800-328-8300 

INTEGRITY  MUTUAL  FUNDS 

701-857-0236 

INTERMEDIATE  BOND  FD  AMERICA 

See  American  Funds  Group 

INVESCO  FAMILY  OF  FUNDS 

800-525-8085 

ISG  FUNDS 

800-852-0045 

ISI  FUNDS 

800-955-7175 

JANUS 

800-525-8983 
KEMPER  FUNDS 
800-621-1048 
KEYPREMIER  FUNDS 

800-766-3960 

LEGG  MASON  FAMILY  OF  FUNDS 

800-577-8589 
LEXINGTON  GROUP 

800-526-0056 

LIMITED  TERM  T-E  BD.  AMER. 

See  American  Funds  Group 
LOOMIS  SAYLES  FUNDS 

800-633-3330 


LORD  ABBETT  FAMILY  OF  FUNDS 

800-874-3733 

MAINSTAY  FUNDS 

800-624-6782 

MANAGERS  FUNDS 

800-835-3879 

MARSHALL  FUNDS 

800-236-8560 

MAS  FUNDS 

800-354-8185 

MCM  FUNDS 

800-788-9485 

MENTOR  FUNDS 

800-382  0016 

MERRILL  LYNCH  GROUP 

800-637-3863 

METROPOLITAN  WEST  FUNDS 

800-241-4671 

MFS  FAMILY  OF  FUNDS 

800-637  2929 

MONTGOMERY  FUNDS 

800-572-3863 

J.P.  MORGAN  FUNDS 

800-221-7930 

MORGAN  GRENFELL  FUNDS 

800-550-6426 
MSDW  FUNDS 
800-869-3863 
NATIONWIDE  FUNDS 

800-848-0920 

NEUBERGER  BERMAN  FUNDS 

800-877-9700 

NEW  ENGLAND  FUND  GROUP 

800-225-7670 
NICHOLAS  GROUP 

800-227-5987 

NORTHEAST  INVESTORS  GROUP 

800-225-6704 

NORTHERN  FUNDS 

800-595-9111 

NORTHSTAR  FUNDS 

800-595-7827 

NUVEEN  MUTUAL  FUNDS 

800-351-4100 

OPPENHEIMER  FUNDS 

800-525-7048 

PACIFIC  HORIZON  FUNDS 

800-332-3863 

PAINEWEBBER  MUTUAL  FUNDS 

800-647-1568 
PARKSTONE  GROUP 

800-451-8377 

PAYDEN  &  RYGEL  INVESTMENT 
GROUP 

800-572-9336 

PEGASUS  FUNDS 

800-688-3350 

PHOENIX  FUNDS 

800-243-4361 

PILGRIM  GROUP 

800-334-3444 

PIMCO  FUNDS 

800-927-4648 

PIONEER  GROUP 

800-225-6292 

PREFERRED  GROUP 

800-662-4769 

T.  ROWE  PRICE  FUNDS 

800-638-5660 

PRINCIPAL  MUTUAL  FUNDS 

800-451-5447 

PRUDENTIAL  MUTUAL  FUNDS 

800-225-1852 
PUTNAM  FUNDS 
800-225-1581 
REGIONS  FUNDS 

800-433-2829 


ROCHESTER  FUNDS 

716-383-1300 

SAFECO  MUTUAL  FUNDS 

800-426-6730 

SALOMON  BROTHERS  GRUP 

800-725-6666 
SCHWAB  FUNDS 
800-435-4000 
SCUDDER  FUNDS 
800-225-2470  | 
SEI  FUNDS  ) 
800-342-5734  | 
SELIGMAN  GROUP 
800-221-2783  | 
SIT  GROUP  I 
800-332-5580  ' 
SMITH  BARNEY  GROUP 
800-451-2010 
SOUTHTRUST  FUNDS 
800-239-7470 
SSGA  FUNDS 
800-647-7327 
STAGECOACH  FUNDS 
800-222-8222 
STAR  FUNDS 
800-677-3863 
STATE  STREET  RESEARC 
800-882-0052 
STEIN  ROE  MUTUAL  FUN 
800-338-2550 
STRONG  FUNDS 
800-368-1030 
SUNAMERICA  FUNDS 
800-858-8850 
TAX-EXEMPT  BOND  OF 
See  American  Funds  Group 
TAX-FREE  FUND  OF  CO  A 
See  Aquila  Group 
TAX-FREE  TRUST  OF  AZ 
See  Aquila  Group 
TAX-FREE  TRUST  OF  OR 
See  Aquila  Group 
TCW/DW  FUNDS 
800-526-3143 
TEMPLETON  GROUP 
800-342-5236 
THORNBURG  FUNDS 
800-847-0200  t 
TIAA-CREF  MUTUAL  FUNDf 
800-223-1200 
U.S.  GOVERNMENT  SECUR 
See  American  Funds  Group  v 
UNITED  GROUP 
800-366-5465 
USAA  GROUP 
800-382-8722 
VALUE  LINE  MUTUAL  FUN! 
800-223-0818 
VAN  KAMPEN  FUNDS 
800-421-5666 
VANGUARD  GROUP 
800-662-7447 
VICTORY  GROUP 
800-539-3863 
WACHOVIA  FUNDS 
800-994-4414 
WARBURG  PINCUS  FUNDS 
800-927-2874 
WASATCH  FUNDS 
800-551-1700 
WM  GROUP  OF  FUNDS 
800-543-8072 
WPG  MUTUAL  FUNDS 
800-223-3332 
WRIGHT  FUNDS 
800-888-9471 


I; 
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)rmation  Technology 


UNDS 


OMMUNICATIONS 


UCENT'S 
SCENT 

be  the  phone-gear  colossus  for  the  Internet  era? 


Whether  it's  bushels  of  rabbits' 
feet  or  just  good  management, 
Lucent  Technologies  Inc.  has 
led  a  chaiTned  life.  Since  it  was 
spun  off  from  AT&T  in  1996,  it  has  been 
on  a  dizzying  three-year  streak,  acting 
more  like  a  Silicon  Valley  startup  than  a 
123-year-old  maker  of  phone  equipment. 
Since  Lucent  went  public,  its  shares 
soared  from  ISV:  to  a  high  of  120  on 
Jan.  8.  Meanwhile,  the  Standard  & 
Poor's  500-stock  index  hasn't  even  dou- 
bled. Last  year  alone,  Lucent  nearly 
tripled  shareholders'  money,  compared 
with  a  29%  return  for  the  S&P  500.  Says 
Mark  Herskovitz,  co-manager  of  the 
Dreyfus  Technology  Growth  Fund,  one 
of  Lucent's  largest  shareholders:  "The 
stock  has  been  just  a  monster" 

Until  lately,  that  is.  On  Jan.  21,  Lu- 


\Z  LUCENT'S  SALES  BOOM. 


.AND  PROFITS  SURGE. 


.THE  STOCK  SOARS 


BILLIONS  OF  DOLLARS 

DATA,  COMPANY  REPORT- 


30        0  1  2  3 

►  BILLIONS  OF  DOLLARS,  EXCLUDING  ONE-TIME  EVENTS 
DATA  COMPANY  REPORTS 
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APR,  4,  '96  JAN.  25,  '99 

A  DOLLARS  "ADJUSTED  FOR  SPLITS 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


Information  Technology 


cent  Chairman  and  CKO  Richard  A. 
McGinn  repoited  that  revenues  for  the 
first  fiscal  quarter  had  fallen  well  short 
of  what  Wall  Street  had  foi'ecast — even 
though  profits  were  better  than  expect- 
ed. Instead  of  $10  billion  in  sales,  Lucent 
chalked  up  $9.2  billion.  The  news  fueled 
womes  that  phone  companies  have  be- 
gun to  buy  less  gear  from  Lucent  and 
others.  Lucent's  stock  took  a  drubbing 
that  day,  down  7%,  to  1()6.94,  although  it 
came  back  to  close  at  110  on  Jan.  26. 
And  McGinn?  Despite  the  I'evenue 


To  put  that  in  perspective,  consider 
this:  No  other  $30  billion  company  is 
gi'owing  20%  or  more  a  year,  according 
to  s&F.  To  be  sure,  Silicon  Valley  arch- 
rival Cisco  Systems  Inc.,  the  leading 
maker  of  this  new  digital  networking 
gear,  has  been  gi'owing  at  a  35%  chp — 
but  Cisco  is  less  than  one-third  Lucent's 
size.  For  McGinn  to  deliver  on  his 
pledge,  Lucent  must  win  $6  billion  in 
new  business  this  year,  while  Cisco 
needs  to  add  just  half  that  to  keep  up 
its  torrid  pace. 


what  was  widely  considered 
technology  power  by  persuadi 
ployees  to  set  aside  their  intei 
ferences  and  focus  on  beating  tlj 
off  rivals  such  as  Cisco  and 
Northern  Telecom  Ltd.  He  p 
staff  to  set  sky-high  goals  foJ 
selves — and  then  do  whateverfl 
essary  to  accomplish  them.  Thq 


Duking  It  Out  In  the  New  World  of  Data  Networks 


LUCENT  TECHNOLOGIES 

REVENUES:  $30.1  billion 
PROFITS:  $970  million 
MARKET  CAP:  $134  billion 
►  The  Murray  Hill  (N.J.)  company 
grew  up  as  the  telephone- 
equipment  maker  for  Ma  Bell 
during  its  days  as  the  country's 
phone  monopoly,  making  it  the 
No.  1  seller  of  standard 
phone  gear.  But  Lucent 
is  still  just  a  bit  player  in 
the  hot  market  for 
converged  voice-and-data 
networks.  That  could 
ch&nge,  though,  with  its 
$20  billion  purchase  of 
Ascend,  which  has 
cutting-edge  technology 
rivaling  Cisco's. 


NORTEL 
CEO  ROTH 


shortfall,  he's  feeling  luckier  than  ever. 
He  dismisses  the  notion  that  overall 
spending  on  telecom  gear  is  slowing. 
Oh  sure,  big  guys  such  as  mci  World- 
Com, Bell  Atlantic,  and  BellSouth  are 
paring  back  their  capital  expenditures. 
But  purchases  by  telecom  upstarts  that 
are  building  whizzy  Internet-like  net- 
works will  make  up  the  difference,  he 
says.  And  thanks  to  Lucent's  Jan.  13 
deal  to  buy  Ascend  Commimications  Inc. 
for  $20  billion,  McGinn  thinks  his  com- 
pany now  has  the  cutting-edge  tech- 
nologies to  land  those  new  contracts. 
"We  intend  to  lead  the  networking  rev- 
olution," he  says.  "With  Ascend,  we  will 
become  the  clear  leader." 
AMBITIOUS.  Indeed,  Ascend  is  cixicial  to 
McGinn's  plan  of  transforming  Lucent 
from  the  musty  old  maker  of  jjlain-vanil- 
la  phone  gear  into  a  colossus  supplying 
the  commimications  geai-  for  the  Internet 
era.  He's  so  certain  that  Lucent  is  on 
the  fast  track  that  he  vows  the  compa- 
ny's revenues,  not  counting  Ascend,  will 
hit  $36  billion  this  yeai;  up  from  $30.1  bil- 
lion in  1998 — an  ambitious  20%  increase. 


NORTHERN  TELECOM  (NORTEL) 

REVENUES:  $15.4  billion 
PROFITS:  $829  million 

MARKET  CAP:  $36  billion 
►  The  Canadian  player  is 
No.  2  to  Lucent  in  sales  of 
regular  phone  gear  in  North 
America.  Nortel  has  a  bigger 
international  presence  than 
Lucent  and  a  stronger  position 
selling  data  equipment  to 
corporations — thanks  to  last 
year's  $9  billion  acquisition  of 
Cisco  rival  Bay  Networks. 
The  merger  has  had  a  rocky 
start:  Nortel  warned  of  soft 
demand  for  its  equipment 
last  year  and  said  it  would 
cut  8,000  jobs  in  early 
January. 

Can  McGinn  do  it?  Despite  his  as- 
sm-ances,  slowing  demand  for  communi- 
cations gear  may  trip  him  up.  Several 
analysts  insist  that  spending  on  tele- 
com gear  will  drop  from  15%  gi'owth 
in  1998  to  just  5%  this  year  "Even  Lu- 
cent's management  can't  really  know 
[what  spending  will  be],"  says  Jeffrey 
Heil,  director  of  equity  investments  for 
the  Regents  of  the  University  of  Cali- 
foi'nia,  a  top  Lucent  shareholder.  In  the 
longer  teiTn,  though,  the  Lucent-Ascend 
combo  is  a  powerful  one  that  could 
make  the  equipment  supplier  a  leader  in 
next-generation  networks. 

There's  little  doubt  that  the  feisty 
52-year-old  McGinn  revels  in  such  chal- 
lenges. His  idea  of  relaxation  is  going 
head-to-head  with  fi'iends  in  their  own 
version  of  "Ironman"  races — competing 
in  swimming,  billiards,  golf,  and  basket- 
ball, all  in  one  day.  Once,  rather  than 
lose  a  fish  he  had  hooked,  he  swam 
around  a  pier  to  untangle  his  line. 

At  Lucent,  he's  just  as  relentless. 
Since  stepping  up  to  the  ceo  post  15 
months  ago,  McGinn  has  turned  around 


CISCO  SYSTEMS 

REVENUES:  $8.5  billion 
PROFITS:  $1.35  billion 
MARKET  CAP:  $162  billion 
►  The  Silicon  Valley  powerhouse 
No.  1  seller  of  corporate  data  swi 
and  routers — specialized  comput 
that  direct  traffic  around  the  Intf 
and  corporate  networks.  Now,  Ci' 
marketing  aggressively  to  phone 
companies  that  want  to  build  wli 
new  networks  that  can  handle 
and  voice.  It  has  won  key  orders  e 
startup  phone  companies  such  a 
Qwest  Communications  but  has 
a  harder  time  selling  to  Baby  Be 
which  worry  about  reliability. 

Lucent's  sales  are  climbing  twicd' 
as  before  it  became  mdepender 
But  this  year,  McGinn  may 
Ironman  ways  are  put  to  the  t 
telecom  industi-y  is  entering  a 
wrenching  change,  as  old  phi 
terns  give  way  to  digital  gear  i 
be  the  undeipinning  of  tomoiTov 
al  communications.  The  rise  of 
ternet  is  at  the  heart  of  this  | 
change.  Its  explosive  ti'affic,  ci 
with  the  oodles  of  data  that  " 
tions  are  zapping  between  ofti 
mands  speedy  networks  that  c 
up  information  into  bite-size 
pieces  that  wing  their  way  fast 
"IN  OUR  FAVOR."  What's  more,  t 
equipment  is  so  efficient  that 
eventually  carry  both  data  ai 
traffic.  Most  phone  companies 
are  testing  the  gear  for  voice  s 
and  a  handful  are  offering  it  i 
daily.  That  has  made  data-net 
equipment  a  $45  billion  market 
just  10%  of  the  total  commun 
equipment  market — but  it's  ; 
twice  as  fast  as  sales  of  standar 
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Turn  traditional  thinking  on  its  ear. 

Today,  regardless  of  the  PC  brand  you  choose,  the 
most  important  component  is  not  the  computer. 
It's  the  monitor. 

Yesterday  the  hot  phrase  was  "Monitor  Sold 
Separately"  Today,  it's  "PC  Sold  Separately." 
Technology  blurs  the  lines  between  one  computer 
and  another.  They're  all  fast,  all  loaded,  all  pretty 
much  the  same. 

What's  different,  what's  exciting  is  happening  in 
displays-multimedia  monitors  with  built-in 
teleconferencing  capabilities  and  flat  panel  displays 
you  can  mount  on  the  wall. 

The  new  ViewSonic  VG180,  18.1"  viewable  LCD 
ViewPanel"  is  a  case  in  point.  It  features  a  160° 
viewing  angle,  a  spectacular  true  resolution  of 
1,280  X  1,024,  a  rock  solid  image  and  amazing  per- 
formance. By  putting  ViewSonic's  VG180  ViewPanel 
on  top  of  your  prionty  list,  you'll  ensure  your  Visual 
Computing'"  experience  is  excellent. 

At  ViewSonic  we  developed  the  VG180  with  your 
vision  in  mind.  TCO  '95  certification.  Warranty; 
3  year  parts  and  labor,  one  year  back  light. 
Express  Exchange'  Service  option  available. 

For  more  information  call  800-888-8583 

or  visit  our  website  at: 

www.  ViewSonic.com/busweek 

(800)  886-8583  •  Specilicaiions  subieci  lo  change  wilfioul  noiice 
CopyiigW  ©  1999,  ViewSonic  Coiporalion  •  All  tighls  reserved. 
Corporate  names  anr)  trademarks  are  property  ot  Iheir  respective  companies 
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ment.  So  far.  that  has  been  a  boon  to 
Cisco,  which  dominates  the  U.  S.  mai'ket 
with  a  55"^:  shai-e.  vs.  Lucent's  piddling 
29f.  according  to  BancBoston  Robert- 
son Stephens  analyst  Paul  Johnson.  "I 
think  the  odds  of  Cisco  leading  the  mai'- 
ket are  in  our  favor."  says  John  T. 
Chambers.  Cisco's  CEO. 

Xot  anjTTiore.  ai'gues  McGinn.  With 
Ascend,  McGinn  believes  Lucent  has 
bought  its  way  into  the  new 
digital  futm'e.  Under  ceo  Moiy 
Ejabat,  the  Alameda.  Calif., 
company  has  developed  prod- 
ucts that  are  good  enough  to 
compete  with  Cisco's.  When 
you  combine  Ascend's  technol- 
ogy' ^^"ith  Lucent's  strong  re- 
lationships with  phone  compa- 
nies and  its  reputation  for 
reliabihty.  McGinn  thinks  he 
has  the  industry's  odds-on 
fi'ont-nanner.  Othei"s  agree.  "Of 
all  the  companies  out  there. 
Lucent  is  the  one  that's  closest 
to  the  Holy  Grail  of  offenng 
customei's  a  complete  solution." 
says  Mukesh  Chatter,  founder 
and  CEO  of  Nexabit  Networks 
Inc..  a  Marlborough  (Mass.) 
startup. 

The  data  market  is  so  cna- 
cial  to  Lucent  and  its  nvals 
that  it  reduces  nonnally  civil 
execs  to  snaiiing  rivals.  At  a 
retreat  for  its  top  60  execu- 
tives last  yeai'  outside  Tucson. 
Lucent  put  up  "W'anted" 
posters  with  the  faces  of  Cis- 
co's Chambers,  Nortel  ceo 
John  A.  Roth,  and  other  ex- 
ecutives fi'om  equipment  mak- 
ers. Chambers  was  not 
amused:  "McGinn  made  it  per- 
sonal," he  says.  "It  sent  a  bad 
message  to  his  employees." 
SHORT  END?  McGinn  and  Nor- 
tel's Roth  are  just  as  quick  to 
shng  barbs.  McGinn  ridicules 
Roth  for  saying  that  Nortel 
was  buying  Bay  Networks  Inc. 
to  help  sell  new  digital  equip- 
ment to  phone  companies — and  then 
back]3edaling  to  say  that  Bay  would  in- 
stead sell  to  coi-poi'ations,  its  traditional 
customer  base.  "At  least,  you  should 
get  youi'  message  consistent."  he  snaps. 
As  for  Roth,  he  criticizes  McGinn's  pm-- 
chase  of  Ascend  as  bu\ing  the  wrong 
digital  technology'  at  a  sky-high  price. 
"Twenty  bilhon  later.  Lucent  still  needs 
to  go  shopping."  he  says. 

Indeed,  technologically,  McGinn  may 
yet  find  Wmself  on  the  short  end  of  the 
stick.  What  Lucent  is  buying  in  Ascend 
is  the  top  maker  of  phone  switches  that 


use  a  technology  called  asynchronous 
transfer  mode  (atm).  This  is  the  fii-st 
generation  of  the  technology  that  most 
phone  companies  ai'e  using  to  cany  both 
voice  and  data  tralBc.  But  over  time, 
caniei-s  ai-e  itching  to  move  beyond  atm 
to  a  technology  called  Internet  protocol 
(IP).  Just  Uke  it  soimds.  this  is  what's 
used  on  the  Net.  Most  phone  compa- 
nies don't  think  IP  is  rehable  enough 


LUCENT  BUYS  INTO  THE  FUTURE 

In  the  past  two  years,  Lucent  has  gone  on  a 
bming  spree,  snatching  up  14  companies  with  key 
market  positions  or  technologies.  Here's  a  sampling: 


COMPANY 

ACQUISITION  DATE 


OCTEL 

COMMUNICATIONS 

July '97 


PRICE 


WHAT  IT  DOES 


VOICE  SYSTEMS  1 


$1.8  billion 


The  leading  maker  oi 
voice-mail  systems 
teams  up  with  the  top 
rival  to  its  own  market 


DATA  NETWORKING 


YURIE  SYSTEMS 

April  '98 


$1.06  billion 


A  startup  maker  of  data 
switches  aimed  at 
smaller  networks,  but 
it  hasn't  made 
big  inroads  yet. 


LIVINGSTON 
ENTERPRISES 

October  '97 


$610  million 


A  rival  to  Ascend  and 
3Com  in  Net  access 
gear.  Hasn't  gained 
much  market  share 
to  date. 


PROMINET 

December  '97 


$164  million 


One  of  a  dozen  pioneers 
in  fast  switches  for 
corporate  networks. 


ASCEND 

COMMUNICATIONS 

January  '99 


KENAN  SYSTEMS 

January.  '99 


$19.7  billion 


SOFTWARE 


$1.48  billion 


The  No.  1  seller  of  Net 
access  gear  and  high- 
octane  data  switches 
for  the  Internet. 


A  provider  of  advanced 
billing  and  customer 
care  software. 


for  voice  calls  now — but  it's  getting  bet- 
ter eveiy  day.  Tlie  problem  for  Lucent: 
Cisco  holds  6~'Tc  of  the  IP  market,  while 
Lucent  is  a  tiny  blip  on  the  radar 
screen.  "Even  after  Ascend,  they  still 
have  a  lot  of  work  to  do,"  says  Banc- 
Boston's  Johnson. 

Na\igating  such  digital  di\ides  may 
prove  to  be  as  tough  for  McGinn  as 
wiiat  he  went  thi'ough  overhauling  Lu- 
cent. For  decades,  the  business  that  is 
now  Lucent  had  been  the  sleepy  maker 
of  phone  equipment  for  ATi-T.  It  includ- 
ed the  vaimted  Bell  Laboratories  and  its 


Nobel  piize-winning  technolog 
histoiy  of  supphing  the  countr 
monopoly  made  Lucent  the  op 
scrappy  successes  like  Cisco 
engineei*s  emphasized  btilletpr 
bility  instead  of  rapid  innovati 
often  took  years  to  develop 
and  tended  to  work  on  what  t 
theii"  customers — wanted.  This 
ter  all.  the  company  that  becan 
for  a  variation  on 
Ford's  old  saw:  "You 
any  color  phone  you 
long  as  it's  black." 

Times  have  change 
vanizing  moment  cam( 
when  McGinn  sat  do 
his  top  15  execs  at 
Inn  in  Bemai'dsxille, 
told  them  Lucent's 
w-as  "the  chance  of  a 
to  create  the  kind  of 
they  had  always 
WTien  it  had  been 
side  -AT&T,  the  only  ex 
was  that  the  unit 
crease  its  profits  10% 
AIMING  HIGH.  The 
Studied  how  the  best 
panies  of  that  time 
Inc.  and  Hewiett-Pac 
— had  achieved  pree 
With  McGinn  guidii 
the  execs  conclud 
woidd  have  to  meet 
cious  goal:  increasing 
twice  as  fast  as  the 
the  past.  "You  could 
the  change  in  ener 
Hemy  B.  Schacht,  tl 
Cummins  Engine  C 
who  was  brought  in 
Lucent  during  the  s] 
that  McGinn  could  1 
ropes  of  i-unning  a  pi 
pany.  "Rich  gets  p 
have  expectations 
selves  that  are  grez 
what  they  would  hav( 
own."  adds  Schacht 

And  not  just  in  tl 
tive  suite.  McGinn 
been  instnimental  in  revitali 
Labs.  Just  before  Lucent's  sp; 
coixHng  to  Schacht.  McGinn  tol< 
of  300  scientists:  "You  ai-e  oui 
He  also  linked  their  researc: 
du-ectly  to  Lucent's  fortunes, 
start  out  at       of  sales — and 
10*^  increase  in  Lucent's  reve 
reseai'ch  budget  would  lise  109 
set  up  an  internal  ventm*e-cai 
so  that  scientists  could  get  i 
start  theii"  own  businesses — e  h 
been  funded.  "We  went  fi-om 
one  patent  a  day  to  three  patc- 
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In  1998 

while  striving  to 

imoress 

customers 

we  happened  to 

impress 

the  entire  industry 


Put    a    winner    l  o     work    f  o  r    y  o  u 

Sprint  is  proud  to  be  named  the  Data  Carrier  of  Choice  in  the  1998  Data  Communications  User  Survey.  We  also 
took  top  honors  for  IP  Access,  Customer  Service,  and  Frame  Relay.  ^X■hat's  more,  we  were  given  the  highest  ranking  for 
emet  reliability  and  a  Testers  Choice  Award  in  Data  Comm 's  199S  ISP  Backbone  test.  .\nd  we  were  awarded  Best  Information 
Technology  of  the  Year  by  the  Silicon  Prairie  Technology  .Association  for  Sprint  ION."  our  integrated  on-demand  network. 
We  d  like  to  thank  our  customers  for  a  great  year  in  1998.  and  this  year 
we  think  you'O  be  even  more  impressed  with  us. 
www.ipnnt.com,  data 


Sprint 


We  help  your  business  do  more  business , 
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within  the  first  calendar  year,"  says 
Schacht. 

The  approach  is  paying  off.  In  1997. 
tiny  Ciena  Coii).  clobbered  Lucent  with 
a  new  optical  networking  product  that 
gi'eatly  increased  the  capacity  of  long- 
distance networks.  Bell  Labs'  engineers 
scrambled  to  come  up  with  a  competing 
product — and  delivered  it  to  customers 
last  September,  in  just  12  months.  "We 
didn't  even  have  a  market  position  a 
year  ago,"  says  Daniel  C.  Stanzione,  co- 
chief  operating  officer  and  pi-esident  of 
Bell  Labs.  And  McGinn's  recent 
spate  of  purchases  sends  a  sig- 
nal, too:  If  Bell  Labs  doesn't 
come  up  with  vital  technology, 
Lucent  will  go  out  and  buy  it. 

At  first  blush,  it  seems  odd 
that  McGinn  is  the  one  shaking 
up  Lucent,  given  that  he  worked 
at  AT&T  for  27  years.  But  he  was 
always  something  of  an  outsider. 
Instead  of  working  in  at&t's 
core  phone  business,  he  labored 
in  international  opei'ations,  ran 
its  computer  unit,  and  moved  to 
the  equipment-making  division 
in  1991. 

He  was  known  for  his  outspo- 
ken views  in  the  hushed  suites 
where  radical  views  were  large- 
ly unwelcome.  McGinn,  for  ex- 
ample, objected  strongly  to 
AT&T's  disastrous  1991  accjuisi- 
tion  of  Nf:R  Coip.,  and  he  pushed 
for  years  for  the  Lucent  spin- 
off. "He  was  always  part  of  the 
outside  renegade  culture  at 
AT&T,"  says  David  A.  Nadler,  a 
friend  of  McGinn  and  chainnan 
of  the  telecom  industiy's  Delta 
Consulting  Group  Inc. 

McGinn's  business  sense  surfaced  at 
an  early  age.  Wlien  the  New  Jersey  na- 
tive anived  at  Iowa's  Giinnell  College  in 
1964,  he  set  up  a  late-night  snack  ser- 
vice operating  from  his  dorm  room  so 
students  and  jjrofessors  could  buy  sand- 
wiches after  the  stores  had  closed. 
McGinn  jokes  that  he  "had  a  positive 
cash  flow"  by  the  end  of  his  fii'st  year 
PLAIN  FOLKS.  McGinn  still  seems  more 
entrepreneuiial  than  wing-tip  coi-porate. 
He's  "Rich"  to  eveiyone  at  Lucent,  and 
he  fetches  his  own  lunch  from  the  cafe- 
teria. He  favors  black  mock-turtlenecks 
over  collars  and  ties.  "Ties  restiict  blood 
flow  to  the  brain,"  he  says.  And  he  says 
his  idols  are  Dell  Computer  Corp.'s 
Michael  S.  Dell  and  Nelson  Mandela.  In- 
deed, McGinn  pushed  for  Lucent  to  give 
$5  million  to  improve  gi'aduation  rates  at 
the  predominantly  African  American 
Malcolm  X  Shabazz  High  School  in 
Newark,  N.J.  McGinn  also  has  little  tol- 


erance for  those  who  think  technology 
developments  begin  and  end  in  Sihcon 
Valley.  At  a  recent  speech  in  the  Valley, 
he  thanked  the  organizers  "for  getting 
me  a  visa"  so  he  could  visit. 

Wliat  diives  McGinn  more  than  any- 
thing is  his  need  to  win.  Ben  J.  M.  Ver- 
waayen,  co-chief  operating  officer,  re- 
calls how  McGinn  reacted  the  first  time 
he  told  the  CEO  that  Lucent  had  lost 
what  was  a  very  small  piece  of  busi- 
ness. "He  turned  gray,"  Verwaayen 
says.  "It  was  like  somebody  had  Mt  liim 


in  the  stomach."  \'cr\\aayen  trie'il  in  i-i-- 
assiu'e  McGimi.  "You  win  some,  you  lose 
some,"  he  told  his  boss.  But  McGinn 
would  not  be  consoled.  "I  don't  want 
anyone  here  to  be  a  good  loser,"  he 
snapped.  "We  are  winners." 

McGinn  won't  settle  for  anjlhing  less. 
He  has  told  analysts  that  he  expects  to 
gi'ow  2%  to  5%  faster  than  the  industiy 
average.  How  will  Lucent  reach  that 
mark?  By  liuing  business  away  fi'om  ri- 
vals while  expanding  overseas  and  fo- 
cusing on  the  fastest-gi'owing  markets. 
Besides  data  networking,  that  meims  Lu- 
cent must  sell  loads  more  wireless  equip- 
ment, optical-networking  gear,  sei-vices. 
and  software.  "We're  not  exactly  limited 
by  opportunity,"  McGinn  says,  pointing 
out  that  Lucent  may  be  the  No.  1  equip- 
ment maker  but  still  has  less  than  10% 
of  the  $400  billion  worldwide  market. 

If  McGinn's  tactics  of  the  past  few 
years  are  any  indication,  he  may  yet  out- 


fox his  rivals.  For  one  tiling,  Li;^ 
ecutives  don't  just  listen  to  cu 
they  pepper  them  with  questi 
then  deliver  the  goods  they  n 
year,  that  helped  Lucent  elbo 
fuither  into  the  wii-eless  marke 
it  won  a  contract  fi'om  PiimeC 
al  Communications,  a  top  U.  S 
company,  after  its  equipment 
torola  had  quality  problems.  "Th 
a  lot  of  time  thinl<ing  about  how 
life  easier  for  us,"  says  Lowell  ^ 
PiimeCo's  CEO.  Overall,  Luce; 

HAND  IN  HAND 

Critics  say  McGin 
Ascend's  Ejabat  11 
not  yet  have  quite 
right  mix  of  techn 


30%  of  the  U.  S.  wirel. 
ket,  up  from  25%-  thn 
ago,  estimates  Salomi) 
Barney  analyst  Alex  Ci 
With  the  Ascend  at 
McGinn  is  betting  tha 
make  the  same  kind  of 
in  the  data-networkinu 
Clearly,  Ascend's  tried 
ATM  technology  will  hel| 
win  over  big  phone  ci 
nervous  about  the  les> 
IP  technology  promoted 
and  Nortel.  But  Ascend  to. 
be  the  answer  foi"  the  rf.7 
com  cowboys  cropping 
deregulation.  For  exani) 
ICG  Communications  ii 
wood,  Colo.,  decided 
voice  sei-vice  on  an  IP  jti 
it  asked  Lucent  to  denr 
its  equipment.  "It  didn't  n 
mark."  says  Robert  Flood,  K 
technical  officer.  Instead,  Ciso 
contract,  estimated  at  $5  milli 
lysts  say  Lucent  will  eventual!, 
an  IP  company,  such  as  Juni),. 
works  or  Nexabit  Networks. 

While  McGinn  vows  to  imp  vt 
cent's  teclinology,  he  has  more  im 
concerns.  He  managed  to  call 
over  Lucent's  fii'st-quarter  sh( 
making  hefty  promises  for  th 
quarter  and  fiscal  year  ending 
A  good  chunk  of  Lucent's  marl 
riding  on  wiiether  he  can  meet 
"He  has  called  the  corner  pock 
Johnson.  "Just  winning  the  gii< 
enough.  He  has  to  win  the  way 
With  Ascend  in  hand,  McGin 
ting  he  has  the  winning  shot  li 
By  Peter  Elstrom  in  Mun 
N.  J.,  with  Andy  Reinhardt 
Mateo,  Calif. 
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only  Big  Five 
firm  among  i 
ORTIJNE'stpp 
en  companies 
to  work  for 
in  America? 


Wlio'sthl 


he  answer  is 


Deloitte& 
Touche 


©1999 Deloi tte  &  Touche  LLP  and  Deloitte  Consulting  LLC.  Deloitte  8  Touche  refers 
to  Deloitte  &  Touche  LLP,  Deloitte  Consulting  LLC  and  related  entities. 

vuuuuu.us.deloitte.com 


Special  Advertising  Feature 


Mixing  Business  with  Pleasure  by  Lincoi 


Puzzle  #7 


1 

3 

4 

14 

t  / 

20 

ACROSS 

L  One  of  the  Rockefellers 
6.  rCola 

10.  De  (according  to  law) 

14.  State  a  point  of  view 

15.  Change  for  a  five 

16.  On  with  (equivalent  to) 

17.  New  "electronic  paperback" 

19.  The  first  video  game 

20.  Imitate 

2L  Make  a  mistake 

22.  "The  Millionaire  Ne.xt  Door" 
coauthor 

23.  On  a  cruise,  perhaps 
25.  Size  of  new  TV  sets 

27  bamesandnoble.com  competitor 


30.  Search  for  bargains 

3L  Computerized  message  service: 
Abbr. 

34.  Part  of  a  Wall  Strecter's 
compensation 

35.  CNN  anchor 

36.  Land-subdivision  map 

37.  Controversial  drug  taken  by 
Mark  McGwire 

40.  Dried  up 

4L  "Die  "  (German  newspaper) 

42.  Vacation  purpose,  for  short 

43.  CBS  logo 

44.  Catch  red-handed 

45.  Where  the  world's  priciest 
office  space  is 

4(^.  Former  European  capital 


47.  Payment  misser's  risk 

48.  "Damn  the  tuxedos, 
full  speed  " 

(see  page  at  right) 

5L  Mercury,  for  one 

52.  What  yachts  are  called 

55.  Bank  (on) 

56.  Canadian  rail  car  maker 

60.  Inexperienced  one 

61.  Billion-selling  brand  name 

62.  Part  of  DAT 

63.  Texaco  symbol 

64.  Shipped  out 

65.  Jury  members 

DOWN 

L  Mrs.  David  Copperfield 
2.  Each 


3.  Word  before  president 
chairman 

4.  Printer's  purchase 

5.  Unenviable  grade 

6.  Federal  law  re  terminat: 
employees 

7.  close  to  schedule 

8.  Title  for  Gates 

9.  Bid's  opposite 

10.  Toshiba's  home 

1 L  Well-briefed  about 

12.  Relative  position 

13.  Therefore 

18.  Market  with  high  degi 
of  spending  power 

22.  Slight  decrease, 
as  in  stock  prices 

23.  Sky  color 

24.  Mediocre 

25.  Hammarskjold's  suco 

26.  Sewing-machine  inver 
27  Belittle 

28.  Bucks 

29.  Benedict  Arnold 
co-conspirator 

30.  Partner  of  Royal  Dut 
3L  Fair-haired 

32.  Monopoly  railroad 

33.  NBA  commis,sioner 

35.  Nixon  economic  advi 

36.  Steinway  sale 

38.  Gloria  Vanderbilt  log 

39.  Central  depository 

44.  Silent  approval 

45.  Helen  of  Troy's  mot 

46.  German  chemical  gia^ 

47.  Assembly-line  worker 

48.  Some  traders,  for  shoj 

49.  Fervor 

50.  Exile  isle  for  Napole: 
5  L  Federal  agents 

52.  Aspect 

53.  One  with  will  power? 

54.  Piccadilly  Circus  stan 

56.  Logan  Airport,  on  lu; 

57.  Silver  source 

58.  Criticize 

59.  diligence 


For  answers  to  this  puzzle: 

Turn  to  page  128  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 
www.businessweek.com  (URL:  www.businessweek.com/ adsection/ puzzlesbylincoln/ index.htm) 

Puzzle  created  by:  Stanley  Newman. 


LIKCOLN 


www.  lincolnvehlcles.com 


optional  but  a  300-horsepower  V-8  is  standard  in  the  world's  most  powerful  luxury  SUV  There's  room  for  seven  in  three  rows  of  leather- 
;ats.  And  up  to  8,850  pounds  towing  capacity.  Call  800  446-8888,  visit  wwwJincolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer 


icoln  Navigator.  What  a  luxury 


■models  built  after  12/8/98 


should  be. 


Personal  Businessi 


EDITED  BY  AMY  DUNKIN 


ALL  THE  WORLD'S 
AN  AUCTION 


Before  the  era  of  the 
World  Wide  Web,  au- 
thor and  antiques  col- 
lector David  Maloney  had  to 
search  far  and  wide  to  find  a 
1950s  cut-crystal  Val  St. 
Lambert  pitcher  No  one  in 
his  home  tov,Ti  of  Frederick. 
Md.,  carries  fancy  glassware, 
he  says,  "and  I  would  spend 
days  driving  around  to  yard 
sales  and  little  shops."  Re- 
cently, though.  Maloney 
logged  on  to  the  Net  and  in 
only  15  seconds,  found  a 
store  in  Pennsylvania  that 
canies  40  styles  of  his  covet- 
ed crystal. 

Whether  you  collect  glass- 
ware, home-ran  baseballs,  or 
Ming  vases,  you  no  longer 
need  to  trav- 
el to  fai-flimg 
antiques  fail's 
or  pore  over 
trade  magazines  to  add  to 
yoor  trove.  The  world  of  col- 
lectibles is  expanding  onto 
the  Web  at  a  geometric  rate, 
bringing  unprecedented  effi- 
ciency and  convenience  to  a 
fi'agmented  market.  The  ex- 
plosion of  online  collecting 
and  the  success  of  the 
biggest  auction  site,  eBay, 
prompted  Guemsey's  Auction 
House  to  open  the  bidding 
for  Mark  McGwire's  70th 
home  ran  baseball  to  online 
buyei*s  as  well  as  those  in  the 
salesroom  (it  went  for  $;3  mil- 


YOUR  LIFE 


COLLECTING 


lion,  to  an  anonymous  phone 
bidder).  And  Sotheby's  plans 
to  set  up  shop  on  the  Net  for 
goods  under  $5,000  (BW— 
Feb.  1). 

It's  easy  to  see  why  the 
Web  has  such  appeal.  Buyers 
can  tai'get  obscui-e  items  with 
a  few  keystrokes,  and  sellers 
can  reach  a  much  larger, 
more  varied  market.  Of 
course,  online  buyers  can't 
kick  the  tires  or  size  up  deal- 
ers face  to  face.  But  so  far, 
fraud  is  rare,  and  preventive 
measiu'es  are  increasing. 

Although  you  can  find  an- 
tique armoires  and  vintage 
cars,  dealers  say  the  Net  is 
best  suited  to  smaller  items, 
such  as  books,  coins,  stamps, 
buttons,  and 
textiles  that 
can  be  easily 
scanned  for 
viewing  and  shipped  by  mail. 
There  are  three  basic  ways 
to  go  about  collecting  online, 
says  Maloney,  author  of  Mal- 
oney's  Antiques  and  Col- 
lectibles Resource  Directory 
(Antique  Trader  Publications, 
$28.95).  You  can  seek  out  spe- 
cialty boutiques,  such  as 
Auntie-Dot-Com  (www.aun- 
tie.com)  for  leads  on  dolls;  go 
to  auction  houses  such  as 
Auction  Universe;  or  visit 
virtual  malls  such  as  Buy 
Collectibles.com  (table). 
Prices  aren't  necessarily 


cheaper  on  the  W'eh.  but  it's 
much  easier  to  compare 
them,  and  most  sites  don't 
charge  a  buyer's  commission. 
To  pui'chase  an  early  edition 
of  Mark  Twain's  The  Adven- 
tures of  Tom  Sawyer,  for  ex- 
ample, use  a  specialty  search 
engine,  such  as  w^'w.bib- 
liofind.com,  to  view  descrip- 
tions of  dealers'  inventories. 
The  site  will  provide  details 
on  the  condition,  publisher, 
and  price  of  the  book.  Most 
editions  of  Tom  Sawyer  pub- 
lished in  the  20th  centuiy  sell 
for  about  $10.  But  a  "first 
British  edition  from  1898  lists 
for  $350. 

Since  the  Net  has  opened 
up  a  wider  market,  items 
that  probably  wouldn't  sell  at 
a  local  antiques  show  can  find 
an  appropriate  home. 
Rick  Brow-n,  president 


Where  To  Bid  Online 


NAME 


AUCTION  UNIVERSE 


BUY  COLLECTIBLES 


COLLECTOR  ONLINE 


eBAY 


INTERACTIVE  COLLECTOR    ;  WWW.icOllector.COm 


ADDRESS 


www.auctionuniverse.com 


www.buycollectibles.com 


www.collectoronline.com 


www.ebay.com 


COMMENTS 


Online  auction  Inouse 


Searchable  database 


Matches  buyers  and  sellers 


Web's  biggest  auctioneer 


International  dealers 
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of  XfW-jiaper  Colle 
ciety  of  America  (w 
rybiiff.com),  holds  s 
online  auctions 
"ephemera,"  as  old 
called.  He  recently 
19th  centuiy  receip 
dragstore  in  Cantoi 
Cantonites  setting 
torical  society.  "The 
wouldn't  noiTnaUy  h 
us  because  they 
ephemera  collectors, 
Likewise,  a  1903  bic 
catalog  from  Franc 
bly  would  have  lanj 
a  U.  S.  antiques  s 
French  enthusiasts 
it  up  online  for  $28. 

Indeed,  the  Net's 
gi'apliical  reach  can 
find  bargains.  "Am( 
in  (Jennany  sells  for 
than  in  New 
British  silver  i 
in  France,"  sa 
Corsellis,  CEC 
active  ColIecti| 
don-based  site 
tablished  auctic 
do  business.  T| 
net  is  also  opeil 
exclusive  world 
hoppers.  Inl 
Collector  pro\ici 
about  150  auctn 

FELIX  THE  CAT  L 
BATH  BOTTLE,  X 


000  catalogs  for  free, 
jctor  would  spend 

0  $100,000  a  year  to 
)ur  catalogs  in  the 
ys  Corsellis.  "People 
e  on  the  site  can  see 
vhat  pieces  cost,  and 

doesn't  have  to  be 
ensive." 

/irtual  collecting  has 
ks.  Buyers  can't  ex- 
bjects  for  flaws  or 
rks.  Many  knowl- 
3  old-time  dealers 
computer  literate, 
me  collectors  prefer 

1  of  hunting  in  out-of- 
junk  shops.  "The  av- 
erson  still  wants  to 

feel  the  antiques," 
rry  Kovel,  author  of 
Antiques   &  Col- 
Price  List  (Crown 
ng  Group,  $14.95). 
■ful  lot  of  antiques 
si|  ;s  are  emotional — be- 
)meone  walks  into  a 
d  sees  an  object  they 
iei  t  kid." 

FRAUD.  A  more  seri- 
jill  sem,  perhaps,  is  the 
opeil  risk  of  buying  online 
fforll  su  don't  know  who's 
111  youi'  cash  or  credit- 
loriiii  mber.  Ephemera  col- 
aut'iMrown  lost  $400  on 
^  tien  a  piece  of  United 
CATf  iternational  wire-ser- 
UEil     recounting  Presi- 


dent Kennedy's  assassination 
proved  to  be  a  photocopy.  He 
says  eBay  advised  him  to 
post  negative  comments 
about  the  seller,  who  did  not 
return  his  E-mails. 

Site  managers  attempt  to 
protect  buyers  ft'om  this  sort 
of  electronic  liighway  robbeiy. 
Online    malls    police  the 


"store"  owners,  who  are  re- 
sponsible for  the  goods  they 
sell.  Interactive  Collector 
tries  to  assm-e  consumer  con- 
fidence by  dealing  exclusively 
with  well-established  auction- 
eers, such  as  Phillips  in  Lon- 
don and  Blomqvist  in  Oslo. 
The  site  also  requires  bidders 
to  identify  themselves  by 
credit  cai'd  to  avoid  "shilling," 
when  vendors  employ  friends 
or  other  confederates  using 
the  owner's  account  number 
to  bid  up  prices  on  their 
goods. 

eBay  is  constantly  updat- 
ing secmity,  says  Steve  West- 
ly,  vice-president  for  market- 
ing and  business 
development.  The  company 
recently  said  it  will  provide 
$200  in  free  insurance  per 
transaction  to  cover  problems 
on  smaller  items.  It  recom- 
mends that  people  set  aside 
payment  in  escrow  for  largei- 
goods  until  they're  delivered. 

Fi'aud  victims  have  little 
recourse  after  a  sale  if  they 
can't  reach  the  dealer  except 
to  fight  purchases  through 
credit-cai"d  companies  or  alert 
postal  inspectors  if  transac- 
tions were  done  by  U.  S. 
mail.  So  you  should 
take  precau- 


SURFING  FOR 
BOOMERABILIA 


Remember  those  Beatles  albums 
and  peace  buttons  you  used  to 
own?  That  Lamb  Chop  hand  pup- 
pet? You  can  buy  them  back  and  relive 
your  youth  via  the  Internet. 

Baby  boomers  moving  into  their  middle 
years  are  flocking  to  the  Web  in  search  of 
memorabilia.  BoomerabiUa  include  arti- 
facts from  the  end  of  World  Wai'  II 
through  the  early  1970s  and  emphasizes 
TV.  Looking  to  buy  or  sell  a  Captain  Kan- 
garoo doll  or  a  Batmobile?  How  about  a 
Beverly  Hillbillies  car  or  a  Herman  Mun- 
ster  puppet?  You  can  find  it  online. 

Most  shoppers  head  for  general-auction 
and  collectibles  sites,  such  as  eBay  and  CSM 
Online  (www.csmorJine.com).  But  some  sites 
specialize.  Items  in  their  original  packaging 
fetch  the  most.  A  WHAM-0  hula  hoop  from 
the  '60s  that  sold  for  about  $1  can  command 


tions  before  you  buy.  The  best 
offense  is  knowing  a  lot  about 
what  you  want,  says  Ellen 
Schroy,  editor  of  Warmmt's 
Antiques  And  Their  Prices 
(Ki-ause  Publishing;  $10.95). 
"If  you  find  a  piece  of  De- 
pression glass  in  a  color  that 
it  wasn't  usually  made  in,  you 
have  to  detemnine  if  it's  really 
rare  or  a  reproduction." 

Maloney  advises  people  to 
join  collectors'  gi'oups  in  theii" 
communities  and  online  for 
camaraderie  and  safety.  Buy- 
ers can  get  advice  about  deal- 
ers or  items  of  interest. 
When  possible,  view  the  ob- 
ject in  person  or  at  least  talk 
to  the  dealer  by  phone  be- 
fore buying.  Ask  detailed 
questions  about  condition. 
Work  out  shipping  costs  be- 
forehand, and  don't  buy  if  the 
dealer  doesn't  have  a  reason- 
able return  policy. 

Wliile  the  secmity  risks  of 
online  collecting  grab 
headlines,  Kovel  says  fraud 
has  been  negligible.  (Collectors 
do  take  gambles,  but  for  many 
happy  hunters,  the  inci'eased 
selection  and  convenience  of 
shopping  the  Web 
is  far  outweighing 
its  dangers. 
Pam  Black 


MADE-IN-TAIWAN 
BATMOBILE,  1970s 


up  to  $100  with  the  original  price  tag. 

A  Samantha  doll  from  the  sitcom  Be- 
witched, featured  in  Toy  Scouts' 
(vmw.toyscouts.com)  third  annual  TV  and 
movie  auction  last  fall,  sold  for  $4,296. 
Other  hot  items:  a  Lost  in  Space  robot 
($1,210),  a  Dick  Clark  doll  ($634),  and  a 
Ben  Casey  pillowcase  ($110).  At  Time 
Warp  Toys  &  Collectibles  (www.time- 
warp-toys.com),  you'll  find  cowboys,  vehi- 
cles, rock  'n'  roll,  and  sports  items.  And 
at  Sentimental  Journeys  (www.sentimen- 
tal-joumeys.com),  nostalgia  buffs  can  find 
the  album  Vince  Edivards  Sings  for  $10 
(from  the  actoi-  who  played  Ben  Casey) 
and  a  The  Man  from  U.N.C.L.E.  coloring 
book  for  $35.  Whether  it's  lunchboxes  or 
Barbie  dolls,  "American  culture  from  the 
'50s  and  '60s  is  in  demand  all  over  the 
world,"  says  Jane  Sorensohn-Kahn,  a  Bar- 
bie collector  who  writes  for  Toy  Trader 
magazine.  With  the  Net,  finding  boomer 
kitsch  is  a  snap.  Pam,  Black 


BUSINESS  WEEK  /  FEBRUARY  8,  1999  121 


Personal  Business 


A  SAFE  HOME 

FOR  YOUR  NEST  EGG 


YOUR  MONEY 


MUTUAL  FUNDS 


When  it  comes  to 
investing,  who  does- 
n't like  a  sure  thing? 
That's  the  appeal 

of  stable  value  funds,  which 
aim  for  a  constant  asset  value 
and  pay  a  predictable  annual 
rate  of  return 
— ciUTently  av- 
eraging 6.45%. 

Until  December,  the  only 
way  you  could  get  a  stable 
value  fund  was  if  your  em- 
ployer offered  one  in  a  re- 
tirement or  profit-sharing 
plan.  But  with  contributions 
to  individual  retirement  ac- 
counts at  record  highs,  mu- 
tual-fimd  companies  are  now 
lining  up  to  offer  stable 
value  investments  that  Si-i^^ 
accept  IRA  cash.  Bankers 
Tnjst  has  one,  and  Drey- 
fus, Oppenheimer,  and 
Morley  Capital  Manage-  ' 
ment,  among  others,  will 
soon.  The  funds  are 
closed  to  regular  in- 
vestors the  manage-  / 
ment  companies  want  ' 
to  avoid  because  they  [ 
can  take  their  money 
and  run  at  any  time. 
But  "ultimately,  these 
products  will  be  made 
available  to  the  retail  mar 
ket,"  says  Karl 
Tourville,  whose  Gal- 
liard  Capital  Manage- 
ment in  Minneapolis  is 
preparing  to  offer  one. 

Stable  value  funds  _ 
used  to  invest  only  in 
guaranteed  investment 


fus  Retirement  Income  fund 
hopes  to  accept  ira  money 
by  spring. 

What  provides  the  stabili- 
ty? An  insurance  policy,  or 
"wi'apper."  Purchased  from  a 
bank  or  insurer,  it  protects 
investors'  principal  and  locks 
in  a  return.  Because  stable 
value  fimds  re- 
place maturing 
investments 
with  new  ones  bearing  slight- 
ly different  interest  rates,  in- 
vestors' I'etums  can  fluctuate, 
though  rarely  by  more  than 
10  basis  points  a  year,  says 


The  Lowdown  On 
Stable  Value  Funds 


OBJECTtVE 


Preserve  principal  and  earn 
a  stable  rate  of  return.  Their 


contracts  (Gics),  which    ?^[^^"L^^^'_^_^_^yj^L^_Ll^L^.^-^^^^   For  ira  holders,  the 


KeUi  Hustad  Hueler,  whose 
Hueler  Cos.  in  Minneapolis 
tracks  about  18,000  stable 
value  instmments.  That  pre- 
dictability made  stable  value 
the  top  choice  of  401(k)  in- 
vestors pulling  money  out  of 
stocks  on  Aug.  31,  when  the 
mai'ket  lost  neai'ly  513  points, 
says  benefits  consultant  He- 
witt Associates.  Although  the 
concept's  popularity  has  suf- 
fered since  a  few  insurers — 
and  the  Gics  they  backed — 
went  under  in  the  early  '90s, 
stable  value  still  accounts  for 
16%  of  the  more  than  $1  tril- 
Uon  in  401(k)  plans,  says 
Spectrem  Group.  To  guard 
against  a  bust,  look  for  aver- 
age credit  ratings  of  AA  or 
better  on  both  a  fund's  hold- 
ings and  the  companies  in- 
suring them. 

Stable  value  fimds  are  no 
substitute  for  stocks — they 
don't  grow.  But  they  eani  1.5 
to  2  percentage  points  more 
than  money-market  funds, 
Hueler  says.  And  Wayne 
Gates,  general  director  at 
.John  Hancock  Financial  Ser- 
vices, maintains  that  they  of- 
fer better  diversification 
than  bonds,  which  are 
more  likely  to  rise  and 
fall  with  stocks.  He 
says  investors  wlio  re- 
place bonds  with  less 
volatile  stable  value 
.  funds  can  devote  more 
j  of  a  portfolio  to  stocks 
without  increasing 
verall    risk  levels. 
f  Over  the  past  decade, 
Hueler's  stable  value 
index  even  comes  close 
to  the  returns  on  tax- 
able U.  S.  bond  funds. 

The  price  401(k)  in- 
vestors pay  for  stable 
value  is  restrictions  on 
transfening  assets  into 
money-market  funds. 


are  promises  by  insur- 
ance companies  to  I'e- 
pay  principal  plus  a 
fixed  interest  rate  by 
a  specified  date.  Now, 
they  also  buy  govern- 
ment bonds  and  high- 
quality  asset-backed  se- 
curities and  corporate 
bonds,  says  Robert  Mc- 
Cormish,  whose  Drey- 


PORTFOLIO 


Funds  own  high-quality 
asset-backed  securities, 
corporate  bonds,  U.S.  Treasuries. 


RETURN 


Funds  have  returned  7.19% 
annually  over  the  past 
10  years,  vs.  5.28%  for  money  market 
funds  and  8.45%  for  taxable  bond 
funds. 

DATA;  MORNINGSTAR  INC.,  HUElFr  COS,,  IBC  FINANCIAL  DATA  INC, 


downsides  are  stiff  re- 
demption fees  and  ex- 
pense ratios  that 
average  1%-  a  year,  vs. 
0.3%  for  401(k)  plans. 
But  if  the  concept 
proves  as  popular  for 
iras  as  it  is  with  401(k)s, 
those  expenses  should 
fall  as  competition 
grows.    A7im  Tergesen 


FUND  WAt^fi 


■  Bearish  on  corpo^ 
profits  in  1998,  gro-m 
stock  picker  Fostert 
Friess  gave  investo\ 
the  $5  billion  Brat 
wine  Fund  a 
year  to  forget. 
His  untiniely 
moves  out  of 
and  iMo  the 
market  result- 
ed in  a  0.7% 
loss,  vs.  rivals' 
average  gain 
of  18%.  But 
through  Jan. 
22,  the  fund 
was  up  3.3%, 
vs.  a  Jf.1% 
decline  for  the  Stoif 
&  Poor's  MidCap  ii 
Senior  Writer  Rohe, 
Barker  spoke  with 


i 


Q:  Hoiv's  biisiness?6 
A:  Great,  now  that 
back  on  track.  The  ! 
ings  of  the  other 
that  exceed  [our  ga 
large  portion  of  tho 
vestments  are  Net 
Oui'  philosophy  is 
ed  toward  companii 
three  years  of  profi 
ty  and  more  modes 
price-earnings  ratio 

Q:  So  what's  worki 
A:  Nokia  is  one.  Si 
crosystems  would  l 
other.  Also  emc,  Ty 
teiTiational,  Dayton 
Hudson,  3Com,  Gaj 
Tellabs,  Seagate. 


Q:  If  your  typical 
ing]  is  trading  at 
19  times  your  estiv 
1999  earnings,  wha 
average  rate  of  ear 
growth  you  expect? 
A:  The  average  is 

Q:  Where  do  you  ft 
those  compayiies? 
A:  Telecommunicat 
the  broad  sense — te 
still  almost  half  of 
vestments.  Also  re' 


For  an  expanded  versio 
www.businessweek.com/' 
or  AOL,  keyword:  BW 
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ay  in  the  sky? 

What  makes 
e  stars  twinkle? 

How  does 
I  Internet  work? 


■tiiS 


Actually,  it  works  very  well.  Maybe  because 
so  much  of  it  runs  on  Compaq.  Four  out  of 
the  five  most  popular  Web  sites  are  powered 
by  Compaq.  Hundreds  of  millions  of  hits 
are  handled  by  Compaq  platforms  every 
Three-quarters  of  the  top  ISPs  have  standardized  on  Compaq 
leir  Windows  NT"  based  Web  hosting.  And  if  you've  ever 
ved  e-mail,  chances  are,  we  helped  get  it  to  you.  To  find  out 
the  Internet  can  help  grow  your  business,  feel  free  to  ask  the 
ce  at  1-800 -AT- COMPAQ.  Or  visit  www.compaq.com/moon. 


:oMPAa  Better 


answers. 


©1998  Compaq  Computer  Cofporaiion  All  nghis  reserved  Compaq  is  regisiered  in  the  U  S  Patent  and  Trademaik 
Otlice  Better  answers  IS  a  service  mark  ol  Compaq  CompulerCorporaiion  Windows  NT  is  a  registered  trademark 
ol  Microsoll  Corporation  All  other  names  are  trademarks  O'  registered  trademarks  ot  Iheir  respective  companies 


FOR  W  RATES  MD  IHFC:>''i-  '.^ 

PHOME  312  AW-j5C: 
F«:  .312  46-4-0512  OR  WRITE: 


Corporate  Gifts 


Logo  Tattoos! 


^'"""jwl  S1«9.N!!  ^  ^ 
pkB  Slltaa  SkH  (CA  add  7JS%  sales  tu) 


Caico 


Men  s  Footwear 


MEN  SWIPE  SHOES 

EEE'EEEEEE.  SIZES  5-13 


HITCHCOCK  SHOES.  ISC. 


Trademarks 


TRADEMARKS 


'  Protect  your  logo.  siogan 
or  busines-S  name 


800-67-TRADEMARK 


BusinessWeek 


Marketplace 


HE 
IE 


BUSINESS  I'lE:'  wi:-:" 
SOeiORTHMICH.^^x  ^E'>.:  Sufl^' 


Vanguard  Investors 


TTinmuna.  Vc  ttitt?  ^.     -rartT  ■ 

T*i  "iaiiT  ;  #  ■  .n'laiiir:  see", 
;.£(/  t:,  .':i.r  ~,"£5  "ri;ij"  do?'' 


Business  Services 


I  ' "  SI  -V-  29:  raj?  ratTrc  "  • 
!  RESEARCH  ASSISTANCE  I 


I 


INCORPORRTC 


l.S0().6-:-Q110 


TRRDEMHRK 


CALL  NOW 

SAVE  30°otoS0 


Bl^!lLll'.rjft!!jffl 


I  800  239.4087ext.29 

Fax  I •800'774- 1118 
*rW"W.d  esienerchectt5.com 


in;es!aient  Services 


Upscale  Household  Services 


Publishing  Services 
Publish  Your  Book 


Business  For  Sale 


Unique  Antique  1954 
Working  Grain  Elevator 


406-826-5775 


Franchising 


FrQnchiie~ftT 


sm  '.111  .♦•lie:' 


-TfiiCi  rr  HJX. 


i't-Tr  Z  inrfPSC  T:".ri  — 


(905)  855-2856  23- 


Business  Oppor  ^ 
I  • 


•ndS'C  >T  —  -  i  -  :  -  d 

^  CALL  1-800-33r 


L'mftirj'c--  ■  - 

♦Credit  C  ard> 
♦  Pit.  JO 

iSLHj)55i-:i4iUnr 


Business  Soft' 


MAIL  ORDERS  -  Wl 


^tm.  ■•■.i-.  ^r;  TiTii^i-ii.  t 
rvci  re  "i^;!:!!       'ffis:  n  jre  sun: 


Man 


Venture  Cap 


Corporate  ln\ 
Seeking  To  ' 


•;  203-32_8-2394 
busspian  ^  ixnetc 


Financial  Ser 


S7,500  to  S9 

6,0 

OS  to  12 

Trade  Online  w/Signal 

7/if  real-time  money-making  machine! 

•Stocks  •Fores 

•Futures  •JJeiis 

•Options  •Charting 

*  Streaming  •  Historical 

Internet  Data 

Deliiw  •Ftag!er/cdl 
•Free  Nasdaq   phone  alerts 

Le\^  II 


Sinm  MliKtulayat: 

irc«8SI700.1016ii4n 


ioner's  MBA  &  JD 
IS.  Accredited 
aster.  Bachelor. 
nnticello.edu 
3-661-9414 
105-7935 


MAD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
IX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


MARKETPLACE; 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO,  IL  60611 


Education/Instruction 


linsnwcf  Learning 

iity  offers  accredited  MBA,  no 
needed  Chosen  by  Economist 
e  of  world's  tiest  MBA  programs 


Unii 


ERSITY  I  (800)  MBA-0707 
fibutor  1      Ask  for  ext  20 
■uile  2.  El  Cerrito,  CA  94530 
(Back  literature:  from  your 
ine,  call  (510)  486-8900. 


on/Instruction 


Sol 


«,Leic 


owledge 

d-ciass  faculty  at  Leicester 
;ment  Centre— a  world  leader 
ce  learning 


&  quallficallons  considered 
L&soclatlon  of  Business  School^. 
:hc  Association  of  MBAs 


$500,000 


land  your  business 
iness  loan  that  is 
eed  by  the  Govt, 
ness-capital.org 

-6756  Ext  8006 


AWARD  WINNING 
7  DISfANCE 

(\gEmcAnoN 


MBA  &  MS  Degrees 
Execwffive  Educalion 


811  /imm  M 

iSli 


800.441.4746 

Distance  Education  Training  Council 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate«Bachelor«Master-Doctor 

Business  (fvlqml,  HRM,  Healffi  Care) 
Mariagement  of  Technology, 
Pscfiology,  Law 
Southern  California  University 
for  Professional  Studies 

1840  E  17tfi  St  BW,  Santa  Ana,  CA  92705 
800-477-2254  www.scups,edu 


Education/Instruction 


@ 


COLUMBIA 
BUSINESS 
SCHOOL 


Columbia  Executive  Education 
Learning  that  powers  performance.' ' 


UPCOMING  COURSES 


Finance  and  Accounting  for  the  Nonfinanclal  Executive 

(Mar  21  -  26)    (Jun  13  -  18) 

The  Transition  to  General  Management 

(Apr  18  -  30)    (Oct  31  -  Nov  12) 

Emerging  Leader  Development  Program 

(Mar  14  -  19)    (Dec  12  -  17) 


For  more  information  on  these  and  other  programs: 

Call  212-854-3395  ext.  64 

Visit  our  web  site  at:  www.columbia.edu/cu/business/execed 


Aviation/Fractional  Ownership 


FLEXJSr 

It  s  your  time, 
INVEST  IT  tvisely. 


Our  Flexjet  Fractional  Ownership  program  lets  you 
buy  a  piece  of  a  Learjet  or  Challenger  business 
jet  for  as  little  as  $175,000*.  So  you  can  invest 
the  time  you  currently  spend  waiting  to  fly  in 
something  a  little  more  profitable...  like  taking 
care  of  business. 

To  learn  more,  call  1-800-FLEXJET  (353-9538). 
We're  rea(dy  when  you  are. 

BOMBARDIER 

AEROSPACE 

*  Estimated  annual  after-tax  cost  of  ownership 
(500  occupied  hours  over  five  years)  in  a  Learjet  31A,  Conditions  apply. 


I  he  all-new  versio 
America  Online  is  easie 
and  better  than  ever  It's 
install,  comes  with  FREEliiS 
customer  service,  and  q 
you  with  lots  of  stuf 


can't  find  anywhere 


il 


TO  EXPERlEi 
IT  FIRSTHAND 
1-800-4-ONII 


i 


A  M  E  R.I  0/4  « 


So  easy  to  us* 
no  wonder  it' 


Availability  may  be  limited,  especially  dJ 
©  1998  America  Online.  IrT 


iness  Week  Index 


CTION  INDEX 


ge  Ironi  last  week  -U  i": 
ge  from  last  year:  3.9% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

—  Jan.  16=142.1  — 
1992=100 


May  Sept  Jan 

1998  1998  1999 

Jex  IS  a  4-week  moving  average 

ction  index  fell  in  ttie  week  ended  Jan,  16,  and  ttie  unaveraged 
down  to  141.6,  from  141.7  a  week  ago.  After  seasonal  adjustment, 
wer  output  dropped  5.7%,  witti  ttie  largest  decreases  in  available 
the  souttieast  and  mid-Atlantic  regions.  Crude-oil  refining  plunged 
ith  substantial  dips  m  operations  on  the  West  Coast.  Output  of 
;ks,  coal,  lumber,  and  rail-treight  traffic  increased  during  ttie  week. 

index  copyright  1998  by  Ttie  r^cGraw-Hill  Companies 


G  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

1ICES  (1/22)  S&P  500 

1225.19 

1243.26 

27.9 

TE  BOND  YIELD.  Aaa  (1/22) 

6.17% 

6.16% 

-7.5 

UPPLY.  M2  a/11)  biihons 

$4,425.4  3 

4,430. 7r 

8.9 

ILAIMS.  UNEMPLOYMENT  (1/15)  thous 

346 

360r 

6.8 

;e  applications,  purchase  (1/22) 

278.3 

276.4 

-11.2 

iE  APPLICATIONS.  REFINANCE  (1/22) 

1,572.2 

1,634.4 

-49.2 

Standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept., 
;sn   (Index,  Marcti  16,  1990=100) 


Mortgage 


i 


ST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

FUNDS  (1/26) 

4.84% 

4.55% 

5.52% 

CIAL  PAPER  (1/26)  3-month 

4.75 

4.77 

5.43 

!ATES  OF  DEPOSIT  (1/27)  3  month 

4.86 

4.88 

5.55 

IRTGAGE  (1/22)  30-year 

6.87 

6.93 

7.11 

,BLE  MORTGAGE  (1/22)  one-year 

5.70 

5.79 

5.64 

/22) 

7.75 

7.75 

8.50 

STEEL  (1/23)  thous.  of  net  tons 

UTEST 
WEEK 

2,002 

WEEK 
AGO 

1,865# 

YEARLY 
%  CHG 

-11.6 

AUTOS  (1/23)  units 

104,329 

106,333r# 

3.5 

TRUCKS  (1/23)  units 

125,445 

134,999r# 

11.3 

ELECTRIC  POWER  (1/23)  millions  of  kilowatt-hrs 

63,563 

68,436# 

-2.5 

CRUDE-OIL  REFINING  (1/23)  thous.  of  bbl./day 

14,175 

14,832# 

0.1 

COAL  (1/16)  thous.  of  net  tons 

21,397# 

19,351 

-6.1 

LUMBER  (1/16)  millions  of  ft. 

484.1# 

401,2 

9.7 

RAIL  FREIGHT  (1/16)  billions  of  ton-miles 

25. 6# 

23.6 

-3.8 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  .  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (1/27)  $/troy  oz. 

LATEST 
WEEK 

283.800 

WEEK 
AGO 

286.000 

YEARLY 
%  CHG 

-5.4 

STEEL  SCRAP  (1/26)  #1  heavy,  $/ton 

84.00 

84.00 

-42,3 

COPPER  (1/22)  !Z/lb. 

69.2 

69.6 

-14.1 

ALUMINUM  (1/22)  tUb. 

59.3 

60.0 

-18.2 

COTTON  (1/22)  strict  low  middling  1-1/16  in.,  e/lb.  57.54 

57.67 

-7.4 

OIL  (1/26)  $/bbl. 

11.85 

11.89 

-29.3 

ORB  FOODSTUFFS  (1/26)  1967=100 

205.92 

210.02 

-9.3 

ORB  RAW  INDUSTRIALS  (1/25)  1967=100 

262.80 

264.16 

-12.5 

Sources:  London  Wednesday  final  setting,  Chicago  market.  MetaL 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (1/27) 

LATEST 
WEEK 

1.9050 

WEEK 
AGO 

1.5750 

YEAR 
AGO 

1.1223 

BRITISH  POUND  (1/27) 

1.65 

1.65 

1.64 

CANADIAN  DOLLAR  (1/27) 

1.52 

1.52 

1.46 

EUROPEAN  EURO  1/27] 

1.1454 

1.1567 

NA 

JAPANESE  YEN  (1/27) 

115.75 

113.52 

124.97 

KOREAN  WON  1/27) 

1176.1 

1166.5 

1550.0 

MEXICAN  PESO  1/27) 

10.165 

10.195 

8.310 

TRADE-WEIGHTED  DOLLAR  INDEX  (1/27) 

106.5 

105.6 

109.5 

Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


Sources:  Maior  New  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  Britisti  pound  in  dollars    Trade-weigtited  dollar  via  J  P  Morgan 


in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (ctiart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
l.=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


it's 


E  WEEK  AHEAD 


\V  INCOME 

Feb.  1,  8:30  a.m. EST  >■  Personal 
kely  rose  0,5%  in  December,  and 
■spending  increased  0.6%,  says 
an  forecast  of  economists  polled  by 
&  Poor's  MMS,  one  of  The  McGraw- 
oanies.  In  November,  income  grew 
th  spending  up  0. 1%. 

UCTION  SPENDING 

Feb.  1,  iO  a,m.fsr  ►  Outlays  for 
i  likely  rose  0.5%  in  December, 
iping  0.9%  in  November. 

JRVEY 

Feb.  1,  10  a.m. EST  ^  The  National 
iOn  of  Purchasing  Management's 


business  index  likely  edged  up  to  45%  in 
January,  from  45.1%  in  December.  Falling 
exports  are  hurting  factory  activity. 

FOMC  MEETING 

Tuesday,  Feb.  2>-  The  Federal  Reserve's 
Open  Market  Committee  w\\  meet  to  set 
monetary  policy.  No  economist  surveyed  by 
s&p  MMS  expects  the  Fed  to  change  the  fed- 
eral funds  rate  from  its  current  4.75%.  The 
meeting  continues  on  Feb.  3. 

LEADING  INDICATORS 

Tuesday,  Feb.  2,  10  a.m.EST>  The  Confer- 
ence Board's  index  of  leading  indicators 
probably  increased  0.2%  in  December,  fol- 
lov\/ing  a  0.5%  jump  in  November. 


NEW  HOME  SALES 

Tuesday,  Feb.  2,  10  a.m. est  >  New  homes 
likely  sold  at  an  annual  rate  of  935,000  in 
December,  from  November's  965,000  pace. 

EMPLOYMENT 

Friday,  Feb.  5,  8:30  a.m.EST>  The  s&p  mms 
survey  forecasts  a  150,000  gam  in  nonfarm 
jobs  in  January,  following  a  weather-boosted 
jump  of  378,000  in  December.  The  unem- 
ployment rate  probably  edged  up  to  4,4% 
from  December's  4,3%  rate. 

INSTALLMENT  CREDIT 

Friday,  Feb.  5,  3  p.m.ESTt^  Consumers  in 
December  probably  took  on  $5  billion  in 
new  debt. 
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Special  Advertising  Feature 

Mixing 
Business  with 
Pleasure 
by  Lincoln 


Answers  from  puzzle  #7 
in  Business  Week. 

LINCOLN 

1-800-446-8888 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
M    suSi  rief  ate  indexed  under  their  own  names. 
Sanies  listed  only  in  tables  aie  not  mcluded. 


Koei  Credit  39 
Korea  First  Bank  39 
KPMG  12,72,85 
Krause  Publishing  120 

L 


ABC(DIS)  20 
ABN  Arrro  Asia  (AAN)  38 
Adams  Har1<ness&  Hill  88 
Agouron  Pharmaceuticals 

(AGPH)  53 
Airbus  Industrie  68 
AirTouch  Communications 

(ATI)  68,130 

Alaska  Air  (ALK)  53 

AltaVista  (CPQ)  53 

Amazon  com  (AMZN)  68,87 

American  Airlines  (AMR)  58 

American  International  Group 
(AIG)  85 

American  Skandia  26,34 
America  Online  (AOL)  6, 68, 87, 
88,130 

Antique  Trader  Publications  120 
Archer  Daniels  Midland 
(ADM)  53 

Ascend  Communications 
(ASND)  111 
AT&T(T)  12,111 
Auction  Universe  120 
Auntie-Dot-Com  120 

B 


Delta  Consulting  Group  111 
Deutsche  Bank  (DBK)  34,39, 
64, 68,72,130 
Deutsche  Telekom  (DT)  68 
Diacrin  78 
Digital  Domain  50 
Direct  Hit  22 

Donaldson  Lufkin  Jenrette  40 

Douglas/Gallagher  59 
I  DreamWorks  SKG  50 

Dreyfus  Retirement  Income 
I  Fund  122 

Dreyfus  Technology  Growth 
Fund  111 


Lake  39 

Layton  Bioscience  78 
Legg  Mason  (LM)  53 
Lehman  Brothers  (LEH)  84 
Lewin  Group  53 
Linux  53 
Long-Term  Capital 
Management  37 
Los  Angeles  Lakers  20 
LT  Credit  39 

Lucent  Technologies  (LU)  111 
Lufthansa  68 
Lycos  (LCOS)  88 

Wl   


Reliance  Group  85| 
Renaissance  Finanq 
Securities  53 
RFA  26 

Roberts  Roach  &  / 
Rudick  Asset  I 


BancBoston  Robertson  Stephens 
(BKB)  87,111 
Bank  Austria  88 
Bankers  Trust  (BT)  64,68.122, 

130 

Barnes  &  Noble  (BKS)  68 
Bay  Networks  (BAY)  HI 
Bear  Steams  (BSC)  85 
Bell  Atlantic  (BEL)  68,111 
Bell  Laboratories  (i-U)  IH 
BellSouth  (BLS)  111 
Bertelsmann  68, 130 
Blomqvist  120 
BMW  40 

Boeing  (BA)  34,  68 
Boston  Consulting  Group  87 
BP  Amoco  (BPA)  68,130 
Brandywine  Fund  122 
British  Aerospace  85 
Burapa  Steel  Industries  72 
Burlington  Industries  (BUR)  53 
Butler  Manufacturing  (BBR)  59 
Buy  Collectibles  120 

C 


Eastman  Kodak  (EK)  46 
Eaton  Vance  Prime  Rate 
Reserves  90 

eBay  (EBAY)  87,120.121 
EMC  (EMC)  122 
Ericsson  (ERICY)  68,130 
E*Trade(EGRP)  84,87 
Exxon  (XON)  34 

F   

Fiat  (FIA)  40 

Fidelity  Investments  39, 87 
First  Call  34 
First  Union  (FTU)  50 
Ford  (0  40, 46, 74 
FPA  New  Income  Fund  90 
France  Telecom  68 
Fu|i  Heavy  Industries  74 

G 


Capital  Market  Risk  Advisors  85 
Cash  Technologies  (CHNG)  88 
Caterpillar  (CAT)  34 
Chicago  Bulls  20 
Ciena  111 

Cisco  Systems  (CSCO)  87,111 
Coca-Cola  (KO)  46 
Comstar  (CSTR)  88 
Comcast  (CMCSK)  88 
Compaq  Computer  (CPQ)  22,  53, 
88 

Conference  Board  127 
Crown  Publishing  Group  120 
CSM  Online  121 
Cummins  Engine  (CUM)  111 

D 


Galliard  Capital 
Management  122 
Gap  (GPS)  122 
GE  Capital  (GE)  39, 88 
General  Electric  (GE)  72 
General  Motors  (CM)  40, 46. 74 
Genryme  (GENZ)  78 
Gillette  (G)  64 
Goldman  Sachs  34,  88 
Gruntal  34. 84 
Guangdong  International  Trust  & 
Investment  38 

H  

i«rp^ck^^^ 

Honda  (HMO  50, 74 
Honeywell  (HON)  85 
HSBC  Securities  38 
Hudson  News  53 
Hueler  122 


Mannesmann  68 
Marsh  &  McLennan  (MMC)  85 
Matsushita  (MC)  74 
McDonald's  (MCD)  46 
McGraw-Hill  (MHP)  127 
MCI  WorldCom  (WCOM)  53,111 
McKinsey  64 
Mercer  (William  M )  53 
Merrill  Lynch  (MER)  6, 34, 39, 
46,84 

Metropolitan  Life  39 
MFS  New  Discovery  Fund  87 
Microsoft  (MSFT)  6, 8, 34, 53, 
84, 88 

Mitsubishi  39 
Mobil  (MOB)  34 
Morgan  (J  P)UPM)  85 
Morgan  Stanley  Dean  Witter 
(MWD)  34,  58. 68 
Morley  Capital  Management  122 

Momingstar  90 
Motorola  (MOT)  111,130 
Munder  Capital  Management  87 

N 


Safeguard  Scientjfkl 
Salomon  Smith  Barj 
111 

Sara  Lee  (SLE)  34  j 
Scholastic  (SCHL) 
Schroders  Japan  7i 
Schwab  (Charles)  (| 
Seagate  Technolog 
Sears (S)  87 
Sentimental  Jc 
Silicon  Graphics  (Sl 
Sony(SNE)  22,50 
Sotheby's  120 
Southwest  Airlines 
Spectrem  Group  1 
SportslineUSAlSPl 
Standard  spoor's  I  ' 
38.85,111,122,  * 
Starr  Securities  88  Itiltn^ 
Strohl  Systems  Gra  BS|l)!t 
Sun  Microsystems  .jj^ 

Swiss  Reinsurance|r"'^^ 
T 


Tele-Communicatil. 
ffCOMA)  6, 12  ' 
Tellabs(TlAB)  121  W 
Texaco  (TX)  34 
3Com  (COMS)  12) 


It 


NBA  20 

NCR  (NCR)  111 

Netscape  Communications 

(NSCP)  6 
Neural  Stem  78 

Nexabit Networks  111 

Nike(NKE)  50 

Nissan  (NSANY)  40, 74 

Nokia  (NOKA)  68,122,130 

Northern  Light  22 

Northern  Telecom  (NT)  111 

Northern  Trust  88 

Novartis  68 

O 


Oppenheimer  122 
P 


3M(MMM)  34 
Time  Warner  (T1NX) 
Time  Warp  Toys  & 
Collectibles  121 
Toho  Mutual  Life 
TorofTTC)  85 
Toyota  ffOYOY)  4t 
Toyscouts  121 
Travelers  (C)  39 
TransMolecular  8( 
I  Rowe  Price  87 
Tyco  International 

U  

Unilever  Group  (U^ 
UniSys  (UlS)  34 
United  Airlines 
US  Airways  (U)  51 
Utah  Jazz  20 


tkS! 


i 


ICG  Communications  111 
Industrial  Light+Magic  50 
INGGroep  39 
Inktomi  (INKT)  53,88 
Intel  (INTO  34 
Interactive  Collector  120 
International  Finance  72 
Internet  Capital  88 


DaimlerChrvsler(DCX)  40,64, 

68,72, 74,130 
Dayton  Hudson  (DH)  122 
Dell  Computer  (DELL)  22, 84, 

111 

Delta  Air  Lines  (DAL)  53, 58 


Janus  Flexible  Income  Fund  90 
Japan  Leasing  39 
John  Hancock  46, 122 
Johnson  &  Johnson  UNJ)  53,  84 
Juniper  Networks  111 

K   


Pacific  Data  Images  50 
PaineWebber  (PWJ)  58 
Panasonic  22 
Panasonic  EV  Energy  74 
Paribas  64 
PEM  Technologies  59 
Perseus  Books  Group  8 
Pfizer  (PFE)  84 
Phelps  Dodge  (PD)  34 
Phillips  120 
PIMCO  Funds  90 
PrimeCo  Personal 

Communications  111 
Procter  &  Gamble  (PC)  46 
Progressive  Casualty  Insurance 

(PGR)  50 

Prudential  Securities  39, 53, 87 
Q  


Vanguard  Group 
Van  Kampen  Primi 
Trust  90 
VerticalNet  88 
V.I  Technologies 
Vodafone  (VOD)  ' 
Volkswagen  (VLKfi 
I  Volvo  (VOLVY)  40 

W 


Qwest  Communications 
(QWST)  111 


Warner-Lambert  (V 
Wasatch-Hoisingli 
Fund  90 
Wasserstein  Perell 
WPP  Group  84 

Y 

Yahoo!  (YH00r2; 
Z 


Ziff-Davis  12 


Kearney  (AT.)  72 
Kia  Motors  40 

end  Mil  LI11CO  \vr^^^  --  |    I 
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nberg  Financial  Markets 


L FUNDS 


>  U.S.  Diversified  M  All  Equity 
52-week  total  return 


iingstar,  Inc 


%  change 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

9200.2 

-1.5 

16.2 

NASDAQ  Combined  Composite 

2407.1 

-0.3 

49.4 

S&P  MidCap  400 

374.7 

-2.1 

15.2 

S&P  SmallCap  600 

172.2 

-3.1 

-2.7 

S&P  SuperComposite  1500 

261.5 

-1.2 

24.9 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

517.7 

-2.1 

68.0 

S&P  Financials 

127.3 

-3.7 

10.9 

S&P  Utilities 

248.7 

-0.3 

9.6 

PSE  Technology 

493.7 

1.0 

65.3 

%  change 

rutidun  nriHnnc  1  3 

Latest 

Week 

Year 

London  (FT-SE  100) 

5876.4 

-3.8 

9.4 

Frankfurt  (DAX) 

5061.2 

-1.6 

15.3 

Tokyo  (NIKKEI  225) 

14,450.1 

3.0 

-14.9 

Hong  Kong  (Hang  Seng) 

9719.7 

-5.8 

5.1 

Toronto (TSE  300) 

6651.7 

-0.9 

-1.2 

Mexico  City  (IPC) 

3815.4 

1.1 

-16.1 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield  1.26% 
S&P  500  P/E  Ratio  (Last  1 2  mos.)  32.6 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  24.3 

1.26% 

33.1 

24.3 

1.59% 

24.1 

19.2 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Computer  Software  16.0 

Broadcasting  15.9 

Specialty  Appar.  Retailers  13.2 

Personal  Loans  12.8 

Automobiles  12.3 


Communications  Equip.  132.9 
Specialty  Appar.  Retailers  98.1 
Computer  Systems  92.1 
Genl.  Merchandise  Chains  91.1 
Computer  Software  90.9 


WORST-PERFORMING  Last 
GROUPS  month  % 


Last  12 
months  % 


Hospital  Management  -20.4 
Tobacco  -14.7 
Oil  Exploration  &  Prod.  -12.9 
Property-Casual.  Insurers  -12.2 
Engineering  &  Constr.  -11.0 


Oil  &  Gas  Drilling 
Oil  Exploration  &  Prod. 
Hospital  Management 
Toys 
Metals 


-53.2 
-37.4 
-34.0 
-33.8 
-33.5 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


First  Call  Earnings  Surprise* 


TECHNICAL  INDICATORS 


4.44%    6.93%  2.56% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  1116.4    1113.9  Positive 

Stocks  above  200-day  average  35.0%    37.0%  Positive 

Options:  Put/call  ratio  0.46       0.47  Negative 

Insiders;  VIckers  Sell/buy  ratio  1.43       1.39  Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
signilicant  buying  on  price  weakness 

Price 

1-month 
change 

America  Online 

155 

-2V4 

IBM 

185^/8 

-3=/8 

Lucent  Technologies 

110 

-1 3/r6 

Exxon 

72 '/4 

-2V4 

American  Express 

101^4 

-^'16 

Telebras-ADR 

63^8 

-1 1  V8 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

171^18 

29^16 

Cisco  Systems 

107 '78 

12 '5/1 6 

MCI  WorldCom 

77  '^16 

6 

Intel 

136 '5/16 

14 '3/1 6 

Dell  Computer 

88  V2 

133/4 

Sun  Microsystems 

106% 

21^/8 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.66 

4.69 

5.19 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.46 

4.37 

5.23 

assuming  a  il  /o  tederai  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

4.36 

4.38 

5.12 

Latest 
week 

Last 
week 

Latest  Last 
week  week 

1-YEAR  TREASURY  BILLS 

4.49 

4.53 

5.33 

GENERAL  OBLIGATIONS 

4.08% 

4.16% 

4.82%  4.90% 

10-YEAR  TREASURY  NOTES 

4.67 

4.76 

5.69 

PERCENT  OF  TREASURIES 

87.35 

87.67 

94.05  94.84 

30-YEAR  TREASURY  BONDS 

5.13 

5.18 

5.94 

TAXABLE  EQUIVALENT 

5.91 

6.03 

6.99  7.10 

LONG-TERM  AA  INDUSTRIALS 

6.09 

6.09 

6.60 

INSURED  REVENUE  BONDS 

4.23 

4.32 

5.09  5.18 

LONG-TERM  BB6  INDUSTRIALS  6.75 

6.84 

7.01 

PERCENT  OF  TREASURIES 

90.56 

91.04 

99.32  100.21 

LONG-TERM  AA  TELEPHONES 

6.35 

6.40 

6.96 

TAXABLE  EQUIVALENT 

6.13 

6.26 

7.38  7.51 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Laggards 
%    Four-week  total  return  % 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Perkins  Opportunity 
Internet 
WWW  Internet 
ProFunds  UltraOTC  Inv. 
Munder  NetNet  A 

Leaders 

52-week  total  return 


33.7  Montgomery  Latin  Amer.  R  -31 .3 
32.5  ProFunds  Ultrashort  GTC  Inv.  -23.7 
26.9  Off ithank  Latin  Amer.  Sel.  -23.1 
25.9  Invesco  Latin  American  Gr.  -22.3 

21 .8  Ivy  South  America  8  -20.5 

Laggards 

52-week  total  return  % 


% 


Technology 
Communications 
Small-cap  Growth 
Mid-cap  Growth 
Japan 

Leaders 

52-week  total  return 


11.9  Latin  America 

10.2  Pacific/Asia  ex-Japan 

5.1  Diversified  Emerging  Mkts. 

4.3  Natural  Resources 

3.3  Financial 


% 


Laggards 

52-week  total  return 


-15.9 
-4.1 
-3.2 
-1.4 
-0.9 

% 


Internet 

ProFunds  UltraOTC  Inv. 
Amerindo  Technology  D 
Potomac  OTC  Plus 


283.2  Lexington  Troika  Russia  -79.0 

238.0  Montgomery  Latin  Amer.  R  -63.4 

154.2  American  Heritage  -59.0 

130.2  Potomac  OTC/Short  -58.5 


Dreyfus  Technology  Growth  127.7  Offitbank  Latin  Amer.  Sel.  -54.3 


Technology  69.1  Latin  America  -42.7 

Communications  58.4  Diversified  Emerging  Mkts.  -23.0 

Large-cap  Growth  42.4  Natural  Resources  -22.2 

Large-cap  Blend  25.4  Real  Estate  -16.0 

Mid-cap  Grovrth  24.8  Precious  Metals  -15.2 


s  of  market  close  Wednesday,  Jan.  27,  1999,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Jan.  26  For  a  more  detailed  explanation,  write 
e  S&P  500  companies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  mon-     to  us  or  E-mail  f1gures@bu51nessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 


THE  NEW  ATLANTIC  ECONOMY 


Le  Defi  Americahi  (The  American  CJmllenge)  by  Jean- 
Jacques  Servan-Schi-eiber  and  Japan  As  Number  One 
by  Ezi'a  Vogel  were  defining  political  commentaries  of  their 
time.  The  fii-st  warned  in  the  1970s  that  Em'ope  was  being 
ovei-whelmed  by  America.  The  second  warned  in  the  1980s 
that  the  U.  S.  was  being  overtaken  by  Japan.  As  the  1990s 
come  to  an  end,  it  is  clear  that  neither  is  tioie.  Eui'ope  is  sur- 
prisingly resurgent,  Asia  is  unexpectedly  weak,  and  America 
is  convincingly  renewed.  Predictions  of  a  Pacific  Century, 
with  the  U.  S.  closely  linked  to  Asia,  ai'e  proving  to  be  wrong. 
The  fulcnim  of  world  power  is  shifting  from  the  Pacific  Rim  to 
the  Atlantic  Basin.  A  new  Atlantic  Economy  is  being  created 
based  on  converging  coi-porations,  similar  economic  pohcies, 
and  shai'ed  ciJtural  values.  As  Asia  tiuTis  a  fi-etful  face  toward 
market  capitalism,  a  Euro-American  era  appears  increasingly 
likely  to  dominate  the  early  21st  centuiy. 

How  did  this  surj^rising  turn  of  events  come  about?  The  fast, 
high-tech,  high-growth  pace  set  by  the  U.  S.  in  the  '90s  polar- 
ized the  global  economy.  Asia  could  not  sustain  it.  Japan 
stalled,  and  a  volatile  mix  of  hot  capital,  cronyism,  and  plum- 
meting piices  caused  emerging  nations  to  crash  and  bum. 
Eui'oj^e,  by  contrast,  tluived.  Although  it  suffers  slow-gi"owth 
restinctuiing  pains  akin  to  the  U.  S.  a  decade  ago,  Eiu-ope  is 
regaining  its  competitive  spirit.  Increasingly,  Europe  and 
America  ai'e  treated  as  a  single  economic  society  by  coi-pora- 
tions,  techies,  investors,  and  job-hopping  executives. 

The  commonalities  and  convergences  abound.  Although 
Eui'opean  intellectual  elites  may  wince,  the  Anglo-Saxonization 
of  the  Continent's  business  culture,  with  its  focus  on  share- 
holder value,  flexibility,  and  transparency  has  turned  Eu- 
rope's stodgy  companies  into  a  herd  of  ferocious  competi- 
tors. Leaping  across  the  Atlantic,  they  are  buying,  merging, 
or  linking  up  with  American  rivals.  DaimlerChrysler.  BP 
Amoco.  Bertelsmann-America  Online.  Vodafone-AirTouch. 


While  politicians  in  Washington  and  Brussels  bick 
bananas,  CEOs  like  Daimlei-'s  Jiirgen  Schi-empp  and  C 
Robert  Eaton  are  throwing  lines  across  the  sea. 

America's  obsession  with  technology  is  also  playin 
ropean  strengths.  Nokia  zigged  when  Motorola  zagg( 
switch  from  analog  to  digital  cell  phones  and  grab 
lead.  Even  Europe's  retrogi-ade  instincts  for  regulatioi 
By  mandating  one  digital  standard  for  the  Continent, 
created  a  huge  base  for  Nokia  and  Ericsson.  Along  t 
nological  frontier,  the  U.  S.  has  the  Intemet,  but  Euro 
the  commanding  heights  in  individual  mobile  commui 

The  final  equalizer  is  the  euro.  Having  a  single 
uniting  a  region  that  neatly  parallels  the  U.  S.  in 
tion,  gross  domestic  product,  trade,  publicly  listed 
nies  (9,000  plus),  technology,  and,  with  time,  capital 
could  make  Europe  the  mitror  image  of  America.  A  e 
trades  closely  vdth  the  dollar  allows  global  investors 
uate  all  listed  companies  in  the  Atlantic  Economy 
same  time  vdth  the  same  criteria. 

History  teaches  that  nations  and  regions  can  rise  ai 
the  flick  of  a  decade.  In  this  fading  century,  Europe 
ca,  and  Asia  have  nm  the  cycle  many  times,  trippir 
then"  own  hubris,  then  regrouping  to  com.e  back.  Tod 
rocked  by  crisis,  is  still  in  shock.  Japan,  like  most  of . 
pears  torn  between  reforming  and  opening  its  ecoi 
closing  it  further  to  the  volatility  of  market  capital] 
right  combination  of  capital  I'egiilation,  foreign  investn 
favorable  tenns  of  ti'ade  could  reignite  Asia  once  aj 

Until  then,  the  emerging  Atlantic  Economy  v\all 
pace  for  the  world  economy.  Last  year,  when  CEOs 
ical  leaders  gathered  for  the  World  Economic  F 
Davos,  Switzerland,  Americans  were  seen  as  walking 
year,  Eiu^opeans  vdll  be  doing  a  bit  of  strutting  of  tl 
Together,  they  ar-e  waltzing  into  the  future. 


INSURE  CORPORATE  EARNINGS?  BAD  IDEA 


America's  coi"poi'ate  cultui'e  is  in  good  shape,  as  the  stock 
market  will  testify.  There's  a  healthy  focus  on  the  bottom 
line,  an  emphasis  on  designing  hot  new  products,  a  drive  to 
use  the  Intemet,  and  a  global  perspective.  But  every  once  in 
a  while  something  tmly  wacky  spins  out  of  the  coiporate 
ether.  Earnings  insurance  is  surely  one  of  them. 

Insiu-ance  companies,  it  appears,  are  selling  what  one  calls 
Enteqjrise  Eainings  Protection  Insurance,  which  promises  to 
cover  any  operating  eamings  shortfall  caused  by  events  be- 
yond management's  control.  So  if  Brazil  unexpectedly  deval- 
ues, you're  protected.  La  Nina  disiiipting  the  weather?  It's 
0.  K.  Interest  rates  suddenly  spike?  Don't  worry.  Be  happy. 

Now,  no  one  likes  volatility,  and  taking  risks,  is,  well, 
risky.  But  that's  what  managers  are  paid  to  do.  Earnings  in- 


sui'ance  takes  the  accountability  out  of  management 
arates  performance  and  pay.  And  it  can  lull  execut 
sins  of  omission  and  commission.  Everyone  knows 
the  temptation  to  tiy  and  lock  in  the  future  remain 

So  we  suggest  a  few  new  insurance  products, 
ees,  of  coui'se,  should  be  able  to  protect  against  layc 
should  get  insurance  against  failing  to  get  into 
(think  of  all  those  lost  futui-e  earnings).  And  how 
heritance  insurance  for  boomers  whose  parents  do  t; 
with  them?  Then  there's  global  warming  insui-ance,  di 
surance  You  get  the  idea. 

Risks  are  part  of  Life  and  certainly  part  of  busines; 
get  paid  well  in  America  for  taking  them,  and  the 
does  well  for  having  them.  Pass  this  fad  by. 


Zip! 

For  a  faster 
tax  refund 

:Kck  send 


IRS  e-file  is  today's  way  to 
file  your  income  tax — and 
get  your  refund  back  in 
halt  the  usual  time.  Even 
faster  with  Direct  Deposit! 

If  you  prc])arc  your  tax 
return  on  your  PC  or  Mac, 
take  the  next  step  and  Jile 
it  electronically  too. 

Click!  IRS  e-file  is 
fast,  simple,  accurate  and 
secure.  And  you  can  e-file 
24  hours  a  day,  7  days 
a  week. 

Do  vou  owe  more  tax? 
You  can  still  e-file  your 
return  now,  ^et  fast  proof 
of  acceptance  from  the 
IRS,  but  then  wait  until 
April  15th  to  make  the 
payment.  One  option 
allows  you  to  authorize 
a  withdrawal  from  vour 
bank  account  on  the 
date  you  choose,  up  to 
April  15th.  Another  option 
allovvs  you  to  pay  with 
your  credit  card. 

Any  questions?  Check 
the  IRS  Web  site  at 
wwvv.irs.ustreas.gov 
or  your  tax  preparation 
software. 

IRS  e-Jile.  It's  the  fa.stest 
way  to  get  a  tax  refund. 
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■r. Come  visit  us  at  vvvvvv.lileniaker.eom.  1/  hut's  your  jjiohlciiiy 


The  new  Power  Macintosh  G3. 


0/^ 


The  Power  Macintosh  (i3  has  been  completely  reinvented.  With  Pentium-crushing  Powd 
processors  up  to  40()MHz,  the  world's  first  integrated  ATI  KAdl-:  128  2I)/3I)-graphics  accf '^1' 
(the  new  industiy  speed  champ,  faster  than  even  the  venerated  Voodoo2  add-in  card),  up)^^''"*' 
gigabyte  of  memor\'  and  up  to  l()()(il^  of  internal  disk  storage.  The  new  I^ower  Macintosh  P'^ 
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Now  opening  on  a  desk  near  you. 


'CI  slots  and  more  ways  to  connect  to  external  devices,  with  built-in  100Mbps  Ethernet,  USB  and 
reWire;  It  also  gives  you  a  revolution ar\'  way  to  access  the  revolutionaiy  technology  inside  -  a  side 
lens  as  easily  as.  well,  opening  a  door  The  new  Power  Mac  'G3.  It's  the  most  powerful,  expandable 
ble  Macintosh'  ever  built.  Now  open  for  your  inspection  at  www.apple.com.  ♦  Think  different: 
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AFTERLIVES 

SIEGFRIED  AND 
GORBY?  

it's  not  the  usual  loun(;e 
act.  He  can't  sing  or  do  magic 
tricks.  But  for  one  show  only, 
former  Soviet  Pre 
dent  Mikhail  Gor- 
bachev will  appear 
at   the  Mirage 
Casino  Hotel  in 
Las  Vegas  on 
Mar.    1.  It's 
part  of  a  road 
show  to  raise 
funds  for  his 
beleaguered 
Moscow-based  po- 
litical think  tank 
Gorbachev  plans  t( 
speak  to  the  Inter- 
national Foodservice  MINING  THE  STRIP 
Manufactui-ers  Assn.  for  $l.')t)ji(it) 
for  $150,000,  plus   


use  of  a  private  jet  in  the 
U.S.  Those  assembled  will 
hear  about  Russia's  troubles 
while  mulling  over  possible  in- 
vestments there. 


This  gig  is  about  more 
than  drumming  up  capital, 
though.  The  (]k)rbachev  Foun- 
dation needs  cash.  Spokesman 
Vladimii'  PoUakov  says  it  lost 
$80,000  after  the  ruble's  Au- 
gust devaluation.  Other  funds 
are  frozen  in  now-defunct 
Russian  banks.  So  to 
^  make  money,  Gor- 
bachev is  lecturing 
to  audiences  oth- 
er than  the  aca- 
demic types 
who  usually 
pay    to  hear 
him.  After  Ve- 
gas, he'll  speak 
at    the  World 
Masters  of  Busi- 
ness conference  in 
Australia  with  an- 
other toppled 
leader,  former  Sim- 
beam  CEO  Al  Dun- 
lap.  Next,  he  may 
Italy's  kitschy  San 
pop  music  festival. 


emcee 
Remo 

Capitalism  may  make  him  a 
money  slave,  but  it  can  be 
fun  too.        Margaret  Coker 


SLUGFESTS 

INVASION  OF  THE 
CYBER  HEADHUNTERS 

IN  THE  ox(;oiN(;  battle 
between  traditional  execu- 
tive recruiters  and  the  new- 
breed  of  online 
headhunters  like 
HotJobs.com 
Monster.com, 
online  guys 
scoring  points. 
Not  only  are  they 
encroaching  onto 
the  old-line  recruiters'  bread- 
and-butter  business  of  plac- 
ing middle  managers,  they're 
also  poaching  their  execs. 

HotJobs,  for  instance,  just 
recruited  Stephen  Garrison, 
ex-f'EO  of  traditionahst  Ward 
Howell,  now  LAI  Ward  How- 
ell. Ganison  doubts  that  old- 
line  firms,  Uke  Kom/Ferr^'  In- 
ternational or  Heidrick  & 
Struggles,  where  he  also  once 


worked,  can  reinvent  them- 
selves adding  online  services. 
Compared  to  the  new  guys, 
their  versions  are  just  too 
slow,  he  says. 

Both  KoiTi/F eiT>'  and  Hei- 
drick &  Stiuggles  are  now 
prejmring  initial  public  offer- 
i   '  ;  '3  -"^^ysts  say 

I  1  fl  that  in  talks  with 
^  I  '  potential  investors, 
Korn/Ferry  is 
heavUy  promoting 
its  online  service, 
Futiu'estep,  hoping 
to  cash  in  on  the 
ci"a7.e  for  Internet  stocks.  Hei- 
drick's  online  senice,  run  by 
Michael  Anigo.  isn't  up  yet. 
Yet  Anigo  says  his  fu-m's 
quality  will  always  trump  the 
pizzazz  of  his  upstart  on- 
line rivals:  "You'll  nev- 
er see  us  adveitising  in 
the  Super  Bowi."  But 
"never"  is  such  a  long 
time.  Joan  Oleck  and 
Jeimifer  Rehtgold 


TALK  SHOW  UAll  I  can  say  is  that  I  found  her 
heartbreakingly  young.?' 

— Senator  Susan  Young  ( R-Maine ),  after  seeing  Monica 
Lewinsky's  video  deposition 


l-WAY  PATROL 

INCOGNITO  ON 
THE  NET 

CAN  A  COMPANY 

that  thrived  by 
holding  thimder- 
ous  pep  rallies 
of  soap-selling  | 
entrepreneurs  ' 
find  success  in 
the  impersonal 
expanse  of  the  In- 
ternet? AmW'ay  ~  '  — — 
figures  that  it's  worth  a  try, 
especially  since  a  faltering 
Asian  economy  huil  business 
last  year.  Amway  wants  to 
regain  its  momentum.  So  now 
it  will  sell  goods  over  the 
Net.  But  here's  the  twist: 
The  Amway  name  won't  be 
there. 

Amway  plans  to  open  its 
online  shopping  business  on 
Sept.  1.  The  new'  ventui'e  will 
enable  the  company's  3  mil- 
hon  distributors  to  sell  goods 


through  their  own  W>  ' 
businesses.  Howevei 
not  many  people  In^: 
'li"ir  computers  to  bi 
or  toothpa 
'     instance,  if 
iiany  also  ] 
offer  doz 
different 
known  h' 
Vjrands  ui 
_  Execu' 
still  figtii- 
what  to  c 
new  ventui 
one  thing  is  certain:  1 
be  called  Amway.  Tl 
pany  has  been  battt 
negative  pubhcity, 
in  Asian  coimtries.  • 
multilevel  sales  appri 
almost  evangelical 
Says    Co-Chief  Ex 
Richard  DeVos  Jr.: 
will  be  a  new  Amw 
on  the  Web."  Okay 
But  how  the  heck 
hold  a  pep  rally  in 
space?  Joan/' 


WRETCHED  EXCESS 

JACKIE  MANIA  HITS 
THE  HIGH  SEAS 

here's  a  SIGN  THAT  THE 
w^orld  economy  is  doing  nice- 
ly for  some  folks.  A  family 
friend  of  the  late  Aristotle 
Onassis  has  bought  the  shi]> 
ping  magnate's  yacht.  Chiisti- 
na  0.,  and  will  offer  a  month- 
long  Millennial  Cruise  in 
December.  The  charter  will 
cost  a  cool  $3.5  milhon.  So 
far,  the  owmer  has  taken 
eight  offers  on  the  trip. 

Maybe  it's  the  chance  to 
bed  down  where  Jackie  0. 
slept  that's  drawing  them  in. 
Or  the  fact  that  the  yacht, 
staffed  by  a  crew  of  'M,  will 
pick  you  up  and  sail  any- 

CHRISTINA  O.:  Priri'i/  charier 


where  in  the  wo 
maybe  it's  the  tho 
cruising  on  a  325-fo(  i 
its  own  casino, 
Jacuzzis,  and  a  sw 
pool  that  converts  to 
floor,  among  other  ai 

Still  sound  pricey 
tober,  owTier  John  1 
panicolaou  starts  rei 
yacht  out  at  the  pre- 
al  price  of  $500,000 
Papanicolaou,  pres 
Athens-based  Titan  ' 
age  and  Christina 
paid  $20  million  to 
refurbish  the  Chri.i 
which  was  no  long^ 
Onassis  family. 

And  if  the  price  slj 
steep,  you  don't  ha\ 
the  entire  bill  yc 
yacht  sleeps  36.  Sol 
tab  with  friends,  aj 
on.  Ken 


How  to  Make 
>marter  Mutual  Fund 
Choices  in  1999 


Prudential 
core  funds 


U.S.  STOCK 

Prudential  Equity 

jdential  Equity  Income 

Prudential 
Jennison  Growth 

Prudential  Smali 
Company  Value 

GLOBAL  AND 
INTL.  STOCK 

Prudential  Europe 
Growth 

Prudential  World/ 
International  Stock 

jdential  World/Global 

BONDS 

Prudential 
Diversified  Bond 

rudentiol  High  Yield 

^%AX  FREE  BONDS 

rudentiol  Municipal 
^  ^'fc Bond/High  Income 

^^'"1  rudentiol  California 
Municipal  Bond 

HOBAL  BONDS 

jlobal  Total  Return 

vdential  core  funds  ore 
e  beginning.  We  offer  over 
mutual  funds  to  meet  all 
'Our  investment  needs. 


It's  that  time  of  year  when  many  investors  consider  adjusting 
their  mutual  fund  portfolios.  If  you're  thinking  about  making 
some  changes,  remember:  In  this  bull  market,  almost  any  fund 
family  can  boast  about  recent  returns.  But,  bull  markets  don't 
last  forever.  That's  why  Prudential  offers  this  checklist  of  other 
important  qualities  to  look  for 


|— ^  Choose  an  experienced 

1^  fund  manager.  Has  the  fund 

manager  shown  stock-picking  skills  in 
anything  other  than  today's  bull  market? 
The  Wall  Street  Journal  reports  that  the 
average  age  of  today's  portfolio  manager 
is  just  29.  You'll  probably  feel  more  at  ease 
with  money  managers  who  are  experienced 
in  both  bull  and  bear  markets. 

|— /  Seek  a  responsible  balance 
□—I  of  risk  and  reward.  Don't 

expose  your  portfolio  to  risk  you  don't  want. 
Make  sure  that  your  mutual  funds  don't 
achieve  their  returns  by  taking  on  more 
downside  risk  than  you're  comfortable  with. 


|— /  Look  for  a  disciplined 

P_J  investment  style.  Check  to  see 

whether  a  fund  sticks  to  its  stated  objectives. 
Funds  that  pursue  performance  at  the 
expense  of  consistency  can  blur  your  asset 
allocation  and  your  overall  investment  strategy. 

r-/  Demand  consistent 

0  long-term  performance. 

Investors  rarely  buy  a  mutual  fund  for  short 
time  periods,  so  examine  the  returns  that 
a  fund  has  delivered — not  just  recently — but 
over  the  last  five  or  ten  years.  A  fund  with 
a  proven  track  record  can  give  you  the 
confidence  that  your  fund  is  managed  with 
an  eye  for  long-term  results.  Of  course,  past 
performance  is  no  guarantee  of  future  results. 


Prudential  core  funds 
focus  on  all  these 
qualities  and  more. 

A  Rock  Solid '  reputation  for 
long-term  performance.  Fund 
managers  averaging  18  years  of 
investment  experience.  Intensive 
company-by-company  research. 
You  can  find  it  in  Prudential's  core 
fund  array  Talk  to  your  financial 
professional  about  how  Prudential 
core  funds  can  fit  in  your  overall 
investment  strategy. 


Call  today!  Ask  for  a  prospectus 
with  more  complete  information 
on  share  classes,  sales  charges, 
management  fees  and  expenses. 
Read  it  carefully  before  you  invest. 

1-800-THE-ROCK 

(1-800-843-7625) 

ext.  3142  www.prudential.com 

(&  Prudential 

Investments 


irmance  is  no  guarantee  of  future  results.  Shares  of  the  Funds  are  distributed  by  Prudential  Investment  Management  Services  LLC,  member 
[  Brood  Street,  Nework,  NJ  07102,  a  subsidiary  of  The  Prudential  Insurance  Company  of  Amenco,  751  Broad  Street,  Nev^ork,  NJ  07102 
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ITIL  BE  A  QUIET 
PARTY  IN  OSHKOSH 

THE   RIOTINC   IN  COLORADO 

after  the  Broncos'  Super 
Bowl  win  was  so  bad  that 
some  cities  called  in  police 
SWAT  teams  to  cjuell 
the  happiness.  So 
maybe  it  makes 
sense  that  some 
states  are  prepping 
the  National  Guard 
for  what  could  be 
the  party  night 
to  end  all  party 
nights — New  Year's 
Eve,  1999. 

The  Wisconsin  state 
sembly  is  considering  a 
that  would  make  "public  dis- 
order resulting  from  the  Y2K 
computer  bug"  an  official 
reason  to  call  out  the  Guard. 
The  concept  is  shared  by 
National  Guards  in  Iowa, 
Minnesota,  and  nearly  a 
dozen  other  states,  which 
have  already  told  volunteers 
they  may  be  needed  to  re- 
store order  over  the  New 
Year's  holiday  if  Y2K-bug 
havoc  leads  to  riots  or  civil 
disorder. 

But  the  Wisconsin  mea- 
sui'e  may  represent  a  fear  of 
lawsuits  more  than  anything 


MILLENNIUM 
COUNTDOWN 


as- 
bill 


else.  Slf\c  Baas,  a  spoki's- 
man  foi-  Wisconsin  Assembly 
Speaker  Scott  Jensen,  says 
the  state  might  be  liable  if  it 
doesn't  protect  citizens  from 
civil  disorders  connected 
with  massive  computer  fail- 
ures. Existing  law,  he  says, 
"talks  about  our  authority  to 
call  out  the  National  Guard 
for  fires,  floods,  tornadoes, 


and  other  Acts  of  God,  but 
doesn't  explicitly  say  it 
would  be  0.  K.  to  do  so  be- 
cause of  public  panic  or  in- 
frastructure problems  re- 
sulting from  Y2K." 

Wisconsin    has  already 
taken  one  step  to  protect  it- 
self from  potential 
lawsuits.  A  proposal 
to  limit  the  liability 
of  businesses  and 
state  and  local  gov- 
ernments from  Y2K- 
related  lawsuits 
sailed  through  the 
Assembly  on  Jan. 
26 — by  a  vote  of 
5.   Cheeseheads,  it 
seem,  aren't  taking 
Marcia  Stepcmek 


92  to 
would 
chances 


GALLING  ALL 
GGUGH  PGTATGES 

O.K.,  SO  NO  ONE  YOU  KNOW 
will  consider  the  possibility 
that  they'll  be  sitting  home 
on  New  Year's  Eve,  1999. 
Still,  TV  producers  are  bet- 
ting that  there  will  be  plenty 
of  viewers  to  tune  into  two 
24-hour  shows  that  will  fol- 
low hour-by-hour  festivities 
as  the  year  2000  dawns  at 
the  International  Date  Line 
and  circles  the  globe.  So, 
hoping  for  a  boost  in 
V  i  e  w  e  r  s  h  i  p ,  the 
fledgling  Paxnet 
broadcast  network 
has  agreed  to  air 
one  of  these  extrav- 
aganzas, put  togeth- 
er by  the  producers 
of  tlie  1985  Live  Aid 
rock  concert. 

Organizers  hope 
to  draw  4  billion 
viewers.  Paxnet 
paid  nothing  for  the 
LI.  S.  rights,  but  it  will  share 
its  ad  revenue  with  the  pro- 
ducers. A  second  New  Year's 
show,  which  wall  be  produced 
by  PBS  and  the  BBC,  wiW  air, 
in  part,  on  ABC.  Both  shows 
promise  a  lot.  But  if  the 
worst  Y2K  fears  come  true, 
viewers  in  150  countries  could 
end  up  watching  blank 
screens.         Richard  Siklos 


MAD  AVE 

SAY  IT  WITH 
FRESHNESS  DATING 

ROSE  IS  A  ROSE  IS  A  ROSE  IS 

a  rose,  wrote  Gertrude  Stein. 
But  don't  tell  that  to  flower 
sellers  who  are  trying  to  dif- 
ferentiate themselves 
from  their  fellow<^ 
petal-pushers.  ^ 

To  stand  out  in 
a  crowd,  U.S.A. 
Floral  Products, 
the  nation's  big- 
gest flower  distrib- 
utor, is  test-market- 
ing a  plan  with  best 
known  for  its  or- 
anges, to  sell  flowers 
under  the  Sunkist  name.  The 
flowers  will  also  sport  a  tag 
telling  consumers  the  last 
date  the  flowers  can  be  sold 
for  maximum  freshness — the 
equivalent  of  a  "sell  by"  date 
on  a  quart  of  milk.  With  a 


well-known  brand  n;ii 
the   freshness  st: 
flower-marketing 
LI.S.A.  hopes  to  nip  < 
tion  in  the  bud. 

The  marketing  p 
which  is  ah-eady  bein 
east  of  the  Mississip 
to  a  national  launch 
will  emphasizi 
ness.  "It 
ironic  to 
we  fr< 
date  bi 
not  a 
/  able 


like 
observes 
Chairman 
Poirier. 
Another  well-kno 
seller.  Dole  Food,  s; 
planning  to  lend  its 
flowers  soon,  too.  It 
of  the  roses.  But 
least,   you  might 
know  how  long  yoil 
will  last.  Jeanettl 


THE  BIG  PICTURE 


CABLE  FUTURES  Cable-TV  revenues  are  growij 
10%  a  year  or  more,  and  federal  control  over  rates 
to  expire  on  Mar.  31.  Will  growth  pick  up?  To  hear 
industry  tell  it,  operators  will  keep  rates  down, 
^reregulation  and  challenges  to  Internet  accesi 
other  new  services. 


CABLE  REVENUES 

I  BASIC 
!  PREMIUM 


DATA:  NATIONAL 
CABLE  TELEVISION  ASSN. 


H  KKtlVIIUM  mm 
■  OTHER*       ^_  ■ 

■III 

'90      '92      '94  '96 
A  PFRfFNT     INCLUDES  I  OCALADVeI 
mrtni^Lni  SHOPPING  AND  MISCELLAlI 

SURVEY  Of  CABLE  COMPANIES  COVERING  85%  Of  li.il 


[l^ill 

til 
iiTid 


FOOTNOTES  Airline  Web  site  visitors  who  plan  to  buy  tickets  online  in  the  future:  60%;  who  already  have  done  so:  26% 
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Oor  \dhe,\£>  are  handmade 
on  a  19-fh-cen-t-orLj  le-t^erpre^^. 
Please  bear  u)i-tin  0^. 


Sorr\e+ime5.  iine.  folk^s 
in  oor  u-t-tle.  prin-t 
shop  ge-t  dis+rac+ed 
and  a  s+range  label 
pops  op  nou)  and  . 
-fnen,  Dot  I  goess 
iina+'s  -the.  price  moo 

r  r  \ 

patj  tor  doing  -mings  " 
bu^  hand. 

1+  is,  after  all,  iine 
Loai^  u)e   achieve  iine 
veri^    pleasing  -tas+e 
of  -fine  boorbon  (jO<j' 
find  in  everi^  bo-ttle. 

Pore,     iron -free  lime- 
s+one   uoa+er   from  oor 
spring-fed  lak-e.  Speciallcj 


selec-ted  LOin-ter 
tohe.a.-t.  Arid,  of 
cc>o<':^e.,  -tine  good 
grace  of  -time. 

Ha-ndcraf-t-irvg  oor 
boorbon  is  u)ha-t  Loe 
-thintL   gives   Mak-er 's 
Mark-     i-ts  smoo-th, 
soft  taste. 

And  c^es,  even  oor 
rick-e-tcj,   old  le-t-ter 
press    s-till    has  its 
place  at  oor  distiller 
-pomping    00+  label 
after  label  ^mos-t  of 
them,  Ljoo'll  be  pleased 
to  k-nou),  right  side  opV 


^    Preside-nt  ^ 
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AT  WAL-MART, 

THE  WELCOME  MAT  WAS  OUT 

In  "Wal-Mart  without  the  window 
dressing"  (Books,  Jan.  11),  Wendy  Zell- 
ner states  that  my  book.  In  Sam 
We  Delist,  borrows  liberally  from  Sam 
Walton's  autobiogi'aphy  and  a  biogi'aphy 
by  Vance  Tiimble,  "mostly  because  the 
Walton  family  and  most  Wal-Mart  ex- 
ecutives declined  to  coojjerate."  In  fact,  I 
spoke  on  the  record  with  scores  of  peo- 
ple at  the  company,  including  co-founder 
Bud  Walton,  President  and  ceo  David 
Glass,  Vice-Chau"man  and  Chief  Oper- 
ating Officer  Donald  Soderquist,  and 
many  others  at  eveiy  level.  I  also  inter- 
viewed more  than  60  people  who  worked 
closely  with  or  knew  Sam  Walton  well, 
inclucling  current  and  former  dii-ectors; 
Walton's  personal  secretaiy,  Becky  El- 
liott; and  many  early  executives. 

Wliile  I  do  quote  fi'om  Walton's  auto- 
biogi'aphy  and  Tiimble's  biography  in 
places,  my  narrative,  based  on  exten- 
sive firsthand  research,  is  shai-ply  and 
continually  at  odds  with  the  portrait  of 
Walton  and  Wal-Mart  Stores  Inc.  paint- 
ed in  those  books,  and  in  many  place  di- 
rectly contradicts  their  accounts. 

Also,  far  from  pointing  the  finger  at 
consumers  for  Wal-Mart's  failings,  I 
place  responsibility  where  it  belongs: 
on  the  shoulders  of  the  executives. 
There  is  a  difference  between  blaming 
consumers  and  pointing  out,  as  I  do, 
that  companies  such  as  Wal-Mart  will 
respond  to  public  pressure  to  change 
their  behavior.  In  fact,  we've  seen  that 
happen:  Public  pressure  led  Wal-Marl 
to  adopt  a  code  of  conduct  for  its  sup- 
jjliers  and,  more  recently,  to  take  steps 
to  make  that  code  more  enforceable. 

Bob  Ortega 
Denver 

A  RATIONAL  LACK  OF  EXUBERANCE 
FOR  THE  ROTH  

"Why  the  Roth  needs  a  revamp" 
(Personal  Business,  Jan.  25)  bemoans 
the  low  participation  in  this  new  pro- 
gram, despite  the  "obvious  tax  advan- 
tages." Perhaps  people  are  simply  re- 


acting rationally  to  decades  of  o 
promises  fi'om  politicians  in  \\ 
ton.  Why  should  we  believe  thi 
when  they  pi-omise  future  tax  \n 
We  know  those  benefits  can  be  ruo 
with  the  simple  passage  of  anothii ' 
reform"  bill  in  Washington.  1 
something  to  be  said  for  gi-abhii 
bird  in  the  hand  when  it  takes  tl 
of  guaranteed  tax  deductions  tm 

Ton; 
Haywanl, 
i 

WHERE  AL  GORE  PARTS  COMfb 
WITH  THE  TECHIES 

"Call  me  Al,  Coiporate  Americ 
(News:  Analysis  &  Commentai 
25)  leaves  the  impression  that  th 
President  supports  the  agenda 
liigh-tech  community.  He  does  nd 
generally  at  odds  with  high-tei 
pie  on  the  issues  they  care  abou:; 
Take  just  a  few  issues  supportediy 
industiy:  enciyption  export,  makr 
research  and  development  tax 
permanent,  and  increasing  the  1< 
high-tech  worker  immigratioi 
yeai",  fonmis  in  California  and  el- 
were  proclaiming  these  measm•e^ 
most  important  for  the  continu 
nomic  success  of  technology,  r 
has  opposed  each  one. 

Bartlett  D. 
Policy  &  Technology  • 
Americans  for  Tax 
Was  I 

TELEPESTS  NEED  NOT 
FEAR  THE  LAW  

"The  $2,000  wrong  numbe 
Front,  Jan.  25),  about  fines  for  t 
keters  who  solicit  unwilling  cu.'- 
overlooked  the  Oregon  experiei 
sevei'al  years,  Oregon  has  hai 
whereby  people  wiio  want  to  avi 
marketing  calls  can  pay  to  have 
dot  placed  beside  their  names  i 
phone  book.  Businesses  that  c 
people  anyway  can  be  fined 
While  the  law  has  sm-vived  eve 
challenge,  the  state  is  reluctan 
force  it.  Just  last  night,  I  recei 


Business  Week 

A  Dinsiun  oj  The  McGraw-Hill  ( jntipmucb 


FEBRUARY  15.  1999  (ISSN  0007-7135)***  3616 

I'lil.li-hed  uvi-klv,  fMv|.t  for  ,111,'  »i-ij;  in  J;iiui;uT  ;iii,l  ,im-  m  .■\ugii*t,  b.v 
Till'  .M,-i;i-i«-Hilir,iiii|,;,MiHs,  Im-  F..uii,lfr.himi--s  H  MiDi-aw  I  IxtKI-lM-M. 
E\i-niliv,-,  E,lil,irKil,  <  'irralation,  anil  Advertising  Offic't-s:  Tlie  McGraw- 
Hill  Cmiliarin-  BuiI.Iihl',  1:21:1  Av,-nnc  „f  Ihr  Aim-n,.;is,  N,-w  York.  N.Y. 

IIIIMI  Tfl,-|,li,in,'  JIJ  .ilJ  >  F  1.  •   li..M»  -!>  UTiri'i  h,'l  ilfiOICTWSI. 

r.-i  .ul»iTi|<tmi  r.r  ■  •  .1    I  J   .  M  ;  ■>  ,Mr,«,  ."SlILHS. 

.Siiiyl,' ^■,i]iif  s,  ,'^:l.',i",,  Im'I.  i  n,  ■,  ^,  W  1 1\<  1,11  I,,,,  -  III  ,,;  h,-r  countne,^, 
.SubxTibrrSmHvs.  l-.^iiii-Ci.i.'i- 1  I  111)  1-miii-.v>-i.  l,-,7;i 
Postmaster:  Send  aiWn-ss  cliangm  Ui  BUSINE.SS  WEEK,  r,0.  Box  m. 
Hightstown.  N  J,  (iK't'lt).  Peiiudicals  postage  paid  at  New  York,  N.Y'..  and 
at  additional  mailing  offices.  Postage  paid  at  Montreal,  P,Q,  Canada  Post 
Inlernational  Piiblicarions  Mail  Pi-oduct  Sales  Agreement  No.  ^f>l>*4. 


Regi.stei-ed  for  GST  as  The  McGraw-Hill  Companies.  Inc.  Gf ' 
C'opynght  I'M!  by  The  McGraw-Hill  Companies,  Inc.  All  righ  r 
tie  i-egisteivd  in  f'.S,  Patent  Offiee.  European  Circulation  Ctfe 
Hill  Hou.se.  Maidenhead.  Berks  EnglantL  Telephone:  01628-23e|| 

OfKcers  of  The  McGra'*-Hill  Omipanics.  Inc.;  Joseph  L.  DtaJI 
Harold  W.  McGraw  III,  President  and  Chief  Executive  C 
M.  Vittor,  Executive  Vice  President  and  Gener^  Counsel;  ] 
Executive  Vice  President  and  Chief  Financial  Officer  Fr 
Senioi-  Vice  President,  Trea-sui-y  Operations:  Va.sant  Frail  " 
Information  and  Media  Services, 

PHOTOCOPY  PERMISSION;  Where  necessary,  permis 
by  the  cop.vright  owner  for  those  regi.stered  with  the  Cop.M 
Center  (CCC).  222  Rosewaxl  Drive,  Danvers,  MA  01923,  t,  ' 
article  hei-ein  for  the  flat  fee  of  $1,K0  per  copy  of  each  an 
mont  to  the  CCC.  Cop,ving  for  other  than  personal  or  in'., 
use  without  express  permission  of  The  McGraw-Hill  Cor 
pi-ohibitetl.  Address  reijiiests  for  customized  bulk  repni 
Wrek  Reprints,  P.O.  Box  437.  Hightstown,  N  J,  0!4520.  or  c-.i " 
ISSN  0007-7 1;!5/<W/$,!,!I.S  PRINTED  I  'fi* 


10  BUSINESS  WEEK  /  FEBRUARY  15,  1999 


|RECTiONS&  CLARIFICATIONS 

lie  your  taxes — and  save  a  tree"  (Per- 
'.isiness,  Feb.  1),  we  neglected  to  say 
addition  to  using  the  Internal  Rev- 
prvice's  TeleFile  program  to  file  a 
/  form  by  phone,  taxpayers  can  also 
ctronicaiiy  with  Block  Financial's 
■n  TaxCut  1040EZ  Online  (free,  at 
plinger.com/software)  and  Web- 
>Iax  ($9.95;  free  for  taxpayers  with 
ted  gross  incomes  of  $20,000  or  less, 
/w.turbotax.com/webturbotax). 
io,  Kiplinger  TaxCut  1998  Federal  Fil- 
iition  otters  free  electronic  filing.  And 
)proximately  $30  retail  cost  of  Intuit's 
Tax  Deluxe  reflects  a  $20  rebate 
ibie  by  mail  from  the  publisher.  We 
;hould  have  said  that  only  the  basic 
ns  of  TaxCut  and  TurboTax  software 
3  downloaded. 


rketing  calls.  Citing  the  need  to 
te"  business,  Oregon  refused  to 
ap  on  an  official  complaint  I  filed. 

Kenneth  W.  Chard 
Bend,  Ore. 

MICHAEL  JORDAN 

SAY  

'  ael  Jordan  may  be  the  best  com- 
1  of  athlete  and  pitchman  in  his- 
is  greatest  contiibution,  though, 
' ;  the  thing  Jay  Weiner  com- 
about  ("What  do  we  want  from 
irts  heroes?"  Sports  Business, 
.  For  the  many  years  of  his  ca- 
rdan acted  like  a  gentleman  and 
3  opinions  to  himself.  I  am  al- 
nazed  at  the  effi'ontei-y  of  those 
social  and  political  opinions,  as- 
they  will  be  taken  seriously  just 
they  are  famous.  Michael  Jor- 
her  buiTiishes  his  reputation  by 
I  few  of  his  idiosyncrasies  for 
isail.  I  wish  a  dam  sight  more 
were  "just  like  Mike." 

Cuil  Munson 
Oklahoma  City 

Y:  WHY  THE  FACTS 
ELUSIVE  

doubtful  that  "Turkey  oversaw 
ig  of  more  than  1  million  Ai-- 
,"  as  you  allege  in  "After  a 
entuiy,  has  Europe  changed?" 
Tan.  25).  Histoiy  is  filled  with 
!S,  genocide,  and  wars.  World 
vents  between  Tiu'ks  and  Ai-- 
have  never  been  resolved,  be- 
ithe  emotional  nature  of  the  is- 
the  tendency  of  both  sides  to 
in  political  advantage  fi-om  hu- 
'ering.  One  would  hope  that 
I  could  learn  from  its  dark  his- 


tory that  we  will  never  make  sense  out 
of  anything  unless  we  start  to  love  and 
r-espect  one  another. 

Middat  Yildiz 
Rottei'dam 

FABLES  OF 

THE  BULL  MARKET  

"Is  the  stock  market  too  high?"  (Ed- 
itorials, Jan.  25)  supported  my  opinion 
that  we  are  in  a  recession  that  few 
can  see.  If  U.  S.  companies  are  "doing 


better  than  most  of  their  global  rivals" 
and  collecting  an  expanding  share  of 
global  profits,  why  are  earnings  drop- 
ping? To  gain  a  larger  shai-e  of  profits, 
U.  S.  companies  should  be  becoming 
more  efficient  and  more  profitable,  not 
just  lai'ger.  If  U.  S.  companies  are  earn- 
ing a  larger  share  of  global  profits, 
doesn't  that  also  make  them  more  sus- 
ceptible to  competition  and  downturns? 
Shouldn't  this  make  investors  more 
cautious? 

That  the  stock  market  is  financing 


Other  than  being  a  little  hard  on  himself,  Ed  here  is  absolutely 
right  to  expect  innovation  from  Williams. 


Don't  take  your  lumps.  Your  business  deserves  personalized, 
customized  solutions  from  America's  only  leader  in  both  energy 
and  communications.  Your  business  deserves  Williams.  A  very 
good  idea  ...  even  if  it's  right  off  the  top  of  your  head. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  NYSE:  WMR 
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Backed  by  Morgan  Stanley  Dean  Witter  &  Co.  ^  -\ 
"Best  Overall  Online  Broker"-  Barron's  1996  * 
'  Best  Overall  Online  Broker"-  Barron's  1997.* 
"Best  Overall  Online  Broker"-  Barron's  1998  *  ' 
Access  to  our  coveted  Equity  Research. 
Free  unlimited  real-time  quotes. 
We  Jet  you  buy  Treasuries  24  hrs  a  day.  (A  first.) 
Commissions  as  low  as  $14.95  * 

Option  to  invest  online.  '  ' 

■  -. '  .  I.  ■  ■  ■'. 

Option  to- invest  via  touch-tone  telephone. 
Option  to  invest  with  a  real,  live  human  being. 
Option  to  invest  via  voice-activated  system. 
24  hour  customer  service.      .  ■       •  ;  .■ 
Access  to  over  5,000  mutual  funds.   ,  ' 
Blu£  Ghip  Baskets.  Buy  10  stocks  for  $39.95. 
^0  account  maintenance  fees. 
Your  own  personal  finance  home  page.        ' '  - ' 
Free  access  to  Zack's  Research. 
Easy  portfolio  download  into  Quicken'"  and  Money." 
Free  Reuter's  news  links  related  to  your  holdings. 
E-Mail  alerts  with  Equity  Research, 
lace  orders  24  x  7x  365  *.    .  j     .      •     . -. 
ree  interactive  financial  calculators.  • 
fee  Thompson's  financial  research.  .'V. 
hart  your  budget  with  our  interactive  calculator. 


' .  Real  time  bid  and  ask  prices  for  all  U.S.  Treasuries. 
Customizable  graphs. 

Free  unlimited  check  writing.       '       •  ' 
High  level  of  internet  security. 
Free  mutual  fund  selection  tools. 
-  No  IRA  setup  fee.  .  . 

No  special  software  required. 
.  Set  up  your  own  watch  lists.  ■ , 

Free  college  planning  worksheets. 
Customizable  quote  baskets.  '  ■ 

.  See  what  your  money's  doing  every  second. 
Money  market  accounts,  with  tax-exempt  choices. 
Free  IRA  worksheets.  ;■  ;  ' 

Free  demo  to  try  before  you  buy.     '  '. 
So  easy  to  use,  your  kids  can  help. 
Optional  online  application  to  speed  things  up. 
Both  Mac  and  PC  friendly. 
We  can  help  you  roll  over  your  401k. 
Free  online  retirement  calculator.        ■  ;  ,  V'" 
Margin  accounts  for  those  who  qualify.  ■ 
Free  automatic  dividend  reinvestment  program. 
We  hold  billions  in  customer  assets.      •..  ..    .  ' 
We  can  help  you  set  up  a  Roth  IRA.      -y  '  -.' v  • 
"Best  Overall  Online  Broker"  -  SmartMoney,  1998* 
You  did  see  number  one,  didn't  you?  •; 


Honestly,  you  wanna  know  the  best  reason?  Empowerment.  To  make  your  own  investment  decisions.  Hey; 
all  it  takes  is  $2,000  to  open  an  account.  You  in?  QICr^VER  BROlCFPAOc' 
www.discoverbrokerage.com  1-800-58-INVEST    ^  ^  ^^JZ  ^^T^!^t^7f!^ 


February  1998  repcr,  cf  Iheir  survey  of  12  online  brokers.  SmarLoney  is  a  registeredVradeSk  ofsmar;^  "n,     ^'[''^'"^''"'"'S  ^a^^-^'  Sr.ar,Money 

CO,  Quicken  is  a  regis.ere.  ,rademark.o,  Inlui,  ,nc.  Mioroso,,  Money  I  a  regiLred  ''~^^:^7.:^0,::Z^:^::^Z^ 
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How  S  10,000  Invested  b/ZO/n 
Would  Have  Grown  vs.  Competiiors 


Before  choosing  your  IRA, 
check  out  these  proven  performers. 


The  following  two  funds  have  received  an  overall  rating  of 
five  stars  — ★★★★★ —  by  Morningstar*  and  were  rated  among 
2,744  and  1,655  domestic  equity  funds  for  the  three-  and  five- 
year  periods  ended  11/30/98,  respectively. 

y  The  T.  Rowe  Price  Blue  Chip  Growth  Fund  seeks  long-term 
capital  appreciation  by  investing 
primarily  in  established  compa- 
nies with  strong  market  positions 
in  growing  industries.  It  may  be 
appropriate  for  IRA  investors 
seeking  capital  growth  that 
may  exceed  inflation  over  time 
and  who  are  willing  to  assume 
market  risk. 

The  T.  Rowe  Price  Dividend  Growth  Fund  offers  investors 
long-term  capital  appreciation  potential  by  investing  in  estab- 
lished, well-managed  companies  whose  earnings  and  dividends 
are  expected  to  grow  over  time. 
Because  the  fund  focuses  on 
the  stocks  of  companies  that 
pay  dividends,  which  generally 
offer  greater  price  stability  and 
less  volatility  than  those  that 
do  not,  it  provides  a  relatively 
conservative  way  to  participate 
in  the  stock  market. 


How  Sin.OaO  Invested  12/30/<)2 
Would  Have  Grown  vs.  ConipetjH)rs 


lDivKlni.U.r..wih  fu 
•I  Lipptt  r.niwth  N  lULi 
Funds  AvL  f  jRv 


For  a  free  IRA  Investing  Kit 
and  a  prospectus,  call 

1-800-401-5035 

www.  troweprice.com 


Invest  With  Confulemr 

T.Roweftice 


Blue  Chip  Growth  Fund:  6.39%,  19.61%,  and  20.61%  are  the  fund's  average  annual  returns 
for  the  1-year,  5-year,  and  since  inception  (6/30/93)  periods  as  of  9/30/98.  respectively.  Figures 
Include  changes  In  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  Investment 
return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at 
original  purchase.  (Source  for  LIpper  data:  Lipper  Analytical  Services.  Inc.)  *Mornlngstar  proprietary 
ratings  reflect  historical  risk-adjusted  performance  as  of  11/30/98.  These  ratings  may  change 
monthly  and  are  calculated  from  the  fund's  3-  and  5-year  average  annual  returns  In  excess  of 
90-day  Treasury  bill  returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund 
performance  below  90-day  Treasury  bill  returns.  The  fund  received  5  stars  for  the  3-  and  5-year 
periods.  The  top  10%  of  the  funds  in  an  investment  category  receive  5  stars. 

Dividend  Growth  Fund:  7.13%,  18.72%.  and  18.70%  are  the  fund's  average  annual  returns 
for  the  1-year,  5-year,  and  since  inception  (12/30/92)  periods  as  of  9/30/98,  respectively. 
Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 
Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at 
redemption  than  at  original  purchase.  (Source  for  Lipper  data:  Lipper  Analytical  Services,  Inc.) 
*  Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  11/30/98. 
These  ratings  may  change  monthly  and  are  calculated  from  the  fund's  3-  and  5-year  average 
annual  returns  in  excess  of  90-dav  Treasury  bill  returns  with  appropriate  fee  adjustments  and 
a  risk  factor  that  reflects  fund  performance  below  90-day  Treasury  bill  returns.  The  fund  received 
5  stars  for  the  3-  and  5-year  periods.  The  top  10%  of  the  funds  in  an  investment  category 
receive  5  stars.  The  prospectus  contains  more  complete  information.  Including  management 
fees  and  other  charges  and  expenses.  Please  read  it  carefully  before  you  Invest  or  send  money. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  irao46476 
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domestic  consumption  and  that  'in 
cans  increasingly  rely  on  capital  ;)ir 
maintain  their  spending"  are  cle*  i 
cations  that  we  are  in  trouble.if 
U.  S.  consumer  needs  prices 
stock  mai'ket  to  go  up  substanti; 
in  order  to  be  able  to  pay  the 
doesn't  mean  that  the  stock  ii 
higher  value  is  justified.  It  me; 
the  higher  value  is  "mass  wishfi 
ing."  The  day  will  come  whe 
piices  will  be  based  on  value  in: 
dreams:  On  that  day  much  of  th 
ty"  in  the  market  will  be  lost, 
debt  caiTied  by  eveiy  Americai 
will  not. 

You  meant  for  youi-  editorial 
reassuring  "No"  to  the  question 
stock  market  too  high?"  I  read 
terrifying  "Yes!" 

Jim. 
SouthpdC, 
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The  full  text  of  Business  Week,  the  Busine 
Daily  Briefing,  and  seven  years  of  BW  arch . 
available  on  the  World  Wide  Web  at 
www.businessweek.com 

and  on  America  Online  at  Keyword:  E 
To  sign  up  for  BW  on  AOL,  call  (800)  64; 
and  mention  Business  Week. 


MaVen 

Shopping  for  computer  equipment?  Visit  M 
online  Computer  Buying  Guide,  for  contn 
updated  ratings  and  price  informati 
Go  to  Keyword:  Maven  on  America  Onl: 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.i  ni 
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■e  and  strategic 
sing  solutions  for 
•poracG  sector, 

t  Lou  Rubin 
.66.3109  or 
^dorenvjs.com  . 


With  information  overload,  media  overkill  and  competitive 
overdrive,  decisions  rarely  look  black  and  white. 

it's  never  been  so  important  to  really  understand  decision-makers 
and  what  makes  them  decide.  We  do. 

Know  more.  Know  DOREMUS. 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

A  FAILURE  TO 
COMMUNICATE 


Without  a  reliable 
wireless  link  to  PCs, 
the  Capshare  scanner 
can't  share  much 


t; 


I 


I  he  eai'ly  days  of  the  PC 
saw  an  explosion  of 
radically  clifferent  com- 
puters. Some,  like  the  IBM 
Personal  Computer,  found 
fame  and  riches.  Some,  like 
the  Apple  III,  disappeared 
into  well-deserved  oblivion. 
And  some,  like  the  Com- 
modore Amiga,  fell  victim  to 
bad  luck  or  bad  marketing. 

Today,  F('s  have  become 
boringly  alike,  but  we're  see- 
ing a  flowering  of  "informa- 
tion appliances," 
specialized  devices 
that  share  infomna- 
tion  with  computers 
either  through  a 
direct  connection 
or  over  networks. 
Some,  especially 
3Com's  PalmPilot, 
have  demonstrated 
staying  power.  But 
othei's,  from  two- 
way  pagers  to  com- 
bination cell  phone/ 
organizers,  feel  like 
experiments  in  search  of  a 
useful  function. 
ADVANTAGES.  The  Cai)Share 
910  from  Hewlett-Packard 
(www.capshare.hp.com)  defi- 
nitely falls  into  the  latter 
class  and  shows  both  the  po- 
tential strengths  and  pitfalls 
of  these  devices.  It's  designed 
to  give  the  traveling  exec  a 
way  to  scan  newspaper  clip- 
pings, handouts  of  ])resenta- 
tions,  a  storyboard  of  a  pro- 
posed ad  campaign,  or  just 
about  anything  else  printed 
or  drawn.  The  captured  im- 
ages can  be  transfeiTed  to  a 
computer  for  faxing,  sending 


as  E-mail  attachments,  or 
storing  for  future  reference. 

The  $699  device,  wliich  ini- 
tially is  being  sold  only  to 
Hl''s  commercial  customers  in 
the  U.  S.  and  Canada, 
has  several  advantages 
over  traditional  scan- 
ners. First,  of  course, 
it's  portable  and  bat- 
teiy-powered.  Second, 
it  doesn't  need  to 
attached  to  a  _ 
computei'  to 
work.  And 
third,  it's 
equipped  with 
clever  soft- 
ware that  lets 
you  scan 


HP  LaserJet  5?  or  6P.  Com- 
puters and  printers  call  for 
completely  different  data  for- 
mats, but  JetSend  under- 
stands what  sort  of  device  it 
is  talking  to  and  prepares 
data  accordingly,  without  any 
intervention  by  the  user. 

Despite  JetSend's  advan- 
tages, the  CapShare's  major 
weakness  is  communications 
— which  bodes  ill  for  other 
appliances  that  function  as 
freestanding  devices  but  need 
to  be  able  to  share  informa- 


ma 


A  handheld  scanner  with  great  specs,  but 


SIZE 

5.5"  X  4.1"  X  1.5" 
(140  mm  X 105  mm  x  38.5  mm) 

WEIGHT 

12.5  ounces 

STORAGE 

50  letter-size  pages 

BAHERY  LIFE 

Up  to  100  letter-size  scans  with 
two  AA  NIMH  batteries 

COMMUNICATIONS 

Infrared  wireless  for  PCs,  Windows 
CE  handhelds,  or  IR-equipped 
printers;  serial  cables  for  PCs  only. 

wide  page  in  columns  that  ai'e 
automatically  stitched  togeth- 
er to  re-create  the  page. 

The  CapShare  takes  ad- 
vantage of  a  promising  HP 
technology  called  JetSend, 
which  lets  devices  leam  each 
other's  capabilities.  The  Cap- 
Share,  for  example,  can  send 
a  scanned  page  to  a  computer 
nmning  Windows  95,  98,  or 
NT.  A  new  version  set  for  re- 
lease in  March  (planned  as 
part  of  a  fi'ee  upgrade)  will 
connect  with  Windows  (;e 
handheld  devices.  CapShare 
can  also  send  to  an  infrared- 
equipped  printer,  such  as  an 


tion  with  PCs. 
The  CapShare's 
favoi'ed  method 
of  data  transfer 
is  an  infrar-ed 
link,  technology 
that  works  well 
for  TV  remote 
controls  but  has 
lots  of  problems 
with  liigh-volume 
data  transfers 
i-equired  by  computers. 

No  one  has  tried  harder 
than  HP  to  promote  infrared 
communications  on  comput- 
ers, but  to  little  avail.  At 
best,  it  requires  a  clear  line 
of  sight  between  sending  and 
receiving  units.  And  some 
types  of  light,  especially 
bright  fluorescents,  can  inter- 
fere with  transmission.  Vir- 
tually no  desktop  computers 
and  few  printers  have  any  in- 
frared capability.  Nearly 
eveiy  laptop  has  an  infrared 
poll,  but  most  notebooks  ship 
with  infrared  communications 
disabled.  I  had  to  call  an  hp 


tech-support  staffer 
the  CapShare  to  talk  > 
hp  OmniBook  900  mr 
Even  then,  the  hnk 
only  some  of  the  tin 
contrast,  I  had  no  t 
sending  scanned  pagc^ 
hp  LaserJet  .5MP  pinjitt 
tunately,  the  CapShai 
comes  with  a  serial  cal 
allows  trouble-free  cm 
cations  with  desktop 
top  computers.  But  tl 
proach  is  less  convenit'i 
a  good  wireless  link. 
RADIO  HOPE.  My  sti 
with  infrared  ii 
a  basic  wr 
that  all  ill 
tion  ap]) 
share.  Sim 
perform  I 
functions 
must  coi 
cate  witl 
other  an 
PCS  to 
useful,  b 
bles  are 
and  ill 
doesn't 
these 
are  pra 
useless 
Perhaps  the  best  1 
a  v/ireless  radio  tech 
called  Blue  Tooth  tha 
ing  developed  by  an  ii 
group  led  by  Intel  Co 
dio  communications, 
the  extremely  low  pov 
put  and  short  rang 
Blue  Tooth  calls  for, 
herently  more  robust 
ft-ared.  If  the  technol( 
be  made  cheap  and 
enough,  it  could  sol 
communications  woes  ( 
appliances.  Blue  Toot! 
also  have  to  cleai'  som 
latory    hurdles,  esjL^ 
niles  that  would  prohF  ' 
use  of  Blue  Tooth-e( ; 
devices  on  aii^planes. 

I'm  a  big  fan  of  i 
specialized  devices.  Ii 
bottom  line  is  that  ju 
ing  up  with  a  clevei. 
ance,  or  even  a  clevc 
nology  such  as  Jet^^i 
not  enough.  Simple,  fdi 
communications  ami 
vices  has  to  be  part  > 
package. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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FEVER 

ley  Fails  To  Satisfy  in  an  Era  of  Excess 

•tH.  Frank 

is»  326pp  •  $25 


^50,000  CAR  AND 
U'RE  STILL  NOT  HAPPY 


Americans  in  the  grip  of  a 
axury  fever?  Yes,  says  Robert 

Frank,  an  economics  pi-ofes- 
omell  University.  His  thesis: 
ades  of  income  gains  for  those 
Dp  have  fueled  lavish  spending 
es  that  wastes  national  income 
n't  even  make  the  affluent  buy- 
happier 

xury  Fever:  Why  Money  Fails 
fy  in  an  Era  of  Excess,  Frank 
lost  of  examples  to  make  his 
Dut  lavish  consumption.  The 
night  suites  at  Aspen's  Little 
are  booked  up  months  in  ad- 
s  are  all  84  spots  on  Tavoca 
)urs'  $38,000-a-head  round-the- 
cui'sions.  Yacht  makers  ai-e  so 
d  that  used  boats  sell  for  close 
Driginal  prices.  Overall,  luxury 
in  the  U.  S.  jumped  by  21%  in 
lile  total  merchandise  sales 
)y  just  5%.  Luxm-y  travel — de- 
average  spending  of  at  least 
ay — soared  by  130%  between 
1995.  Luxury  cars — those  that 
e  than  $30,000— account  for 
11  vehicles  sold  today,  up  ft'om 
%.  Vacation  houses  are  boom- 
s  everything  from  cosmetic 

0  expensive  cigars  and  wines, 
has  strong  opinions  on  this 
n  1995,  the  left-leaning  acade- 
thored  an  insightful  book  called 
ner-Take-All  Society.  It  de- 
ow  a  few  star  performers  are 
e  lion's  share  of  income  in  oc- 

such  as  sports,  movies,  and 
king  and  finance.  In  Luxury 
'ank  describes  another  effect 
lity.  And  he  follows  up  with  a 
-but  unconvincing — recom- 

1  for  what  to  do  about  it. 
thor  seeks  to  establish  that 
s'  taste  for  luxuiy  isn't  really 
I  in  higher  consumer  satisfac- 
evidence,  he  cites  numerous 
iken  tlirough  the  decades  that 


show  that  the  share  of  people  who  say 
they're  "veiy  happy,"  or  express  some 
other  measiu'e  of  subjective  satisfaction, 
doesn't  rise  with  a  society's  income.  This 
has  been  tiaie  for  Americans  in  surveys 
taken  between  1972  and  today— while 
per-capita  income  jumped  by  39%.  And 
it  was  tnie  for  the  Japanese  between 
1958  and  1986,  when  their  incomes  quin- 
tupled. The  sui-veys  show  that  money 
buys  more  happiness,  says  Frank,  only 
when  a  country  moves  from  Third 
World-type  poverty  to  middle-income 
status.  After  that,  average 
life  satisfaction  doesn't 
seem  to  coirelate  with  fiu-- 
ther  accumulations  of  ma- 
terial goods. 

The  sur'veys,  however, 
don't  get  at  the  entire  is- 
sue, says  Frank.  Money 
does  make  people  feel  bet- 
ter oft',  he  says,  if  it's  spent 
on  the  right  things,  such 
as  less-stressful  Uves,  moi'e 
time  to  exercise,  and  such 
public  expenditures  as 
cleaner  air  and  water  and 
roads  that  are  less  crowded.  Again,  he 
cites  sm'veys  to  show  that  people  con- 
sistently say  they're  happier  when  they 
have  more  of  these  benefits.  All  of  the 
surveys  that  show  no  gain  in  overall 
satisfaction,  he  argues,  reflect  that 
Americans  with  their  spending  spree 
have  gone  off  course. 

Frank's  argument  so  far  is  at  least 
plausible,  although  it's  not  clear  that 
happiness  surveys  really  capture  the 
subjective  benefits  that  people  derive 
from  material  goods.  Someone  may  feel 
perfectly  happy  at  a  range  of  income 
levels  but  still  appreciate  the  extras 
moi'e  money  can  buy.  But  Fi-ank's  solu- 
tions are  sure  to  strike  many  as  even 
less  convincing.  In  sum,  they  consist  of 
taxing  the  rich.  The  U.  S.  should  install 
a  sharply  progressive  tax  on  consump- 


tion, he  says — an  approach  that  wouldn't 
discourage  savings.  The  result:  The  fiiv- 
olous  luxury-spending  boom  would  be 
curtailed.  And  any  extra  revenue  could 
be  devoted  to  collectively  purchased 
quality-of-life  improvements. 

There  are  several  major  problems 
here,  even  if  you  agi'ee  with  the  broad 
concept.  Preferring  to  talk  about  how  a 
consumption  tax  would  discourage  all 
Americans  from  excessive  spending, 
Frank  isn't  honest  enough  about  who 
would  pay  the  price.  Essentially,  he 
wants  the  top  10%  or  20%  to  consume 
less  so  that  all  of  us  can  live  better 
hves.  Maybe  some  affluent  Americans 
would  be  willing  to  make  that  trade- 
off, depending  on  how  much  their  per- 
sonal spending  had  to  fall.  But  without 
an  honest  debate,  his  proposals  aren't 
likely  to  be  given  serious  consideration. 

Another  problem  lies  in  some  of  the 
same  satisfaction  surveys  that  Frank 
cites.  People  may  not  report  higher  lev- 
els of  happiness  as  their  incomes  rise, 
but  they  certainly  do  say 
they're  unhappy  when 
their  incomes  fall.  Perhaps 
the  rich  really  would  be 
better  off  if  they  swapped 
extra  material  possessions 
for  a  higher  quality  of  life. 
But  many  would  i-esent  the 
government's  forcing  them 
to  do  so. 

There's  also  a  timing  is- 
sue. The  r-eduction  in  con- 
sumption would  begin  im- 
mediately, when  a  tax  was 
levied.  The  cleaner  envi- 
ronment and  improvements  in  infra- 
structure could  take  years  to  bring 
about.  Many  affluent  households  might 
not  like  to  pay  up  now  in  hopes  that 
they  might  be  better  off  down  the  road. 
Besides,  if  they  really  felt  strongly 
enough  about  reducing  stress  and  en- 
joying, say,  cleaner  air,  they  could  sim- 
ply quit  their  high-powered  jobs  and 
move  to  small,  uncrowded  communities. 

Still,  a  progi-essive  consumption  tax 
may  merit  serious  consideration.  For 
one  tiling,  he  says,  it  "could  be  made  fai' 
simpler  than  our  cuiTent  income  tax." 
That  alone  makes  it  a  woithy  idea,  no 
matter  what  you  think  about  Ameri- 
cans' buying  spree. 

BY  AARON  BERNSTEIN 
Associate  Editor  Bernstein,  writes 
frequently  on  inequality. 


LUXURY  SPENDING  OUT  OF  CONTROL  .^  DO  WE 
ID  A  STIFF  CONSUMPTION  TAX  ON  BIG  SPENDERS? 
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Efficient  synergy.  Added  value  comes  from 
successful  combination  of  competent  consult; 
high  quality  research,  investment  skills,  pro 
portfolio  and  operational  efficiency.  Our  netvv^oil^ 
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viedge  of  private  and  investment  banking, 
I!  itutional  asset  manaf      nt  and  private  equity 
es  us  a  world  leader.  Come  and  get  to  Imow  us 


■M  anking  j|iUBS  Institutional  Asset  Management.  ^^^IBS  BrUlSOn   Investment  Banking  ^Warbur^  Dilloil  Read   Private  Equity:  ^IJBS  Capital 
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money. 

2  THE  JOY  OF  WORK  by  Scott  Adams  (HarperBusiness  •  $22) 
Office  pranks  and  ploys  to  fend  off  the  cubicle  blues. 
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4  THE  CRISIS  OF  GLOBAL  CAPITALISM  by  George  Soros 
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the  market  electronically. 

8  WINNING  EVERY  DAY  by  Lou  Holtz  (HarperBusmess  •  $25) 
Follow  your  dream,  says  South  Carolina's  new  coach. 
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life,  and  mortality. 

11  LOSING  MY  VIRGINITY  by  Richard  Branson  (Times  Business 
•  $27.50)  Sex,  business,  and  rock  'n'  roll,  from  the  airline 
and  music  company  executive. 

12  RAVING  FANS  by  Ken  Blanchard  and  Sheldon  Bowles 
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Snippets  of  speeches  and  writings  by  Microsoft's  man. 

15  INFORMATION  RULES  by  Carl  Shapiro  and  Hal  R.  Varian 
(Harvard  Business  School  •  $29.95)  Navigating  the  network 
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8  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  1 
$19.99)  From  stocks  to  small  business — with  cartoons 

9  J.K.  LASSER'S  YOUR  INCOME  TAX  1999  by  the  J.K 
Institute  (Macmillan  •  $14.95)  It's  coming. 

10  YOU'VE  EARNED  IT,  DON'T  LOSE  IT  by  Suze  Orman  v 
Linda  Mead  (Newmarket  Press  •  $15)  Financial  plann 
— and  mistakes  to  avoid. 

11  THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  Da\ 
Tom  Gardner  (Fireside  •  $12)  "So  where  do  I  find  stoc 
other  queries,  asked  and  answered. 

12  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard, 
and  Spencer  Johnson,  M.D.  (Berkley  •  $11.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

13  THE  ONLY  INVESTMENT  GUIDE  YOU'LL  EVER  NEED 

Andrew  Tobias  (Harcourt,  Brace  •  $13)  What's  more,  i, 
expanded  and  updated. 

14  THE  DILBERT  FUTURE  by  Scott  Adams  (HarperBusine, 
$12.95)  Prognostication  from  the  prolific  cartoonist. 
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DON  T  LOOK  FOR  ANY  NOVEL  INSIGHTS  INTO 

software's  biggest  mogul  from  Bill 
Gates  Speaks,  the  No.  14  hardcover  on  this  month's  list. 
Author  Janet  Lowe  has  made  a  cottage  industry  out  of  pack- 
aging previously  published  quotes  and  descriptions  of  the 
rich  and  famous,  from  Warren  Buffett  to  Oprah  Winfrey. 

Still,  since  Gates  has  been  interviewed  extensively  and 
rarely  holds  back — except  when  he's  being  grilled  by  federal 
prosecutors — there's  plenty  of  engrossing  material.  Lowe's  first 
three  chapters  cover  Gates's  early  years  as  a  computing  child 
prodigy  m  suburban  Seattle,  as  a  Harvard  University  dropout, 
and  as  a  young  entrepreneur  who  loved  fast  cars  as  much  as 
all-night  software-coding  sessions.  The  middle  section  focuses 


on  Gates's  confrontational  management  philosophy  it 
competitive  drive.  And,  toward  the  end,  we  learn  abo  ( 
the  human  being — who  gamely  sang  "Twinkle,  TwinkS  I 
Star"  on  national  rv  at  Barbara  Walters'  bidding. 

Lowe  clearly  admires  Gates,  and  her  tone  is  O) 
sweet.  But  she  does  poke  fun  at  Gates's  quirks,  tai 
When  dating  a  woman  from  a  different  city,  he  arraje 
them  to  see  the  same  movie  on  the  same  day  so  th-  < 
talk  about  it  later  on  their  cell  phones. 

That's  fun  stuff.  But  it's  fluff.  For  real  understandin  o 
of  the  world's  most  influential  people,  stick  with  a  rre 
ous  bio,  such  as  Stephen  Manes'  and  Paul  AndrewsG 

BY  STE\  ^ 
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Stay  in  the  sky? 

What  makes 
ne  stars  twinkle? 


How  does 
e  Internet 


Actiiaiiy,  it  works  very  well.  Maybe  because 
so  much  of  it  luns  on  Compaq.  Four  out  of 
the  five  most  popular  Web  sites  are  powered 
by  Compaq.  Hundreds  of  millions  of  liits 
ai*e  handled  by  Compaq  platforms  every 
Three-quarters  of  the  top  ISPs  have  standardized  on  Compaq 
heir  Windows  NT'  based  Web  hosting.  And  if  you've  ever 
ved  e-mail,  chances  are,  we  helped  get  it  to  you.  To  find  out 
the  Internet  can  help  grow  your  business,  feel  free  to  ask  the 
:e  at  T800 -AT-  COMPAQ.  Or  visit  www.compaq.com/moon. 


Better 


answers. 


©1998  Compaq  CompulerCorpofalion  All  FighlsfeservecJ  Compaq  is  fegisierecl  m  (he  U  S  Patenl  and  Trademark 
OHice  Belter  answers  IS  a  service  mark  o(  Compaq  CompulerCorporalioi  Windows  NT  is  a  registered  trademark 
of  Microsoft  Corporaiion  All  other  names  are  Ifademarhs  or  registered  trademarks  ol  their  respective  companies 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


SOCIAL  SECURITY:  CLINTON'S  PLAN 
IS  RIGHT  ON  THE  MONEY 


WISE  MOVES: 

Dedicating  the 
bulk  of  budget 
surpluses 
would  shore 
up  the  fund, 
and  investing 
some  of  it  in 
stocks  would 
prudently 
boost  returns 


Laura  D'Andrea  Tyson  is  dean  of  the 
Haas  School  of  Business  at  the  Uni- 
versity of  California  at  Berkeley  and 
was  President  Clinton's  chief  econom- 
ic adviser. 


AS  a  member  of  the  fii-st  wave  of  the 
baby  boom,  President  Clinton  has  of- 
fered the  nation  a  set  of  innovative, 
centrist,  and  economically  sound  proposals  to 
address  the  financing  challenges  for  Social 
Security  posed  by  his  generation.  His  ideas 
will  ensure  that  with  a  few  sensible  adjust- 
ments. Social  Security  will  be  there  when 
both  the  baby  boomers  and  the  Generation 
Xers  retire. 

Clinton's  plan  to  save  Social  Secuiity  tack- 
les two  distinct  problems  at  the  same  time. 
By  dedicating  nearly  two-thirds  of  projected 
budget  surpluses  to  Social  Security  reserves 
over  the  next  15  years,  it  would  increase  the 
nation's  net  national  savings  rate  by  as  much 
as  two  percentage  points,  reversing  three 
decades  of  decline.  Increasing  America's  paltiy 
savings  rate  is  the  only  sure-fii'e  way  to  bol- 
ster future  living  standards  while  reducing 
our  dependence  on  foreign  borrowing.  Using 
the  hard-won  budget  smpluses  for  tax  cuts  or 
government  spending  won't  do  the  trick;  iso- 
lating them  for  Social  Security  will.  In  addi- 
tion, the  President's  plan  allows  Social  Secu- 
rity to  cover  its  projected  expenditures 
through  2055. 

Moreover,  the  President's  policies  accom- 
plish this  while  honoring  the  basic  promise  of 
Social  Security:  to  provide  eveiy  American 
worker  with  insurance  against  the  adverse 
effects  on  retirement  income  of  unforeseen 
developments  like  disapi:)ointing  earnings,  dis- 
ability, or  death  of  a  spouse.  Pi-esident  Clin- 
ton's plan  also  safeguards  Social  Security's 
three  distinctive  and  morally  compelling  fea- 
tures: First,  that  benefits  paid  to  individual 
workers  are  linked  to  average  lifetime  earn- 
ings. Second,  that  risk  is  pooled  by  providing 
extra  benefits  to  low-income  earners  and  fam- 
ilies with  children.  Third,  that  Social  Secmity 
retirement  income  is  protected  from  the  dan- 
gers of  unanticij^ated  inflation  for  the  dm'ation 
of  retirement,  however  long. 
UNLEASH  PRESSURES.  The  President's  plan 
also  calls  for  investing  a  share  of  Social  Se- 
curity's reserves  in  the  stock  market.  The 
returns  from  diversification  are  substantial, 
since  the  annual  rate  of  return  on  equities 
has  been  about  7%,  compared  with  about 
2.5%  on  bonds  over  the  long  ran.  Under  the 
Pi'esident's  proposal,  all  of  Social  Security's  as- 
sets and  the  returns  earned  on  the  invested 
portion  would  be  available  to  cover  the  pro- 
gi-am's  benefits.  In  contrast,  privatization  pro- 


posals that  replace  Social  Security  v&i 
mandatory  individual  retirement  accouls 
would  have  cjuite  different  consequences. 

Under  such  proposals,  some  or  all  of 
individual's  payroll  tax  payments  would 
deposited  in  individually  owned  defined-' 
tribution  accounts  whose  funds  would  be  ii 
aged  by  private  financial  institutions.  T! 
funds  would  be  removed  from  the  soci.^ 
surance  system,  thus  no  longer  availab 
pool  risk  and  transfer  income  between  ! 
and  low-wage  workers,  between  families 
and  without  children,  between  the  able 
the  disabled  during  retirement.  Instead  > 
guaranteed  government  benefit,  Social  Si 
rity  payments  to  individual  workers  v.  - 
depend  on  asset  values,  interest  rates, 
investment  strategies  as  well  as  lifetime  e; 
ings.  Finally,  privatization  would  mean  tha' 
dividuals  would  pay  sometimes  hefty  i 
agement  fees  to  financial  institutions. 

What  about  the  concerns  voiced  by  Fei 
al  Reserve  Chairman  Alan  Greenspan 
others  that  the  President's  diversification  ■ 
would  unleash  political  pressures  on  finai 
markets?  Similar  plans  administered  by  sj 
and  local  governments  do  not  pe)form  as 
as  privately  owned  funds  for  two  reas 
Government  funds  are  usually — and  un 
standably — invested  more  consei-vatively, 
on  occasion  they  ai'e  allocated  according  tc 
litical  as  well  as  fiduciaiy  considerations, 
there  ai'e  some  straightfomai'd  administra 
fixes  to  the  latter  problem.  Indeed,  the  fee 
government  ah-eady  has  a  model — the  Fed 
Retirement  Thrift  Investment  Board — | 
manages  the  savings  of  federal  employee^l^i 
cording  to  sound  principles.  Another  appn 
would  restrict  Social  Secuiity's  investment 
private  markets  to  index-fund  instrum  [( 
and  would  choose  several  private  compa 
to  manage  these  investments  through  ( 
petitive  bidding. 

Social  Security  is  the  crown  jewel  of 
government's  progTams.  It  does  not  need 
damental  restracturing.  It  needs  some 
tional  revenues  that  the  President's  plai 
fers  tlirough  an  increase  in  saving — somet 
long  overdue  and  salutaiy  for  future  li 
standards — and  partial  diversification, 
baby  boom  helpecl  produce  the  projected 
get  suipluses.  Devoting  a  substantial  fi'ai 
of  them  to  fund  Social  Secmity  wall  provi 
strong  retii'ement  foundation  for  that  g( 
ation  and  their  children. 


f 
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with  IT  rapidly  evolving,  there  are  opportunities 


Reality  check:  If  you've  invested  in  technologies  like 


them  to  run  your  business — and  they  do  it  well.  But 


Open  VMS  or  NonStop  Himalaya",  you  count  on 


you'd  like  to  seize.  So  Compaq  is  extending  these 


ronments  to  incorporate  elements  like  Web-enabled  capabilities,  Windows  NT 
"Operability  and  64-bit  performance.  Which  means  your  IT  infrastructure  can 
lin  firmly  in  place  while  new  applications  like  e-commerce  come  on-line.  We 
i| "  not  just  systems  but  software,  services  and  solutions  to  make  it  all  work 
ther.  So  your  past  investments  will  continue  reaping  future  returns. 
;  'arn  more,  call  1-800-AT-COMPAQ.  Or  visit  vvww.compaq.com/investment. 


{COMPAQ.  Better  answers. 


You're  always  searching  for  a  competitive  edge.  But  plowing  through  the  numbers  isn't  enough. 
You  need  better  information,  and  better  information  software.  Like  Seagate's  Enterprise  Information 
Management  (EIM).  A  powerful  suite  of  business  intelligence  tools  that  scales  from  the  individual  to 
the  department  to  the  enterprise.  EIM  includes  Seagate  Info' 'for  enterprise  information  analysis  and 
distribution,  Seagate  Crystal  Reports  for  faster  decision-making,  Seagate  Worksheet™  to  slice  data  cubes 
into  intelligent  bits,  and  Seagate  Holos  for  data  mining  and  scalable  application  development.  When 
EIM  is  deployed  throughout  your  enterprise,  it  delivers  the  power  to  locate  information  you  need,  help 
you  analyze  it  from  every  angle,  then  display  and  communicate  your  ideas  to  the  people  who  matter.  Af- 
ter all,  even  the  right  information  won't  make  a  difference  until  it's  in  the  right  hands. 

Make  a  Difference: 


^Seagate. 

Information  the  way  you  want  it 


Economic  Trends 


BY  GENE  KORETZ 

BIG  INVESTORS 
HONE  AN  EDGE 

Institutions'  research  seems  to  pay 

Each  year,  equity  institutional  in- 
vestors— mutual  funds,  pension 
funds,  insurance  companies,  and  the 
like — spend  billions  of  dollars  on  secmi- 
ty  analysis  to  stay  ahead  of  the  game. 
Given  the  wide  divergence  in  institu- 
tional performance,  however,  some  crit- 
ics have  charged  that  such  expenditiu-es 
are  excessive  and  produce  little  if  any 
net  benefits  in  trading  profits. 

In  a  new  study,  Scott  Gibson  of  the 
University  of  Minnesota  and  Assem 

DO  INSTITUTIONS  MOVE 
THE  MARKET? 


QUARTERLY  RETURNS  ON 
—  STOCKS  THAT  INSTITUTIONS:  — 

■  BOUGHT*  BSOLD* 

m 

1980-84 

■■1990^ 

-6 

▲  PERCENT  EST. 
*TOP  20%  AND  BOnOM  20%  OF  STOCKS  TRADED  BY  INSTITUTIONS  DURING 
A  QUARTER,  BASED  ON  NET  CHANGES  IN  INSTITUTIONAL  OWNERSHIP. 

DATA  scon  GIBSON  AND  ASSEM  SAFIEDDINE 

Safieddine  of  Michigan  State  Univer- 
sity shed  light  on  the  issue  by  com- 
paring changes  in  total  institutional 
ownership  of  individual  stocks  during 
each  quarter  from  1980  to  1994  with 
stock  returns  over  the  same  quarters. 

Their  finding:  During  the  15-year  pe- 
riod, the  20%  of  stocks  with  the  largest 
quarterly  increase  in  institutional  owti- 
ership  (as  a  percentage  of  a  company's 
outstanding  shares)  consistently  posted 
positive  retums.  And  the  20%  of  stocks 
registering  the  largest  declines  in  insti- 
tutional ownersliip  consistently  lost  mon- 
ey. The  gap  between  the  top  and  bot- 
tom gi'oups  averaged  7.2%  a  quarter 
over  the  entire  period — and  a  huge 
12.1%  fi-om  1990  to  1994  (chart). 

Of  coui'se,  the  fact  that  prices  of  in- 
dividual stocks  rose  or  fell  in  the  same 
quarters  that  institutions  as  a  group 
were  buying  or  selling  shares  doesn't 
necessarily  mean  that  the  institutions' 
security  research  had  paid  off.  Rather 
than  reflecting  new  pertinent  infoiTna- 
tion  that  pushed  prices  in  the  "right"  di- 
rection, it's  possible  that  the  very 
weight  of  institutional  trading  simply 
rnov-ed  the  market  temporarily.  After 


all,  institutional  o^\^lersl■lip  of  stocks  rose 
from  20%>  of  the  market  in  1980  to  40% 
in  the  eariy  1990s. 

To  figTire  out  what  was  happening, 
the  two  researchers  compared  tlie  tim- 
ing of  institutional  owiiersliip  sliifts  with 
the  timing  of  eaiTiings  forecast  revisions 
by  brokerage  fii-ms.  They  reasoned  that 
if  the  institutions  were  tinly  bringing 
new  information  to  the  market,  then 
their  trading  should  on  average  antici- 
pate subsequent  earnings  forecast  re- 
visions by  the  brokerage  houses. 

That,  in  fact,  is  exactly  w-hat  they 
found.  Net  stock  purchases  by  institu- 
tions in  one  quarter  tended  to  precede 
upwards  earnings  forecast  revisions  by 
brokerage  houses  in  the  next  quarter. 
Indeed,  the  abihty  of  such  institutional 
trading  to  anticipate  the  dii-ection  of  fu- 
ture earnings  forecast  revisions  has 
grown  stronger  in  recent  years. 

The  bottom  line  is  that  the  big  bucks 
that  institutions  as  a  group  shell  out 
for  research  activities  do  seem  to  pay 
off.  Compared  to  individual  investors — 
wiio,  of  course,  buy  the  stocks  that  in- 
stitutions unload  and  often  rely  on  then- 
fiiendly  brokers  for  advice — the  institu- 
tions appear  to  be  ahead  of  the  infor- 
mational cui-ve. 


THE  DOWNSIDE 
OF  THE  '98  BOOM 

As  the  bull  roared,  most  stocks  fell 

Institutional  investors  as  a  group  may 
be  better  informed  than  individuals, 
but  judging  from  the  performance  of 
the  most  popular  stock  market  indexes, 
it  appears  that  just  about  everyone 
should  have  done  well  last  year.  After 
all,  the  Standard  &  Poor's  500-stock  in- 
dex gained  26.7%  for  the  year,  the 
fourth  year  in  a  row  of  20%-plus  gains. 
Meanwiiile,  the  Dow  Jones  industrial 
average  w'as  up  16.1%  (not  counting  div- 
idends), wiiile  the  NASDAQ  Composite 
jumped  89.6%. 

A  Cakewalk  for  investors?  Not  ac- 
cording to  Salomon  Smith  Barney  equi- 
ty strategists  Jeffrey  M.  Warantz  and 
John  L.  Manley  Jr.  While  it's  hardly 
news  that  the  big  gains  last  year  were 
racked  up  by  the  largest-cap  stocks, 
they  point  out  that  the  market  boom 
was  fai-  more  nairowiy  based  than  most 
people  appreciate. 

On  average,  they  report,  stocks  with  a 
capitalization  of  more  than  $20  billion  at 
the  stait  of  the  year  climbed  by  25.9%, 
and  those  in  the  $5  b0hon-to-$20  billion 
range  rose  by  6.2%.  But  the  average 


stock  in  other  cap  gi'oups — includi]-  ( 
valued  fi-om  $2  billion  to  $5  billic- 
clined  in  price,  with  those  undi 
milhon  sliding  more  than  24%. 
two-thii-ds  of  all  U.  S.  stocks  actua 
ed  the  yeai-  in  the  loss  column. 

As  for  the  s&p  soo's  sm-ge,  t! 
lysts  note  that  just  10  stocks  acc 
for  43%  of  the  gain,  25  stocks  fi 
and  33  stocks  for  over  75%-.  In  x 
they  say,  1998  will  be  rememb{ 
the  year  "the  largest  stocks  had 
ly  big  perfoi-mance  party,  and  e\ 
else  staved  at  home." 


GROWING  GENIf 
GAP  ON  CAMPIJ 

Women's  lead  in  enrollment 

If  education  is  the  key  to  Amei 
ture  and  the  well-being  of  i 
vidual  citizens,  the  nation's  yout 
particularly  young  females — s 
have  gotten  the  right  message.  " 
bor  Dept.  reports  that  a  record 
1997  high  school  gi'aduates  w 
rolled  in  colleges  and  miiversitie 
fall  of  that  year,  up  from  62% 
two  years  earlier.  And  two-tl 
that  number  were  attending  fo 
institutions. 

As  was  the  case  in  eariier  yt 
males  spearheaded  the  influx  i 
lege  ranks.  Over  70%-  of  femal 
school  gi'ads  em-olled  in  college 
far  more  than  the  63.5%  of  the 
countei-paits  who  did  so. 

Meanwiiile,  the  impact  of  thesi 
on  the  educational  credentials  o 
adults  has  become  increasingly  apa 
According  to  Census  Bm-eau  d:a, 
share  of  those  in  the  25  to  29  ag 
with  four  years  of  college  und| 
belts   rose  from 
23.2%'  in  1991  to 
27.3%  in  1998,  with 
most  of  the  in- 
crease once  again 
i-eflecting  shaip  ad- 
vances among 
young  women.  Al- 
though a  gi-eater 
percentage  of 
young  men  than 
young  women 
have  traditionally 
held  college  de- 
gi'ees,  this  situa- 
tion changed  in  the 
1990s.    By  last 
year,  29%-  of  women  in  the  25  t* 
gi'oup  were  gi-aduates  of  four-ye 
tutions,  compai-ed  with  just  25.6?? 


Lisiness  Outlook 


imS  C.  COOPER  &  KATHLEEN  MADIGAN 


OUIRK  HERE,  A  QUIRK  THERE, 
iD  1999  CAME  IN  LIKE  A  LION 

isumer-friendly  weather  and  a  GM  contract  helped  turn  the  trick 


I  OUTPUT  LIFTED 
iND  GDP  GROWTH 


I TCIAL  GDP 
■  EXCLUDING  MOTOR  I 
VEHICLE  OUTPUT 


The  Commerce  Dept.'s  news 
that  the  economy  grew  at  a 
ing  5.6%  annual  rate  last  quarter  turned  a  lot  of 
,  especially  those  of  many  economists  who  are 
g  for  a  1999  slowdown.  That  quarterly  pace  was 
stest  in  2V'  years,  and  it  suggested  strong  mo- 
rn heading  into  the  new  year, 
be  sure,  the  economy  is  in  its  best  shape  in 
js.  Even  with  widespread  global  weakness  in 
real  gross  domestic  product  grew  nearly  4%  for 
cond  year  in  a  row,  with  both  inflation  and  un- 
irment  at  the  lowest  levels  in  a  generation.  De- 
tarlier  fears,  the  U.  S.  economy  appears  to  have 
1  on  the  turmoil  outside  its  borders.  Yes,  ex- 
declined,  but  cheaper  imports  have  lifted  U.S. 
;  power.  And  the  global  financial  meltdovm  has 
icreased  the  attractiveness  of  U.  S.  assets. 

But  before  you  get  too  ex- 
cited about  last  quarter's 
gi'owth  rate,  take  a  close  look 
at  the  GDF  data.  While  growth 
was  fundamentally  solid,  it 
was  clearly  exaggerated  by  a 
host  of  special  factors,  includ- 
ing a  rebound  from  the  stnke 
at  General  Motors  Corp.  and 
generous  sales  incentives  by 
car  dealers.  Also,  unseason- 
ably mild  weather  boosted 
etion,  and  a  surge  in  aircraft  exports  and  other 
caused  a  spike  in  the  export  data, 
good  bet  that  a  reversal  of  those  influences  will 
1  a  much  weaker  growth  rate  this  quarter,  sim- 
;he  swing  from  5.5%  to  1.8%  between  the  fii'st 
ond  quarters  of  1998,  when  fii'st-quarter  growth 
ated  by  the  unusually  warm  winter  caused  by 
).  As  then,  an  average  of  the  fourth  and  fii'st 
3  will  likely  give  a  truer  reading  of  the  econo- 
derlying  pace. 

,  THE  BIGGEST  special  factor  last  quarter  was 
of  the  GM  strike,  which  added  2.1  percentage 
.0  the  quarter's  overall  growth  rate  (chart), 
'ce  said  that,  excluding  auto  buying  and  addi- 
:  inventories,  real  gdp  would  have  gi'own  3.5%. 
ly,  consumers'  love  of  the  automobile  boosted 
consumer  spending.  Fourth-quarter  outlays 
a  4.4%  annual  rate,  but  vehicle  purchases 


II        III  IV 
(IV  PERCENT  CHANGE, 
RATES 

TO; COMMERCE  DEPT 


NEW  SINGLE- 
FAMILY  HOMES 


soared  69%,  accounting  for  about  a  third  of  the  quar- 
ter's gain.  The  advance  capped  a  1998  spending  spree, 
unlike  any  since  1983.  In  fact,  households,  whose 
spending  makes  up  two-thirds  of  the  economy,  ac- 
counted for  85%  of  last  year's  real  gdp  growth.  In  the 
first  quarter,  though,  vehicle  sales  are  unlikely  to  rise 
at  all.  January  sales  were  strong,  but  still  below  the 
16.3-million  average  pace  in  the  fourth  quarter. 

The  strike  distortion  also 
affected  equipment  invest-  HOME  SALES 

ment.  On  the  surface,  busi-  SKYROCKET 
ness  outlays  for  machinery 
and  high-tech  gear  jumped 
21%,  but  that  followed  a  1% 
drop  in  the  strike-affected  7oo- 
third  quarter,  which  was  the  jQQij 
first  quarterly  dip  in  seven 
years.  The  swing  is  illustrated     "  '^^  '^^ 

r      ^,        ,    ,  ?  ,  ^    .  A  THOUSANDS,  AT  ANNUAL  RATES, 

m  the  data  on  mvestment  m       quarterly  averages 

transportation      equipment,       "™  commerce  dept.  Businessweek 

which  plunged  33%>  in  the  third  quarter  and  then 
soared  65%  in  the  fourth,  the  largest  quarterly  swing 
in  that  sector  in  27  years. 

The  fact  is,  equipment  investment  is  slowing.  Outlays 
rose  at  a  9.4%  annual  rate  in  the  second  half  after 
growth  at  a  26.3%  pace  in  the  fii'st  half.  Even  high-tech 
spending  gi-ew  more  slowly  in  the  second  half  than  it 
did  in  the  fii-st  half.  Companies  are  undoubtedly  paring 
their  capital  budgets  in  the  face  of  past  rapid  capacity 
growth,  costUer  financing,  and  softer  profits. 

PROFITS  ARE  ESPECIALLY  CRITICAL  to  the  1999 

outlook,  not  only  for  capital  spending  but  for  the  over- 
all economy  because  of  the  way  they  will  affect  both 
hiring  and  the  stock  market.  In  particular,  households 
are  relying  increasingly  on  market  gains  to  fuel  spend- 
ing and  home  buying  (chart).  Commerce  data  show 
that  operating  profits  through  the  third  quarter  were 
below  their  year-ago  levels,  and  early  company  reports 
on  the  fourth  quai'ter  suggest  a  small  gain  that  is 
nowhere  near  what  would  typically  be  expected  in  an 
economy  growing  this  strongly. 

In  addition  to  the  GM  strike,  another  key  distortion 
in  the  GDP  data  was  the  unusually  mild  weather  in 
November  and  part  of  December  that  boosted  both 
residential  and  nonresidential  constinaction.  A  return  to 
normal  weather  this  quarter  means  that,  after  the 
government's  seasonal  adjustment  of  the  data,  con- 
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struction  could  well  be  a  drag  on  first-quarter  growth. 

Certainly,  housing  is  sturdy,  buoyed  by  lower  mort- 
gage rates  and  stock  market  gains,  but  probably  not  as 
robust  as  the  fourth-quarter's  10.1%  advance  in  resi- 
dential constiniction  suggests.  New  single-family  homes 
sold  at  an  annual  rate  of  978,000  in  December,  after  a 
record  1.02  million  rate  in  November.  The  weathei"'s  im- 
pact was  clearest  in  business  construction,  which  post- 
ed a  5.5%  gain  last  quaiter,  even  though  contract  values 
have  plunged  19%  from  their  May  peak. 

THE  FINAL  ANOMALY  in  the  gdp  data  is  exports. 
Commerce  says  that  shipments  overseas  suddenly 
jumped  at  a  19%  annual  rate  last  quarter,  the  largest 
hike  in  two  years.  That  followed  three  quarterly  de- 
clines, even  though  the  world  outside  the  U.S.  is  prob- 
ably in  worse  shape  than  it  was  at  the  start  of  1998. 

The  GM  strike  explains  some  of  the  sm-ge.  Vehicle  ex- 
ports leaped  72%  last  quarter,  after  sinking  33%  in 
the  third  quarter.  Also,  a  jump  in  volatile  aircraft  ship- 
ments pushed  up  the  export  gain.  By  themselves,  air- 
craft ty})ically  account  for  about  one-fomth  of  the  quar- 
terly ups  and  downs  in  overall  export  growth. 

For  1999,  new  weakness  in  Latin  America,  the  des- 
tination for  21%  of  U.  S.  exports,  will  cut  foreign  de- 
mand. Slower  growth  in  Britain  and  the  euro  zone, 
which  take  22%,  will  be  another  di"ag.  And  Asia,  about 
22%,  will  not  offer  much  help  either. 


SWITZERLAND 


AJAKUARY  BOU»{ 
IM  FACTORY  ACTrp 


Despite  the  apparent  export  exaggeration,  thv 
foreign  shipments  may  well  be  stabilizing  aftei 
sharp  drop  in  the  fii'st  three  quarters  of  the  yeai 
would  explain  why  manufacturing  activity  appe 
have  firmed  up  in  January.  The  nation's  pure' 
managers  reported  that  their  January  index  of 
trial  activity  rose  from  45.3%  in  December  to  49.5 . 
highest  level  since  last  June.  However,  the  ind' 
mains  below  the  50%  mark,  meaning  that  facto 
tivity  is  still  declining,  and  the  Januaiy  increase  \ 
from  December's  eight-year  low. 

The  most  encouraging  part 
of  the  purchasers'  report  was 
a  second  straight  rise  in  the 
index  of  export  orders  (chart). 
That  suggests  that  the  worst 
of  the  drag  from  the  Asian 
crisis,  which  led  to  most  of  the 
factoiy  sector's  1998  weakness, 
may  be  ending. 

If  that's  true,  1999  started 
off  with  some  relief  for  1998's 
weakest  sector.  But  as  was 
true  last  year,  the  outlook  will  be  detemained  b,^ 
happens  to  domestic,  not  foreign,  demand.  Th( 
news:  The  fourth-quarter  data  show  that  domes 
mand  was  fiiTn  heading  into  the  new  year — but 
not  as  robust  as  the  top-line  number  would  sug 
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A  DIP  IN  EXPORTS  HOBBLES  THE  RECOVERY 


When  world  business  leaders 
gathered  in  Davos  to  study 
the  sony  state  of  regional 
economies,  they  did  not  have  to 
look  far  to  see  the  effects  of 
weakness.  Switzerland  straggled 
throughout  most  of  the 
1990s.  And  now,  just 
as  its  recovery  finished 
a  second  year  of  small 
gains,  a  growing  trade 
imbalance  threatens 
the  outlook. 

The  data  at  yearend 
contained  some  opti- 
mism for  Switzerland. 
In  December,  unem- 
ployment was  at  a  low 
3.4%,  from  5%  a  year  earlier 
(chart),  car  sales  surged  27.2%, 
and  the  Swiss  purchasing  man- 
agers' index  increased  for  the 
thii'd  month  in  a  row,  only  to  fall 
sharply  in  January.  Low  interest 


UNEMPLOYMENT  IS 
TRENDING  LOWER 


DATA;  STANDARD  S  POOR'S  ORI 


rates  and  rising  real  wages  had 
boosted  domestic  demand.  So  real 
gi'oss  domestic  product  likely 
grew  2%  in  1998,  after  a  3.4% 
gain  in  1997.  By  comparison,  in 
the  previous  six  years,  Swiss  GDP 
hardly  gi-ew  at  all. 

But  economists  are 
marking  down  their 
1999  forecasts,  ex- 
pecting Swiss  real 
GDP  to  grow  1.5%,  in- 
stead of  1.7%.  The 
main  drag  is  a  wors- 
ening trade  outlook. 
The  trade  deficit  in 
December  totaled  1 
billion  francs  ($760 
million),  from  a  surplus  of  475  mil- 
lion francs  a  year  ago.  Exports 
fell  4.1%,  with  sales  to  Japan  off  a 
large  15.7%.  But  rising  domestic 
demand  lifted  imports  by  2.6%-. 
Switzerland  did  not  join  the 


euro  zone,  and  its  exporters  i 
grappling  with  a  stronger  fra;. 
After  slipping  6%  against  the 
U.  S.  dollar  in  the  first  half,  t  ■ 
franc  soared  from  July  to  Oct 
as  investors  fled  emerging-m; ; 
currencies  to  safe  havens  like(h 
dollar  and  franc.  As  a  result, 
Swiss  goods  are  less  competilw 
in  global  markets,  where  den' 
was  already  drying  up  becaut 
recessions.  The  franc  has  wej|- 
ened  a  bit  since  October,  in  prt 
because  investors  switched  Uti 
new  eui'o. 

The  Swiss  National  Bank, 
which  cut  interest  rates  in  1J8. 
has  indicated  that  it  will  rema^.c 
''flexible"  on  monetary  policyi 
means  the  central  bank  will  tp 
rates  further  if  the  franc  staip? 
rising  again — good  news  in  aai 
where  exports  account  for  a  M 
44%  of  the  economy. 


— h 


28  BUSINESS  WEEK  /  FEBRUARY  15.  1999 


!>OME  OF  Ll 


^H's  Best  Moments  Come  FTD' 


Valentines  Day  is  Febru 


®"M  ■,  -MSMs".  and  the  "M&MW  r-k 


o--  v.s„  us  at  ftd.eom.  S™^ 


Satisfaction 

ED 


by  FTD. 


News:  Analysis  &  Commentary 


THERE'S  NEW  LIF 


A  surge  in  capital 
spending  has 
experts  upping  '99 
growth  forecasts 


Six  months  ago,  Ryder  System 
Inc.  was  resigned  to  a  mediocre 
1999.  Its  forecast  was  for  the 
U.  S.  economy  to  slow  to  an  ane- 
mic 1%  growth  rate.  But  five  weeks 
into  the  new  year,  Miami-based  Ryder 
has  thrown  that  prediction  away.  Busi- 
ness "is  as  strong  as  we  have  ever 
seen  it,"  exults  Chief  Executive  M.  An- 
thony Burns. 

And  as  Ryder  goes,  so  goes  the  na- 
tion, since  deliveries  by  its  175,000-truck 
fleet  reflect  everything  from  manufac- 
turing to  retail  to  capital  equipment. 
"We're  a  very  good  indicator  of  de- 
mand," says  Biu'ns.  "Not  only  are  peo- 
ple seeing  good  business  today,  they're 
even  optimistic  about  the  longer  teiTn." 

Ryder  isn't  alone  in  doing  a  double 
take.  Just  last  December,  the  consen- 
sus forecast  of  55  economists  sui-veyed 
by  BUSINESS  WEEK  was  for  growth  of 
just  this  year,  half  the  pace  of  the 
previous  thi'ee  years.  But  in  the  wake  of 
a  Jan.  29  Commerce  Dept.  report  on 
gross  domestic  product  that  showed  the 
economy  streaking  through  the  final 
(juai'ter  of  1998  at  a  blowout  5.6%  an- 
nual rate,  more  and  moi-e  forecasters 
are  betting  on  a  year  of  ;-{%-to-4% 
growth.  "We're  in  the  midst  of 
the  greatest  business  exjjan- 
sion  in  U.S.  history,"  declares 
Allen  L.  Sinai,  ceo  of  Primark 
Decision  Economics  Inc.  "And 
there's  no  end  in  sight." 

What's  propelling  the  ex- 
pansion? Consumer  spending 
continues  to  sizzle:  January 
sales  of  cars  and  trucks  were 
almost  double  an  dyst  pi'edic- 
tions.  And  retailers  are  seeing 
surprising  demand,  too.  "We 
had  planned  for  sales  to  be  flat 


in  January,  but  they  were  up  4.3% — 
and  the  first  few  days  of  Febiiiary  are 
looking  good,  too,"  says  Joseph  R.  Et- 
tore,  CEO  of  Ames  Department  Stores 
Inc.  in  Rocky  Hill,  Conn.,  the  nation's 
fourth-largest  discount  retailer. 

But  the  real  suq^rise  is  the  continu- 
ing gi'owth  in  capital  investment.  Last 
summer,  economists  were  seeing  signs  of 
a  capital-spending  slowdown.  Now,  Cor- 
porate America  is  betting  its  capital 
budget  that  the  expansion  will  continue. 
In  particular,  companies  are  plowing 
money  into  technology  to  improve  effi- 
ciency. In  the  fourth  quarter,  capital 
spending  rose  an  astounding  21%.  And 
once  the  rebound  fi'om  General  Motors 
Corp.'s  strike  is  figured  in,  that  hike  is 
still  more  than  double  expectations. 
"One  of  the  biggest  surprises  of  this 
amazing  economy  is  the  continued  sub- 
stitution of  capital  for  labor,"  says  David 
A.  Wyss.  cliief  economist  for  Standaixl  & 
Poor's  DRI. 

"HUGE  MOMENTUM."  There's  more  to 
come.  Although  coiporate  earnings  and 
cash  flow  have  been  sluggish,  new  or- 
ders for  capital  goods  jimiped  7%  in  De- 
cember. And  while  total  capital  spending 
probably  won't  approach  1998's  spectac- 
ulai-  17.5%  increase,  it  should  match  the 
11%'  average  annual  gi'owth  rate  for  the 
1990s.  Tliat  was  the  strongest  capital  in- 
vestment cycle  in  50  yeai-s.  Notes  Bnice 
Steinberg,  chief  economist  of  Merrill 
Lynch  &  Co.,  who  himself  was  much 
more  beaiish  in  eai'ly  December  "There's 
huge  momentvun  going  into  '99." 

Nowhere  is  the  momentum  stronger 
than  in  high  tech,  where  capital  spend- 
ing rose  a  stunning  32%  in  1998  and 


has  averaged  19%  a  year  sim 
according  to  Steinberg.  Compa 
looking  to  technology  to  boost  el 
That's  the  best  profit  insui-anc 
economy  where  global  compel 
keeping  prices  down  and  a  4.3'; 
ployment  rate  is  putting  upwai 
sure  on  wages. 

Meanwhile,  the  ever-expandi 
and  the  explosive  growth  of  el 
commerce  continue  to  spur  ei 
investment  in  the  telecommui 
industry.  Ameritech  ceo  Ric. 
Notebaert  says  carriers  will  keei 
switches,  routers,  and  other  eci 
to  meet  the  gi-owing  demands  o 
line  economy. 

The  high-tech  investment  ben, 
be  key  to  sustaining  rapid  gi-owi  v 
out  driving  up  prices  from  i 
wages.  Tliat  is,  of  course,  if  prot 
gains  continue.  The  signs  so  fam-t 
coiu'aging.  The  1990s'  investmej 'd 
has  raised  the  nation's  long-ten 
ductivity  gi-owth  rate  to  2%  c  r 
double  the  rate  in  the  1970s  an 
Together  with  a  labor-force  gro^ 
of  1.1%,  the  higher  productivit. 
the  economy  can  grow  3%  a  ? 
more  without  rekindling  inflatioi ' ' 
once-  or  twice-in-a-century  c 
ment,"  says  David  M.  Jones,  eh 
omist  at  Aubrey  G.  Lanston  <!  (. 
New  York  bond  trader. 

The  continuing  gi-owth  in  ovt 
ital  spending  is  all  the  more  rei-J 
consideiing  the  state  of  traditioil  i  l 
ufactming.  Factories  have  taken  d 
hit  fi'om  Asia:  Ailing  economi' 
are  bujing  fewer  U.  S.  produc 
flooding  the  countiy  with  cheap  nj: 


The  Economy 
That  Keeps 
Surprising 
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GDP 

CPI 

BUSINESS  WEEK  SURVEY 
CONSENSUS  FORECAST 

1.9% 

2.8°/ 

OFFICE  OF  MANAGEMENT 
&  BUDGET  FORECAST 

2.2 

3.1 

ACTUAL 

3.9 

3.2 

Notes:  The  BW  Consensus  is  based  on  an  annual  survey  of  economists  conducted  iie' 
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February  of  that  year.  Ttie  GDP  and  CPI  figures  are  fourtti  quarter  over  fourth  quarter  The  jobless  rate  is  fourth-quarter  average. 

But  even  manufacturing  is  starting  to 
show  new  signs  of  life.  The  National  As- 
sociation of  Piu'chasing  Management  i"e- 
ported  on  Feb.  1  that  its  monthly  index 
of  manufactuinng  activity  jumped  foiu- 
,s  in  January,  to  49.5,  just  shy  of 
)  50  benchmark  that  signals  in- 
reased  output.  The  napm  also  said 
that  export  orders  in  Januaiy  rose 
to  the  highest  level  in  13  months. 
"Even  the  industrial  sector 
may  not  be  as  bad  as  we 
thought,"  says  Merrill  Lynch's 
Steinberg.  One  reason  is  that 
multinationals  are  at  last  seeing 
a  ftmiing  up  of  sales  in  emerging 
markets.  That  has  companies 
such  as   Eastman  Kodak  Co. 
sounding  buUish.  The  company  "is 
as  strong  as  we've  ever  been  going 
into  the  beginning  of  the  year,"  says 
resident  Daniel  A.  Carp. 
STOCK  PULLBACK?  So  are  all  the  sig- 
nals that  made  economists  cautious  last 
fall  gone?  Not  really.  Charles  L.  Hill, 
research  director  of  First  Call  Corp., 
points  out  that  profits  are  not  growing 
nearly  as  quickly  as  stock  market  valu- 
ations. In  the  first  quarter,  the  analysts 
polled  by  First  Call  figure  that  earn- 
ings of  the  s&P  500  companies  will  come 
in  around  5%  above  year-earlier  levels, 
and  the  second  quarter  doesn't  look 
much  better.  "We  just  had  a  year  of 
good  GDP  and  lousy  coi^jjorate  earnings," 
says  Hill.  "This  is  our  outlook  for  the 
first  half" 

That  raises  a  concem  that  was  preva- 
lent last  fall:  the  possibility  of  a  puUback 
in  the  stock  market.  Economists  includ- 
ing Federal  Reserve  Chairman  Alan 
Greenspan  woiry  that  a  second 
consecutive  yeai"  of  anemic  prof- 
its could  finally  rein  in  the  bulls, 
cui'bing  both  capital  spending 
and  consumer  spending.  Janet 
L.  Yellen,  head  of  President 
CHnton's  Council  of  Economic 
Advisers,  fi'ets  that  even  a  lev- 
eling off  of  stock  prices  could 
have  a  chilling  effect  on  the 
economy.  "I  think  you  would 
see  a  slowdown  in  consump- 
tion," she  says.  "And  with  ca- 
pacity utilization  not  being  veiy 
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high,  you  could  see  a  slowdown  in  in- 
vestment spending." 

For  now,  many  execs  only  see  the 
silver  lining  on  the  economic  horizon. 
Alfred  M.  Zeien,  ceo  of  Gillette  Co., 
which  took  a  beating  in  Asia,  expects 
dramatic  gains  in  1999.  Although  the 
company  I'eported  a  weak  4%  eaniings 
increase  for  the  fourth  quarter,  Zeien 


predicts  "a  return  to  15%  to  20%  eam- 
ings-per-share  growth"  by  the  second 
half  of  this  year.  And  Ames's  Ettore 
shrugs  off  a  buying  slowdown  if  Wall 
Street  swoons — so  long  as  wages  Iceep 
outpacing  inflation:  "We  cater  to  the 
working-class  customer,  who  is  not  as 
affected  by  a  stock  market  crash." 
Such  coiporate  confidence  augurs  well 


for  a  continuation  of  the  capital  v 
ment  boom.  With  consumers  feelij 
as  upbeat  these  days,  the  U.  S.  e<'n' 
looks  poised  to  prove  the  pes 
viTong  yet  again. 

By  Owen.  Ullmmm  in  Wa.s7/ 
with  William  C.  Symonds  in  i 
Roger  Crockett  in  Cliicago,  Diain 
in  New  York,  and  bureau  report 


LETTER  FROM  DAVOS 


AS  THE  SNOW  FALLS, 
BIGWIGS  TALK  OF  BIPOLARITY 

The  mood  is  upbeat  overall  at  the  premier  economics  powwow 


A 


metei'  of  snow  (that's  three  feet  to 
Amencans)  fell  on  Davos,  Switzer- 
land duiing  this  year's  World  Eco- 
nomic Fonmi  powwow  of  coii:)orate  ti- 
tans, political  poohbahs,  digital  divas,  and 
pushy  pundits,  but  it  couldn't  buiy  the 
tone  of  guai'ded  optimism  that  prevailed. 
Not  even  a  street  protest  against  the 
evils  of  the  wired  glol)- 
al  economy — organized, 
ironically,  ovei'  the  In- 
ternet— or  New  Jei'sev 
Governor  Cluisty  Wliit 
man's  broken  leg  could 
change  the  mood 
(Hillaiy  made  it  down 
the  slopes  in  one  piece 
last  year,  Clintonites 
noted). 

The  Americans  were 
pumped  up  on  high 
growth,  Europeans 
clucked  over  their 
blessed  eiu'o,  and  even 
the  Asians  (minus  the 
.Japanese)  were  sur- 
prisingly upbeat  about 
economic  recovery. 

Yet,  a  dai'k  force  did 
hover.  There  were  the 
usual  demons:  hedge 
fimds,  mai'ket  volatility, 
overca|)acity,  and  emerging-market  debt. 
But  this  year,  it  was  the  U.  S.  stock 
market  that  had  everyone  atremble. 
Here's  the  mantra:  The  mai'ket  is  a  bub- 
ble that  will  biu'st,  kill  consumer  spend- 
ing, and  send  America  into  recession. 

Americans  in  Davos  could  feel  smug 
at  learning  anew  that  the  Europeans 
still  don't  really  get  it — the  high-tech 
thing,  the  productivity  surge,  the  In- 
ternet, the  budget  surplus,  enti-epi'e- 
neuiialism.  Tlie  bad  news  is  that,  well,  it 
could  be  they're  right  about  the  bubble. 
There  were,  as  always,  a  passel  of 


sui-prises.  Vice-President  Al  Gore,  long 
regarded  as  a  stiff  in  public,  gave  a 
dam  good  speech  about  the  evils  of  pro- 
tectionism. Under  Secretary  of  State 
for  Economic  Affairs  Stu  Eisenstadt, 
another  reputed  stiff,  was  out  on  the 
dance  floor  Saturday  night  as  a  band 
from  Mauritius  rendered  ymca.  Scott 


TAKING  IT  TO  THE  STREET:  Activists  demonstrate  against  "globalization' 


McNealy  lectured  Netizens  on  compiling 
"consumer  dossiers"  on  people  and  in- 
vading their  privacy.  Ted  Tiuner  gave  a 
lectiu'e  on  philantlu'opy.  And  Newt  Gin- 
giich  admitted  he  was  still  mystified  as 
to  why  his  model  for  the  past  election 
failed.  "Republicans  need  to  look  at 
Jesse  Ventura's  victory."  0.  K. 
RUBIN'S  REALISM.  The  antimarket  rants 
of  Malaysia's  Prime  Minister  Mahathir 
Mohamad  that  sounded  so  extreme  in 
the  past  have  become  conventional  wis- 
dom this  year.  The  Europeans  led  a 
push  for  a  new  international  financial 


architectm-e  to  curb  the  volatili 
led  to  the  Asian  crisis.  Ti-easur\ 
taiy  Robert  Rubin,  in  a  relentle- 
alytical  speech,  tlii-ew  cold  water 
entire  enteiprise.  Ai-e  hedge  fui 
bad  guys?  Naw.  Capital  flight  fi-oi 
in  countries  starts  financial  crisi 
controls  the  answer?  Nope.  Gett  ; 
mestic  policy  right  is  the  way 
Sure,  there's  a  need  for  morf  i 
parency  and  safety  nets.  But 
schemes"  that  try  to  curb  shd 
capital  flows  or  tie  cuiTencies  ini 
are  veiy  difficult  to  do  in  real  lit 
ny,  wasn't  it  Rubin's  boss,  Pr 
Clinton,  who  first  called  for  a  i 
ternational  financial  architecturt 
So  what  were  the  key  buzzw 
Davos?  Deflatiit 
and  reflation 
That's  anothei' 
saying  that  IMI- 
ity  policies  art 
unless  you'i'e  Bi 
Tai'get  zones  ai 
and  bipolaiity  i^ 
in  the  mental 
sense  but  in  a  e 
lar  iiber  alles  w 
Silicon  Valle 
talked  about  " 
rannibalization.  : 
lett-Packard  CEi ; 
I'latt  and  Sun' 
McNealy  talke( 
the  delicacy  req  • 
shifting  to  the  ' 
cause     it    th ; 
"]3hysical"  distril 
stores,  to  you. 

A  bit  of  "D;^ 
tigue"  is  settin 
this  annual  networking  nirvan; 
hotels  still  have  switchboards, 
ging  into  the  Web  is  a  nightma 
panels  seem  to  have  the  sam 
with  familiar  spiels.  And  topi' 
as  "Responsible  Globality"  bog' 
mind.  But  where  else  can  you 
Yassir   Arafat,   Bill  Gates, 
Schrempp,  Yevgeniy  Primaki. 
Wan-en  Beatty  in  one  day  and  s 
ty  the  night  away? 

"  BY  BRUCE  NU%, 
Editorial-page  editor  Nussba'f 
hit  by  a  snowball  at  the  demons^ 
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By  Howard  Gleckman 

THE  BABY  BOOM  THAT  ATE  THE  BUDGET 


President  Clinton  has  proposed  a 

ffiscal  2000  budget  with  hun- 
dreds of  little  ideas — and  one 

'  one,  fixing  Social  Security. 

en  so,  the  President's  millenni- 
fiseal  plan  still  suffers  from  a 

iical  flaw:  Rather  than  restrain- 
the  growth  of  federal  programs 
soon-to-be  retired  Baby 
)niers,  it  merely  devises  ways  to 
d  them. 

lO,  Clinton  winds  up  continuing 
trend  of  making  the  federal 
iding  plan  a  "'gray  budget."  And 
ncreasing  share  of  federal 
esse  is  shifted  to  the  nation's 
■st  citizens.  That  crowds  out  oth- 


ernment  follows  Clinton's  plan  to 
pay  down  $2  trillion  in  debt  over  15 
years,  by  2004,  annual  interest  pay- 
ments will  be  .$70  billion  less  than  in 
1998,  the  Congressional  Budget  Of- 
fice predicts.  That's  just  about 
the  same  amount  by  which  Medicare 
will  have  increased.  By  2004,  Social 
Security  will  have  risen  $110 
billion. 

In  Clinton's  2000  budget,  more 
than  $800  billion,  or  41%  of  all  fed- 
eral spending,  would  go  to  fund  just 
three  programs  in  2004:  Social  Secu- 
rity, Medicare,  and  the  portion  of 
Medicaid  earmarked  for  the  long- 
term  care  of  the  impoverished  elder- 


ment  in  everything  else  society 
needs? 

Clinton,  like  his  recent  predeces- 
sors, has  decided  that  this  choice  is 
best  made  by  his  successors.  He  has 
proposed  some  modest  Medicare  fix- 
es. But  he  has  deferred  any  funda- 
mental restructuring  of  the  progi-am 
until  a  Mar.  1  report  ft'om  a  national 
reform  commission.  Even  if  the  pan- 
el agi'ees  on  a  plan  for  fixing  the 
progi"am,  it  could  be  a  long  time  be- 
fore a  partisan  Congi-ess  can  muster 
the  vdll  to  make  it  law.  Besides,  GOP 
lawmakers  have  a  different  focus: 
huge  tax  cuts. 

But  the  choices  are  clear:  Future 


THE  GRAYING  OF  THE  BUDGET 

SPENDING  AS  A  PERCENT  OF  OUTLAYS  FOR  KEY  GOVERNMENT  PROGRAMS 

■  SOCIAL  SECURITY  AND  MEDICARE   n  OTHER  SPENDING  PROGRAMS   □  INTEREST 


1989 


1999  EST. 
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ttions,  such  as  cutting  taxes  or 
■ting  more  money  to  educate 
rica's  children  to  keep  them 
etitive  in  the  global  workforce 
3  21st  century. 

is  trend  is  beginning  to  reach 
iling  proportions.  Already,  near- 
e-third  of  all  federal  spending 
•marked  for  the  elderly  through 
I  Security,  Medicare,  and  Med- 
If  measures  aren't  enacted 

10  curb  the  gi'owth  of  these 
ams,  when  baby  boomers  re- 

"1  staggering  four  of  every  five 
:s  the  federal  government  col- 
I  will  go  to  such  programs.  Says 

1 1  Institute  senior  fellow  C.  Eu- 
Steuerle:  "We're  building  an 

I  ible  government  that  will  be 

.  y  devoted  to  consumption  by 

aby  boomers." 

i;he  short  term,  this  burden 
be  so  apparent  because  it  will 
:newhat  offset  by  substantial 
es  in  interest  payments  on  the 
llion  national  debt.  If  the  gov- 


ly.  And  that  doesn't  count  an  addi- 
tional $700  bilhon  Clinton  wants  to 
spend  over  the  next  15  years  to 
help  finance  a  Medicare  fix. 
MANY  FANS.  By  2009,  the  beginning 
of  the  retirement  wave  for  76  mil- 
lion boomers,  spending  for  those 
three  progi'ams  will  exceed  $1.2  tril- 
lion, or  about  half  of  all  government 
expenditures.  This  has  put  the  gi"ay 
budget  on  a  trajectory  to  reach  that 
80%  mark  halfway  thi-ough  the  next 
century. 

What  can  be  done?  Social  Securi- 
ty and  Medicare  are  among  the 
nation's  most  popular  programs 
because  everyone  expects  their  due 
at  retirement.  That's  why  Chnton 
and  most  members  of  Congress 
would  rather  find  ways  to  finance 
the  programs  than  trim  their  bene- 
fits. And  few  dispute  that  needy 
seniors  deserve  government  sup- 
port. But  should  spending  on  the  el- 
derly be  so  high — now  and  in  the 
next  century — that  it  curbs  invest- 


PATIENT:  A  Medicare  fix  can  wait 


Social  Security  benefits  will  have  to 
be  trimmed.  And,  boomers  will  have 
to  rely  less  on  government  benefits 
and  more  on  their  own  bank  ac- 
counts to  pay  for  health  care.  As  a 
result,  they  will  need  to  take  more 
responsibility  for  genera*^ing  their 
savings  for  retirement. 

The  President  deserves  credit 
for  focusing  so  much  attention  on 
Social  Security's  long-term  solvency. 
But  the  real  key  for  both  Social 
Security  and  Medicare  is  finding 
how  to  scale  them  back  so  they  pro- 
vide a  minimum,  basic  benefit  for 
all  Americans  but  still  offer  suffi- 
cient protections  for  those  who  need 
them  the  most.  Until  politicians  of 
both  parties  tackle  those  issues, 
don't  expect  any  real  solutions  to 
the  single  most  important  domestic 
issue  facing  Washington  policymak- 
ers today. 

Gleckman,  a  baby  boomer,  covers 
economic  issues  from  Washington. 
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News:  Analysis  &  Commentary 


COMMENTARY 

By  Susan  B.  Garland 


MICROSOFT  OUTSMARTS  ITSELF 


MICROSOFT 

ON  TRIAL 


When  Microsoft  Corp. 
^^^L  entered  U.  S.  District 

^^H^  Court  to  defend  itself 
^/^^^KSf        against  a  Justice 

•  Dept.  antitnist  suit  in 

October,  it  had  what 
many  people  assumed 
would  be  a  surefo-e 
defense  in  one  area — 
a  June  U.  S.  Couit  of 
Appeals  ruling  that 
upheld  the  software 
maker's  right  to  com- 
bine products  as  it  saw  fit.  The  liigher 
coiut  said  that  as  long  as  the  integi'ation 
provides  "some  technological  value"  that 
can't  be  aclueved  if  users  combine  the 
features  themselves,  there  was  no  prob- 
lem. That  iTiling,  legal  experts  said, 
would  make  it  all  but  impossible  for  the 
govemment  to  prove  that  Microsoft  vio- 
lated tying  laws  when  it  combined  its  In- 
ternet Explorer  browser'  with  Windows. 

So  much  for  the  experts.  Throughout, 
the  goveiTunent  has  been  able  to  produce 
evidence  disputing  Microsoft's  claim  that 
integi'ating  the  browser  was  simply  the 
next  step  in  the  Windows'  evolution — and 
not  a  way  to  force  computer  makers  to 
offer  its  browser  rather  than  one  from 
Netscape  Commimications  Corp. 
SERVICE  BREAK.  Wliat's  worse,  for  Mi- 
ci'osoft,  the  I'ecent  setback  on  integi'ation 
is  just  one  in  a  series  for  the  company's 
defense.  Even  though  it  is  now  Mi- 
crosoft's tm-n  to  call  witnesses  and  put 
forth  its  version  of  events,  it  is  the  gov- 
ernment that  seems  to  be  scoring  most 
of  the  points  in  recent  weeks.  "It's  cer- 
tainly not  the  start  that  Microsoft  envi- 
sioned," says  Washington  antitrust  attor- 
ney Timothy  J.  O'Roiu'ke. 

Perhaps  most  discoui'aging,  Microsoft's 
own  witness.  Senior  Vice-President 
James  E.  Allchin,  has  provided  some  of 
the  most  damning  testimony.  Under 
cross-examination  by  Justice  attorney 
David  Boies,  Allchin  conceded  on  Feb.  1 
that  a  consumer-  with  Windows  95  could 
install  Internet  Explor-er-  later  and 
achieve  many  of  the  features  offered  in 
Windows  98,  with  its  integrated  browser*. 


Washington  antitrust  attorney  James  R. 
Loftis  III  says  Allchin's  testimony  was 
"another"  nail  in  the  coffin  of  Microsoft's 
ar"gument  that  [Windows  98]  is  integTat- 
ed  and  not  separate  pr'oducts." 

Allchin's  testimony  also  raised  serious 
questions  about  Micr-osoft's  credibility, 
from  which  it  may  not  easily  recover-.  On 


ALLCHIN:  Damning  testimony  from  a  Microsoft  exec 


Feb.  2,  Boies  began  a  cross-examination 
aimed  at  discr-editing  a  videotaped 
dernonstr-ation  that  Microsoft  had  entered 
into  evidence.  The  purpose  of  the  tape 
was  to  prove  that  goverirment  witness 
Edwar'd  W.  Felten  of  Princeton  Universi- 
ty was  wr'ong  when  he  asserted  that  he 
could  r-emove  browsing  capability  from 
Windows  98  without  harrning  the  system. 


After  Boies  pointed  out  to  All . 
lems  that  suggested  doctoring 
tape,  U.  S.  District  Judge  Tho 
field  Jackson  noted  that  "doul 
cast  "on  the  r-eliability"  of  the 
tapes.  At  press  time,  Microsol 
ning  to  restage  the  demonstr; 
By  itself,  the  video  snafti  < 
viewed  as  ju.- 
barTassing  ga 
part  of  a  patt 
leaves  the  ini 
that  Micr-osot 
points.  The  I\ 
witnesses  wl 
Allchin  to  tin 
far-ed  badly  u 
emment  cros 
tion.  Boies  at 
Richard  L.  Si 
Microsoft's  et 
over  his  ear-li 
which  seemec 
diet  liis  cur-re 
ny.  When  thet 
insisted  that 
don't  imply  n  •,; 
power,  Boies 
him  a  1982  ai 
which  Schma 
wr-ote  that  p< 
high  profits  d  '* 
bar-r-iers  to  ei 
vals.  To  that,  ^' 
"My  immedia 
'What  could  1 
thinking?'"  ^™ 

Another  1 
witness,  Paul 
wound  up  gil  * 
some  ammu4  *f 
allegation  \M 
attempted  to 
browser  market  with  Netscaj 
21,  1995,  meeting.  Boies  mani 
Maritz  to  concede  that  Micro!  '"i 
tried  to  persuade  Netscape  tn 
less  of  a  dir-ect  rival  by  using  "'"i 
dows  technology  in  its  brows 

Most  wor-risome  for  Micros  ^ 
be  Jackson's  demeanor  durinj  "~ 
cross-examinations.  Several 


i 


Even  if  bundling  is  ruled  anticompetitive,  finding  a  r( 


34  BUSINESS  WEEK  /  FEBRUARY  15.  1999 


tz  to  answer  Boies  with  a  sim- 
"no" — sometiiing  lie  never  did 
unent  witnesses,  even  when 
.wyers  sought  his  help.  He  also 
5chmalensee's  reasoning  sever- 
1  many  ways,  he  has  been  re- 
skepticism  with  their  argu- 
William  E.  Kovacic  of  George 
University  Law  School. 
16  widening  crack  in  the  inte- 
nse that  could  prove  most 
Microsoft.  To  show  a  viola- 
rust  law,  the  government  must 
dicrosoft's  browser  and  operat- 
ire  separate  products  and  that 
be  consumer  demand  for  each 
it  end.  Justice  has  introduced 
wft  E-mails  shovdng  that 
)ft  execs  monitored  the  mai"- 
?  the  two  products  individual- 
ary,  1996,  E-maii,  for  instance, 
.airman  William  H.  Gates  III 
ing  browser  share  is  a  very, 
lit  goal  for  us." 

As  for  consumer  demand, 
cm  Packard  Bell  NEC,  Gate- 
«rlett-Packard  all  testified  that 
ke  to  make  the  browser 
slves.  "I  would  prefer  that 
choice  to  make,"  said  Scott 
Jig  Corp.  executive  who  testi- 
jompany  chose  Netscape  as 
because  it  could  work  on  top 
ig  systems. 

^  Ulchin  insisted  he  wanted  to 
imet  Explorer  because  it 
\  inology,"  Justice  has  intro- 
indicating  that  the  company 
inded  to  foreclose  competi- 
executive  in  February,  1997: 
I  '.ry  hard  to  increase  browser 
on  the  merits  of  IE  alone.  It 
mportant  to  leverage  the 
tem]  assets  to  make  people 
of  [Netscape]." 
11  considerable  evidence  on 
e  on  the  issue.  And  even  if 
tus  point,  finding  the  right 
be  a  headache.  Does  Judge 
a  company  to  pull  apart  its 
used  by  niiUions  of  con- 
s  he  really  ready  to  dictate 
e  in  an  operating  system? 
sons,  Microsoft  may  still 
Windows  fully  intact.  Then 
ackson  doesn't  seem  one  to 
I  way  out. 


s  correspondent  Garland  is 
''"^  dicrosoft  trial. 


a  headache 


SOFTWARE 


BYPASSING 
WINDOWS 

Big  makers  will  ship  PCs  that 
don't  need  operating  systems 

Thomas  Penfield  Jackson,  the  Federal 
District  Court  Judge  heai-ing  the  Mi- 
crosoft antiti-ust  trial,  holds  the  keys 
to  the  software  giant's  future.  But  so  do 
Compaq  Computer,  Hewlett-Packard,  and 
Dell  Computer.  For  yeai"s,  these  compa- 
nies— and  other  computer  makers  that 
distribute  Microsoft  progi'ams  with  their 
hai'dware — have  obediently  trotted  out 
whatever  new  product  Microsoft  Coip. 
offered  and  hewed  to  whatever  strategic 
directions  the  folks  in  Redmond  issued 
for  the  industry. 

Lately,  however  they're  showing  signs 
of  indejiendence.  In  the  fast-gi'owing  mar- 
ket for  sei'ver  computers,  the  machines 
that  dole  out  Web  pages  across  the  In- 
ternet or  send  E-mail  around  a  coipo- 
ration,  the  top  PC  companies  ai'e  begin- 
ning to  look  at  non-Microsoft  options. 
The  first  is  Linux,  a  sei'ver  operating 
system  that  is  available  for  fi-ee  on  the 
Intemet.  Compaq,  Dell,  and  hp  ai-e  ship- 
ping or  will  soon  ship  computers  with 
Linux  instead  of  Wmdov/s  NT,  Microsoft's 
operating  system  for  servers. 
CHEAPER  OPTION.  Now,  the  same  com- 
panies are  looking  into  another  mai'ket 
where  Microsoft's  wai'es  ai'en't  needed: 
so-called  "server  appliances."  These  are 
inexpensive  sei'ver  computers  that  are 
devoted  to  a  single  task,  such  as  routing 
mail,  and,  as  a  result,  don't  require  a 
full-blown  Microsoft  operating  system. 
No  Wmdows.  And  with  price  tags  as  low 
as  $999,  vs.  $3,000-plus  for  a  Windows- 
based  server  "Appliances  have  changed 
the  server  landscape  forever,"  says 


Stephen  W.  DeWitt,  ceo  of  appliance  up- 
start Cobalt  Networks  Inc.  "The  eco- 
nomics are  just  too  powei-ful  to  ignore." 

On  Feb.  1,  hp  unveiled  a  sei'ver  that 
nms  Oracle's  database  software — with 
nai^y  a  trace  of  an  operating  system  at 
all.  And  it  plans  to  debut  another  three 
sei-ver  appliances  in  the  next  few  months. 
Compaq  is  considerag  a  similai'  product. 
And  almost  all  of  the  PC  heavies  ai'e  talk- 
ing with  Cobalt,  Whistle  Communica- 
tions, and  Encanto  Networks  to  get  in  on 
the  trend.  One  top  PC:  maker — which 
asked  not  to  be  identified — is  about  to  an- 
nounce a  deal  to  resell  Encanto's  $995 
e.go  web  server,  which  enables  small 
businesses  to  easily  set  up  E-commerce 
Web  sites. 

VAST  MARKET.  Analysts  tlunk  sei'ver  ap- 
pliances could  gi-ab  a  big  chunk  of  seiver 
sales  to  corporations,  institutions,  and 
Net  service  providers.  Dataquest  Inc. 
figiu'es  the  server-appliance  market  will 
grow  from  $500  million  now  to  $13  bil- 
hon  by  2002,  when  it  will  represent  19% 
of  the  total  server  business. 

Even  if  that  number  proves  a  bit  op- 
timistic, there's  no  doubt  that  Microsoft 
faces  a  new  kind  of  challenge.  If  sei-vers 
without  operating  systems  are  what  cus- 
tomers are  asking  for,  says  Fred  J.  Oh, 
Acer  America's  dii'ector  for  product  mai'- 
keting,  "there's  nothing  Microsoft  or  any- 
one else  can  do  about  it."  But  Microsoft 
is  considemg  ch"astic  measiu^s:  Tlie  giant 
is  ah-eady  tinkemg  with  its  own  "em- 
bedded" version  of  Windows  NT,  a 
stripped-down  product  that  could  be 
priced  to  compete  in  the  appliance  mar- 
ket, say  analysts. 

For  PC  makers,  appliances  present  a 
tantalizing  opportunity.  Says  Acer's  Oh: 
"We've  always  dreamt  of  the  day  when 
people  wouldn't  cai'e  about  the  operating 
system."  For  Microsoft,  that's  a  night- 
mai'e  as  scai'y  as  anything  going  on  in 
Washington. 

By  Peter  Burrows  in 
San  Mateo,  Calif. 
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PHARMACEUTICALS 


WHY  SEARLE 

IS  FEELING  NO  PAIN 

Its  arthritis  drug  is  selling  faster  than  anything  since  Viagra 


The  mood  at  G.  D.  Searle  &  Co.  is  al- 
most giddy.  And  why  not?  Even  be- 
fore the  Monsanto  Co.  unit  has  offi- 
cially kicked  off  its  marketing  campaign, 
its  Celebrex  arthritis  treatment  has  be- 
come one  of  the  fastest-selling  new  dmgs 
in  histoiy.  In  its  fii'st  two  weeks,  doctors 
wi'ote  more  than  56,000  prescriptions, 
making  Celebrex  the  second-fastest 
staiter  in  recent  memoiy,  ahead  of  cho- 
lesterol-lowering Lipitor  but  behind — 
you  guessed  it — Viagi-a. 

Celebrex  may  never  match  Pfizer 
Inc.'s  impotence  pill  for  headhnes  or  no- 
toriety, but  it  could  ulti- 
mately prove  just  as  big  a 
revenue  generator.  Says 
Richard  U.  DeSchutter, 
chah-man  and  chief  exec- 
utive  of  Searle:  "We 
tliink  there's  enormous 
potential  to  touch  tens  of 
milhons  of  people  in  the 
U.  S.  and  hundreds  of 
million  worldwide."  In 
fact,  if  sales  continue  at 
the   current   pace,  SG 
Cowen  analyst  Stephen 
M.  Scala  expects  Cele- 
brex sales  to  hit  $550 
miUion  this  year  and 
billion  annually  by  2002. 
CHOICES.  Still,  there  are 
plenty  of  hmxlles  to  making  those  pro- 
jections reality.  Celebrex  is  the  fii'st  of  a 
new  category  of  pain  drags,  so-called 
Cox-2  inhibitors,  to  win  approval.  But 
Merck  &  Co.  has  its  own  Cox-2  product, 
Vioxx,  wliich  is  exjjected  to  hit  the  mar- 
ket in  foiu'  months.  Meanwhile,  although 
Searle's  data  showed  great  short-term 
safety  benefits  over  current  arthritis 
remedies — wliich  can  cause  side  effects 
such  as  stomach  bleeding — it's  unclear 
whether  that  edge  will  persist  with  long- 
ternn  use.  Also,  health-maintenance  or- 
ganizations are  resisting  covering  Cele- 


brex until  the  long-term  benefits  are 
pi'oven. 

Tlmt's  why  Seai'le  and  mai'keting  part- 
nei'  Pfizer  are  mshing  to  grab  market 
shai-e.  On  Feb.  22,  himch'eds  of  sales  reps 
from  the  two  companies  will  fan  out  to 
doctors'  offices  in  what  is  likely  to  be 
the  most  intense  marketing  eftbrt  ever 
aimed  at  physicians.  In  the  next  six 
months,  the  companies  ex]3ect  to  acquaint 
150,000  doctors  with  the  viitues  of  Cele- 
brex. That's  likely  to  be  followed  by  a 
consumer  ad  blitz,  hsbc  Secmities  ana- 
lyst Jack  Lamberton  fig-m-es  the  cost  of 
the  launch  could  hit  $100  mil- 
lion for  the  year.  "We  are 
moving  at  waip  speed,"  says 


HOW  CELEBREX* 
HOT  LAUNCH  STACKS  UP 


TOTAL  PRESCRIPTIONS 


stomach  side  effects  until  more  da 
available. 

Industiy  pros  figiu'e  that  decisio 
tributed  to  Searle's  pricing.  Celebn 
cost  about  $2.42  per  day,  less  thai 
lysts  had  expected.  That  also  n 
pressm-e  from  managed-care  ope 
that  are  trying  to  get  control  of  s( 
prescription  drag  costs.  Seaile  and 
consulted  with  hmos,  doctors,  an 
tient  gToups,  testing  700  different 
models  before  settling  on  the  ci 
figiu'e.  Even  so,  hmos  including 
U.S.  Healthcare,  United  Healt 
Coi-p.  and  Wellpoint  Health  Net 
Inc.  are  tiying  to  limit  use  of  th( 
for  now  thi'ough  higher  co-payin( 
$25  a  month  at  United  Healthca 
by  restricting  it  to  people  at  risk 
testinal  problems. 
LOW  RISK.  Celebrex'  price  is  coi 
five  with  some  popular  nsaids,  bu 
more  costly  than  generic  aitluitis  | 
that  cost  as  little  as  10?  a  day.  And 
is  the  risk  that  unexpected  side 
could  siuface.  Researchers  at  thd 
vei'sity  of  Pennsylvania  i-eleased  a| 
in  January  raising! 
tions  about  whethi 
Cox-2  drags  could  j 
blood  clotting.  A 
spokesperson  says ! 
brex  was  tested  in 


M: 


ann  n 


VIAGRA 

42,084 

128,888 

CELEBREX 

9,810 

46,225 

LIPITOR 

4,043 

8,381 

DATA  NDC  HEALTH  INFORMATION  SERVICES 


J.  Patrick  Kelly,  vice-presi- 
dent at  Pfizer  Phamiaceuticals  Group. 

Wliat  gives  the  new  drags  such  great 
potential?  Cox-2  inhibitors,  which  get 
theii'  name  from  the  enzyme  they  block, 
are  expected  to  provide  the  same  relief 
as  nonsteroidal  anti-inflammatoiy  drags 
(nsaids)  like  ibuprofen  or  naproxen,  but 
with  fai'  fewer  intestinal  side  effects  such 
as  ulcers.  But  the  Food  &  Drag  Admin- 
istration wasn't  convinced  by  Searle's 
data  showing  Celebrex  is  safer  than  the 
NSAIDS  over  the  long  tenn,  and  it  is  re- 
quiring that  the  chug's  label  caiiy  a  ver- 
sion of  the  standard  nsaid  warning  on 


creased  risk  of 
vasailai'  events  wa  e 
Rivals  are  rea' 
pounce  on  any  Ce  )i 
weakness.  SmitH' 
Beecham,  maker  > 
popular  prescr 
nsaid  Relafen,  wil 
free  trials  of  its  product  to  patient 
are  unhappy  with  Celebrex.  An< 
lysts  are  betting  that  when 
Vioxx  gets  the  fda  nod,  its  labt 
show  better  safety  data  than  Gel; 
"Merck  has  a  history  of  gettin.i 
new  areas  and  just  dominating,'^ 
Cluistopher  J.  Oehlmann,  product; 
ager  at  phannaceutical  consultin; 
Decision  Resources  Inc.  That's  aij- 
reason  Searle  and  Pfizer  will  be  pj 
the  Celebrex  marketing  machini 
overdrive.  j 
By  Amy  Barrett  in  Philadelph\ 
Richard  A.  Melcher  in  Skokie,  Ili 


Searle  is  facing  competitive  heat  from 
SmithKline's  Relafen  and  Merck's  Vioxx 
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Ethical  Hacker 

Name: 

NickSimlcich 

Job  Description: 

Help  determine  whether  or  not  a 

^ 

:  mission-critical  information  system  is 
.  susceptible  to  hackers. 

Experience: 

Protected  the  electrical  power  infrastructure 

-  in  the  U.S.  from  cyber-jackers  bent  on 
misdirecting  electricity  with  bogus  information. 

Unofficial  Title: 

"Paid  Professional  Paranoid" 

Phone: 

1  800  IBM  7777,  ask  for  Services 

Web: 

W — ^^n  k: 

www.ibm.com/services/info 

IBM  Global  Services 

People  who  think.  People  who  do.  People  who  get 


I  TO  IHM  Corii.  , 


business  people 


COMMENTARY 


By  Jennifer  Reingold 


SLIMMER  REWARDS  FOR  A  JOB  POORLY  DONE 


With  the  bull  market  forging 
ahead,  investors  may  be  blase 
about  the  costs  of  excessively 
generous  stock-option  compensation 
plans.  Why  quibble  about  a  little 
dilution  when  prices  are  soaring? 
But  regulators  don't  care  about  bull 
or  bear  markets.  And  fortunately 
for  shareholders,  the  watchdogs  are 
trying  to  ensure  that  options  are 
used  as  rewards  for  good  perfor- 
mance— not  giveaways  for  execs 
that  shareholders  pay  for. 

The  most  important  re- 
foiTOs  involve  repricing  op- 
tions. Some  companies 
reissue  options  at  a  lower 
price  when  their  share 
prices  drop — a  practice 
they  say  is  necessaiy  to 
hold  on  to  key  execu- 
tives. Shai'eholder  ac- 
tivists say  repricing  is 
imjustified  because  it  es- 
sentially rewaiTls  execu- 
tives for  poor  perfor- 
mance at  a  time  when 
investors  are  suffering. 
The  Financial  Accounting 
Standards  Board  (fasb)  has 
come  up  with  a  new  inter- 
pretation of  an  existing  iTile 
that  would  force  companies  to 
accoimt  for  repriced  options  as  an 
expense.  Today,  the  costs  of  options — 
including  repricing — are  not  charged 
to  earnings.  The  proposal  would  make 
repricing  much  costher  and,  presum- 
ably, discourage  the  practice. 
STIGMATIZED.  Companies  are  taking 
the  FASB  proposal,  which  will  soon  be 
circulated  for  comment,  seriously.  Af- 
ter the  FASB  announced  in  early  De- 
cember that  the  proposal  could  affect 
repricings  done  after  Dec.  15,  compa- 
nies responded  with  a  rash  of  repric- 
ings in  an  attempt  to  beat  the  cut-off. 
Timothy  J.  Sparks,  head  of  compensa- 
tion and  benefits  at  Wilson  Sonsini 
Goodrich  &  Rosati,  a  Silicon  Valley 
law  firm,  says  he  worked  on  some 
100  repricings  as  Dec.  15  approached. 
"There  was  a  pretty  good  crowd  at 
the  exit,"  he  says.  There  also  were 
plenty  beforehand.  E*Trade  Group 
Inc.  repriced  its  options  in  October  at 
a  spht-adjusted  $8.50.  Since  then,  the 
stock  has  traded  as  high  as 


Trade  groups  such  as  the  Software 
&  InfoiTnation  Industry  Assn.  oppose 
the  fasb's  plan,  saying  repricing  is 
part  of  keeping  critical  employees. 
But  opposition  has  been  relatively 
muted,  perhaps  because  repricing 
bears  a  stigma — it  can  let  execs  ben- 
efit unduly  from  a  stock's  fall.  "It's 
like  arguing  about  jail  time  for  child 
molesters,"  says  pay  consultant 
Frederic  W. 


grams  director  at  proxy  advisor  In 
stitutional  Shareholder  Services. 
Currently,  companies  can  reprice  a 
will,  but  they  must  disclose  it  in  tl 
proxy.  The  SEC's  shift  lets  sharehol 
ers  speak  out  before  the  repricing 
done — a  smart  move. 

But  while  fasb  and  the  sec  attac 
option  abuses,  the  New  York  Stock- 
Exchange  could  be  promoting  then . 
The  Big  Board  approved  a  rule  last 
April  that  would  make  it  easier  fii 
companies  to  issue  new  options 
without  shareholder  input.  N- 
vote  is  now  needed  if  a  com] 
i/s  option  plans  include  20 
of  eligible  employees,  at 
least  50%  of  whom  aren'! 
officers  or  directors. 
The  ruling  brought  ; 
outciy  from  investors 
such  as  the  swiB  anc 
the  Council  of  Insti 
tional  Investors,  a 
group  representin 
over  100  pension 
funds.  Now,  even 
NYSE  task  force's 
proposed  compro- 
mise on  the  mattei 
has  stalled.  "We  car 
think  of  an  issue  that 
matters  more,"  says 
Sarah  A.  B.  TesUk,  execu 
tive  director  at  the  Council. 


NO  FAIR 


Regulators  want  to  reform 
option  policies  that  compensate  executives 
inappropriately  when  stocks  fall 


Cook,  who  believes  the  proposal  will 
pass  easily.  "Repricing  is  dead." 

Repricing  is  also  an  issue  at  the 
Securities  &  Exchange  Commission. 
In  December,  the  agency  told  Gener- 
al DataComm  Industries  Inc.  that  it 
had  to  include  a  proposal  by  the 
State  of  Wisconsin  Investment  Board 
(SWIB)  in  its  proxy  statement  ban- 
ning repricing  without  prior  share- 
holder approval.  The  proposal  was 
slated  for  a  Feb.  4  vote.  "By  holding 
the  feet  to  the  fire  on  shareholder 
approval,  you're  better  off,"  says 
Patrick  S.  McGum,  corporate  pro- 


[we]  were  to  go  down  in  flames  on 
anything,  it  would  be  this." 

They're  right.  Option  plans,  if 
abused,  can  dilute  shareholders'  h( 
ings  and  reward  mediocre  perfor- 
mance. As  ovmers  of  companies, 
shareholders  should  have  the  right 
vote  on  matters  that  may  dilute  tl' 
stakes.  In  a  time  of  option  mania, , 
FASB  and  the  sec  are  adding  neech; 
clarity,  but  the  Big  Board  should  {i 
back  to  the  drawing  board. 

Reingold  covers  management 
executive  pay. 
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DYNASTIES 


JAY  PRITZKER'S  MANTLE 
FITS  PRETTY  WELL 

Partner  and  son  Tom  is  well-positioned  to  continue  dealmaking 


His  voice  choking,  Thomas  J.  Pritzk- 
er  looked  out  at  a  sea  of  mourners 
on  Jan.  25  and  spoke  of  the  passing 
of  "my  best  friend,  my  father,  and  my 
partner,"  Jay  A.  Pritzker.  The  death  of 
Piitzkei-,  76,  marks  the  passing  of  a  20th 
century  business  legend.  He  helped 
amass  a  global,  multibillion  dollai-  empii'e 
spanning  everything  from  hotels  and 
vast  real-estate  holdings  to  low-tech  in- 
dustrial metalbenders  and  business 
jets — the  bulk  of  them  private  and  in 
the  hands  of  his  family  One  of  Piitzkei-'s 


in  a  neighboring  office  to  his  father, 
and,  say  colleagues,  has  been  intimate- 
ly involved  in  all  dealmaking  for  the 
past  two  decades. 

How  will  the  son  put  his  mark  on 
the  empii'e?  Since  Jay  suffei'ed  a  stroke 
in  mid-1997,  Tom  has  quietly  been  as- 
serting more  influence,  though  insiders 
and  outsiders  alike  say  a  consensus  ap- 
proach rules.  (His  three  siblings  are 
not  actively  involved  in  the  business.) 
In  recent  years,  say  colleagues,  he  has 
hccii  pushing  many  of  the  deals  that  go 


key  legacies  may  be  that  his  dynasty  is 
not  only  intact,  but  well-positionecl  to 
continue  dealmaking  without  missing  a 
beat.  "Jay  was  determined  to  have 
eveiything  in  place,  to  make  the  ti'ansi- 
tion  to  the  next  generation,"  says  J.  Ira 
Harris,  senior  adviser  to  the  family. 

Members  of  the  intensely  private 
Pritzker  clan  are  not  talking.  But  it's 
clear  that  primus  inter  pares  among 
the  next  generation  of  Pritzker  cousins 
is  Tom,  the  48-year-old  chairman  of  the 
family's  $5  biUion  Hyatt  Corp.  unit  and 
Jay's  eldest  son.  Soft-spoken,  with  a 
gravely  voice  that  echoes  his  late  fa- 
ther's, Pritzker  is  a  student  and  col- 
lector of  Asian  art,  with  a  home  in 
Katmandu  and  an  abiding  interest  in 
globalizing  family  interests.  He  worked 


beyond  hotels  and  real  estate  invest- 
ments. The  family's  joint  venture  with 
Israel  Aircraft  Industries — Galaxy 
Aerospace — which  is  producing  a  new, 
mid-priced,  long-range  business  jet  first 
released  in  January  bears  much  of 
Tom's  handiwork. 

Tom  shai'es  his  father's  goal  to  keep 
the  family  jewel,  Hyatt,  independent  and 
private.  Hyatt  President  Douglas  G. 
Geoga  says  the  younger  Pritzker  has  re- 
buffed several  would-be  buyers  for  the 
hotel  chain  over  the  past  decade  as  the 
industry  has  consolidated.  And  he's  now 
overseeing  a  $1  bilhon  expansion  of  ho- 
tels around  the  world.  "He  sees  enor- 
mous opportunities  in  hotel  and  real  es- 
tate opportunities  overseas,  and  his 
interests  are  accelerating,"  says  Geoga. 


Tom's  global  focus,  says  Geoga, 
hind  a  recent  investment  in  the 
Hyatt  in  Seoul,  a  hotel  the  Pril 
manage.  Hyatt  will  also  be  adding 
15  hotels  in  the  U.  S.  over  the  nej 
years,  and  it  will  make  its  debut 
Las  Vegas  area  later  this  year 
resort  hotel  at  Lake  Las  Vegas. 
NEW  PATHS.  Meantime,  Pritzke|^ 
played  a  key  role  in  guiding  fam' 
vestment  into  newer  Industrie- 
Pritzkers  now  have  stakes  in  a 
aged-care  company,  called  First  \ 
Group  Corp.,  and  in  a  venture- 
fti-m  that's  investing  in  biotech  a 
sciences. 

Like  his  father,  Tom  will  not 
ate  on  his  own.  His  uncle  Robt 
Pritzker,  72,  is  chairman  of  M; 
Group,  a  $6  billion  collection  of  ind 
companies  that  makes  eveiythini 
medical  products  and  mining  equi 
to  work  gloves.  Some  old  Piitzker 
joke  that  Robei 
ended  up  mar 
many  of  the  firm 
Jay  has  bought. 

Cousin  Penn 
Pritzker,  39,  hear 
expansion  of  the 
ly's  assisted  living 
erties— Classic 
dence  by  Hyati 
Encore  Senior  1. 
A  prominent  Den 
ic  Party  fimd-rai'-' 
donor,  she  also  o\ 
a  network  of  noi 
real  estate  vei 
that  include  off-ai 
parking,  land  de 
apartment 
agement  and  de 
ment,  and  industri 
retail  developme 
thii'd  cousin,  Nich 
Pritzker,  53,  is  tl 
operative  behind  Hyatt's  develo 
deals,  and  the  driving  force  behi 
family's  fairly  recent  moves  into 
gambling  operations. 

It  is,  of  course,  far  too  early 
whether  the  next  generation  wi 
brace  Jay's  bold  investment  styl 
that  led  him  into  sometimes  conti 
sial  buyouts  and  bankruptcy  a  ' 
tions.  With  dealmakers  awash  ii 
tal,  the  next  generation  of  Pril 
will  face  oodles  of  competitors.  < 
will  have  to  do  more  pioneering : 
Dallas  investor  Bruce  Leadbe  - 
partner  in  Pritzker  deals  for  yea- 
ready,  they're  showing  signs  of' 
that — and  perhaps  that's  just  wh 
intended. 

By  Richard  A.  Melcher  in  Cf 


THE  PRITZKER  EMPIRE: 
A  SAMPLING 

HYATT  HOTELS  184  a  round 
the  world 

iviARMON  GROUP  $6  billion 
industrial  conglomerate 

GALAXY  AEROSPACE  joint 

venture  with  Israel  Aircraft 
Industries  to  launch  new 
business  jet 

CLASSIC  RESIDENCE  BY 
HYATT,  ENCORE  SENIOR 

LIVING  network  of  assisted 

livingfacdities  

ROYAL  CARIBBEAN  CRUISES 

25%  stake  in  cruise-ship 
operator 
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COMMENTARY 


By  Keith  Naughton 


IN  FOURTH  GEAR.  FORD  HEADS  FOR  FIRST  PUCE 


The  last  time  Ford  Motor  Co.  was 
the  world's  largest  auto  maker, 
founder  Henry  Ford  was  still  at 
the  wheel  and  the  Great  Depression 
was  just  dawning.  The  automotive 
pioneer  had  clung  doggedly  to  his 
beloved,  but  outmoded.  Model  T 
even  as  General  Motors  President 
Alfred  P.  Sloan  Jr.  outmaneuvered 
him  with  modern  and  stylish 
Chevrolets.  By  the 
time  Foi'd  intro- 
duced the  Model  A  » 
in  late  1927,  it  was  \ 
too  late.  General 
Motors  Corp.  over- 
took Ford  in  1931 
and  never  looked 
back — until  now. 

The  auto  industry 
is  on  the  brink  of  a 
new  world  order,  gm 
today  is  trying  des- 
perately to  reverse 
more  than  three 
decades  of  decline. 
Meanwhile,  Ford  is 
signaling  its  intention 
to  pass.  Its  $6.45  bil- 
Hon  purchase  of  Volvo, 
announced  on  Jan.  28, 
gives  it  the  momentum 
to  pull  ahead.  And  if 
Ford  follows  through 
on  plans  to  buy  the  two-thirds  of 
Mazda  Motor  Corp.  that  it  doesn't 
own,  the  longtime  No.  2  auto  maker 
will  be  No.  1. 

CAR  TALK.  Here's  how  it  adds  up: 
Start  with  Ford's  6.8  miUion  armual 
sales  of  cars  and  tracks,  then  add  in 
400,000  from  Volvo  and  1.1  million 
from  Mazda.  In  two  or  three  years, 
that  could  add  up  to  8.3  million  cars 
and  tracks  annually,  passing  gm's  cm- 
rent  8.2  million. 

What's  even  more  impressive,  an- 
alysts now  believe  Ford,  simply  by 
adding  Volvo,  could  outpace  cm. 
That  assumes  the  company  can  live 
up  to  CEO  Jacques  A.  Nasser's  pre- 
dictions that  Ford's  luxury  car  sales 
will  jump  from  2.50,000  in  1998  to  1 
million  by  2003.  In  January,  Ford's 
U.  S.  sales  soared  8% — twice  expec- 
tation.s — thanks  to  record  sales  of 
pickups,  sport-utility  vehicles,  and 
minivans.  GM  sales  rose  a  modest 


3.7%.  "Ford  is  putting  its  foot  on 
the  gas,"  says  Schroder  &  Co.  auto 
analyst  John  Casesa.  "One  company 
has  a  headwind,  and  the  other  has 
a  tailwind." 

Such  bright  prospects  might  feel 
like  dynastic  vindication  to  Ford's 
new  Chairman,  William  Clay  Ford 
Jr.,  great -gi"andson  of  Henry  Ford. 
But  Ford  says  he's  keeping 


niHIlin 


his  eye  on  a  prize  that  he 
already  has.  "What  I  like  is  that 
we're  the  most  profitable  car  compa- 
ny in  the  world,"  he  says.  Ford  took 
that  title  in  1997  and  has  outearned 
GM  in  the  last  two  years  by  a  score 
of  $12  bilhon  to  $9.3  billion. 

Whether  it's  the  chairman's  goal 
or  not,  Ford  is  expected  to  surpass 
GM  on  another  important  measure 
this  year:  revenue.  Ford  will  likely 
become  the  industry  leader — and 
possibly  the  largest  company  of  any 
kind — if  annual  sales,  combined 
with  Volvo's,  simply  hold  steady  at 
$157.4  billion.  While  gm  had  1998 
revenue  of  $161.3  bilhon,  it  will 
lop  off  $28.5  bilhon  in  annual  sales 
when  it  divests  its  Delphi  parts  unit 
this  year. 

The  one  question  outstanding:  Is 
Ford  in  danger  of  overextending  or 
taking  its  eye  off  the  ball?  With 
$17.4  billion  left  in  its  cash  kitty  af- 
ter the  Volvo  purchase.  Ford  is  still 


shopping.  Among  possible  candi- 
dates: BMW,  Honda,  and  Fiat,  whi' 
is  said  to  be  considering  selling  it 
car  business.  "I  don't  think  we  ca 
rule  anybody  out,"  acknowledges 
Ford.  "But  we  can  be  very  select 
as  we  look  through  the  pantheon 
of  choices."  The  Volvo  deal,  for  e? 
ample,  will  immediately  add  to 
Ford's  bottom  line 
1    and  contribute  as 
much  as  $1.2  billion 
annually  within  thri 
years,  predicts  anal 
Scott  Merlis  of 
Wasserstein  Perell 
Securities. 

GM,  for  now,  ap- 
pears to  be  sitting 
out  the  takeover 
derby.  Instead,  it 

GLORY  DAYS 
REVISITED 

One  of  the  last 
Model  Ts  to  rol 
off  the 

assembly  line 


vowing  to  reassert  its  leadershi 
with  new  models  like  the  Chevro 
Silverado  truck.  But  gm  has  haun 
ing  similarities  to  the  Ford  of  th( 
late  1920s — aggressively  trying  t( 
revive  its  faded  product  lineup  wi 
the  competition  speeds  off  in  new 
directions.  Declares  Gm's  marketii 
chief,  Roy  S.  Roberts:  "We're  goii 
to  the  wall." 

Such  rhetoric  is  in  contrast  to  le 
calm  confidence  displayed  by  Hen' 
Ford's  41-year-old  heir.  Bill  Ford 
steadfastly  refuses  to  predict  if  oi, 
when  he  might  defend  the  family; 
honor  and  vanquish  GM.  "If  you  di 
everything  else  well,  size  will  fol-: 
low,"  says  Ford.  "But  I  don't  get  tj 
kicks  from  the  No.  1  title  becausec 
can  be  fleeting."  Maybe  so.  GM  m;:- 
aged  to  hold  onto  the  top  spot  foiii 
years,  but  complacency  can  strikdt 
any  time. 

Naughton  covers  the  auto  indv^. 
for  BUSINESS  WEEK  in  Detroit. 
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SAYING  SAYONARA 
TO  LONG-TERM 

YOU    won't    have  MYRON 

Scholes  to  kick  around  any- 
more. The  1997  Nobel  eco- 
nomics laureate  announced 
on  Feb.  2  he  was  retiring 
from  Long-Term  Capital 
Management,  the  Greenwich 
(Conn.)  hedge  fund  that 
nearly  collapsed  last  year. 
"Things  are  pretty  well  in 
hand  here,"  Scholes  told 
BUSINESS  WEEK.  5y  the  end 
of  1998,  ltcm's  positions  were 
up  about  11%  from  Sept.  23, 
when  the  Federal  Reserve 
Bank  of  New  York  got  14  big 
banks  and  bi'okerage  firms  to 
inject  $3.6  billion  and  take  a 
90%  stake  in  the  firm.  A 
spokesman  says  ltcm  is  not 
trying  to  raise  money,  but 
partners  have  been  making 


CLOSING  BELL 


POUNDING  PULSE 

Be  still,  my  heart.  Medtronic 
is  flexing  its  muscle  in  car- 
diac care,  and  the  market  is 
taking  notice.  On  Feb.  2, 
shares  soared  4.9%,  to  85, 
on  word  that  the  FDA  had 
approved  Medtronic's  new 
defibrillator,  35%  smaller 
than  other  models.  The  O.K. 
came  less  than  a  week  after 
the  company  introduced  a 
new  line  of  pacemakers.  Says 
PaineWebber's  David  Lothson: 
"Their  core  products  are 
entering  the  year  with 
tremendous  momentum." 
Medtronic  is  also  working  on 
other  new  products. 
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presentations.  Scholes,  57, 
is  moving  to  San  Francisco 
and  plans  to  write,  lecture, 
and  spend  time  with  his  fam- 
ily. Fellow  Nobelist  Robert 
Merton  remains  at  the  firm. 


A  PATRIOT 
FOR  HILTON? 

HILTON'S  DEAL-LOVING  CEO, 

Steve  Bollenbach,  is  bidding 
$1  billion  to  buy  hotel  assets 
from  struggling  Patriot 
American  Hospitality.  The 
move  is  an  effort  to  break  up 
a  prior  deal  in  which  invest- 
ment group  Apollo  Real 
Estate  Advisors  agreed  to 
take  a  30%-  stake  in  Patriot 
American.  Bollenbach,  who 
bought  eight  hotels  for  near- 
ly $1  billion  in  1998,  is  said  to 
covet  Patriot  American's 
extended-stay  Summerfield 
Hotel  chain  and  also  wants 
selected  upscale  hotels  run 
under  the  Wyndham  and 
Sheraton  brands.  Hilton 
refuses  comment,  but 
sources  .say  a  deal  could  hap- 
pen by  mid-February. 


AT&T  AND  MCI  PIOK 
DIFFERENT  PATHS 

HOW    BEST   TO    ENTER  THE 

local  phone  market?  at&t 
and  MCI  WorldCom  disagree. 
On  Feb.  1,  AT&T  unveiled  a 
joint  venture  with  Time 
Warner  to  let  AT&T  offer  local 
service  over  Time  Warner's 
cable  network.  That  comes  as 
AT&T  is  about  to  buy  Tele- 
Communications  Inc.  and  use 
its  phone  network.  On  Feb. 
3,  MCI  WorldCom  said  it 
would  offer  local  service,  too. 
Its  plan:  Instead  of  building  a 
network,  it  will  buy  capacity 
from  Bell  Atlantic  and  resell 
to  New  York  residents. 


MINNESOTANSVS. 
NORTHWEST-AGAIN 

NORTHWEST  AIRLINES  IS 
headed  back  to  court.  On 
Feb.  2,  a  federal  appeals 


HEADLiNER:  MICHAEL  D.  EISNE 


DISNEY'S  NEW  FAMILY  VALUES 


Walt  Disney  Chief  Execu- 
tive Michael  Eisner  isn't  ex 
actly  whistling  while  he 
works  on  improving  re- 
sults in  his  movie  di- 
vision. Despite  a 
stiing  of  liits 
such  as  Enemy 
oftlte  State  and 
Tlie  Waterboy, 
Eisner  has  part- 
ly blamed  the 
live-action  business 
for  lower  1998  earn- 
ings and  for  an  18%  drop  in 
fiscal  ftrst-quarter  profits. 
"Either  the  films  and  mar- 
keting cost  too  much,"  Eis- 
ner wrote  to  shai'eholders 
in  December,  "or  the  audi- 
ence rejected  oui-  ideas." 

Flops  such  as  Mighty  Joe 
Yoking  have  prompted  Dis- 
ney to  revamp  its  studio 
operation.  Animated  film 


chief  Peter  Schneider 
put  in  chai'ge  of  Disney 
family  film  unit.  Eisne)- 
aims  to  cut  by  one-tl 
the  production  a 
distribution  bii 
get,  which  v. 
.$1.5  billion 
year.  The  c> 
pany  will  S( 
deals  with  i 
studios  to  sh 
the  costs  of  bi 
budget  action  fill 
and  Disney  will  make  i 
lov/er-priced  family  filn 
Studio  chief  Joe  Rot 
embraced  big-budget  fi 
in  the  past.  But  he  say 
he's  comfortable  vrith  t 
new  plan.  "We're  still  j 
to  make  big-budget  filr 
we're  just  not  going  to 
as  many  of  them." 

By  Ronald  C 


court  reopened  a  1997 
antitrust  suit  against  the 
carrier,  alleging  predatory 
behavior  following  the  1986 
merger  of  Northwest  and 
Republic  Airlines.  The  com- 
plaint says  the  consolida- 
tions led  to  higher  fares  for 
passengers  using  Minneapo- 
lis-St.  Paul  International  Air- 
port, where  Northwest  now 
accounts  for  80%  of  traffic. 
Northwest  and  Republic  had 
been  the  top  carriers  there. 
Plaintiffs'  lawyers  say  the 
case  could  affect  thousands  of 
passengers  who  have  been 
overcharged  as  much  as  $400 
million  since  the  merger. 
Northwest  plans  to  appeal. 

SOFTWARE  THAT'S 
AGAINST  THE  LAW 

A   FULL-EMPLOYMENT  PRO- 

gram  for  lawyers?  A  federal 
judge  in  Dallas  plans  to  ban 
the  sale  of  some  self-help 
legal  software  in  Texas.  In  a 
Jan.  22  ruling,  U.  S.  District 


Judge  Barefoot  S;, 
decided  that  Quicken  ai 
Lawyer  and  Quicken  r 
Lawyer  '99,  disti'inir 
Parsons  Technolo.uy, 
tute  the  unauthorizc 
tice  of  law.  The  cd 
programs  help  enn: 
draft  their  own  wills,  \  > 
tial  agreements,  an(  > 
documents.  Attornts 
Parsons  plan  to  ch. 
the  ruling  and  in  th 
time  will  ask  the  judg 
the  ban  on  hold.  Texa 
first  state  to  try  sucl 

ETCETERA... 


m  DuPont  and  Teij 
form  a  joint  venture 
polyester  film. 

■  3Com  named  VeriF 
Robin  Abrams  to  h 
Palm  Computing  div 
H  Cisco's  earnings  r( 
as  revenues  increas 
for  its  fiscal  second  c 

■  Arco  and  Chevron 
combine  their  oil  £ 
assets  in  the  Permia; 
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After  132  years  in 
the  energy 
business,  our 
reputation  has 
become  our  name. 

Reliant. 
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Introducing  Reliant  Energy.  The  new  identity  for 

Houston  Industries  and  its  subsidiaries. 

's  only  fitting  that  the  energy  reaffirms  our  commitment  to  being        existing  and  potential  customers 

company  people  have  counted  the  one  you  choose  no  matter  what        service  that  is  truly  world-class. 

1866  takes  on  the  next  your  energy  needs.  All  this  to  say  that  Reliant 

am  under  the  name  that  best  Reliant  Energy  reflects  our  Energy  is  the  company  with  the 

5  it.  Reliant  Energy  is  the  promise  to  continuously  broaden  our      reputation  and  heritage  you  can 

our  separate  electric  and  gas  resources,  sendees  and  capabilities  to     bank  on. 

)ecoming  one  strong,  meet  the  needs  of  the  future.  Now,  as  i  i  ^ 

and  international  energy  a  diversified  energy  services  company,  yJj^^Gll^int 

company  with  expertise  our  business  synergies  give  us  a  solid  EflCr^V 

e  energy  spectrum.  And  foundation  from  which  to  offer  O/^'^ 


Feiuii 


Reliant  Energy  HL&P  •  Reliant  Energy  Minnegasco  •  Reliant  Energy  Entex  •  Reliant  Energy  Arkia 
Reliant  Energy  Retail  Group  •  Reliant  Energy  Wholesale  Group  •  Reliant  Energy  International 


ashington  Outlook 


.D  BY  PAULA  DWYER 


UO: 


i  MY  THE  PATIENTS*  BILL  OF  RIGHTS 
OIULD  PULL  THROUGH  

vision,  insisting  that  it  would  be  a  boondoggle  for  trial 
lawyers  and  result  in  frivolous  lawsuits.  Wliat's  more,  in- 
dustiy  lobbyists  fear  that  once  a  modest  measure  is  passed. 
Democrats  will  be  tempted  to  come  back  eveiy  few  year's  and 
up  the  pressure  on  HMOs.  "We  will  continue  to  fight  against 
mandates  because  they  increase  premiums  and  reduce  cov- 
erage," says  Johanna  Schneider  of  the  Business  Roundtable. 

Business  opponents  pi'efer  no  bill  at  all.  But  they  have 
probably  lost  that  fight  ah'eady.  Speaker  Hastert  may  try  to 
pass  some  consensus  reforms  fi"om  last  yeai-'s 
legislation  while  holding  the  hne  on  liability.  "It 
would  get  the  trains  moving"  and  boost  odds 
for  a  bipartisan  deal,  says  a  cop  Hill  aide. 

But  Democrats  plan  to  hang  tough  on  liabili- 
ty. With  five  more  seats  in  the  new  106th  Con- 
gi'ess,  they  figiu*e  they  have  less  reason  to  yield. 
"Democrats  should  keep  the  bar  high,"  says 
paity  pollster  Mai'k  MeUman.  "There's  no  reason 
to  give  in  to  Republicans."  That's  mostly  bi'ava- 
do.  If  Republicans  get  beliind  compromise  legis- 
lation— smis  liability — that  gives  the  White 
House  a  chance  to  claim  a  rhetorical  victory  on 
patients'  rights,  and  Clinton,  the  Gr-eat  Com- 
pr'omiser;  will  be  tempted  to  go  along. 

With  that  in  mind,  insm-ers  ar-e  beginrring  to 
make  preemptive  moves.  Aetna  U.  S.  Health- 
car"e  Inc.,  the  nation's  lar-gest  managed-care 
provider,  r-ecently  agr-eed  to  let  patients  ap- 
peal treatment  derrials  to  independent  r-eview  boards.  United 
Healthcar'e  Corp.  says  it  will  follow  Aetna's  lead  shortly. 

Ultimately,  the  battle  will  come  down  to  this:  How  anxious 
are  impeachment-battered  Republicans  to  curry  favor  with 
voter's  by  showirrg  some  new-found  flexibility  on  health  refor-m? 
It's  a  major  unknown,  but  employer-s  and  the  insm-ance  lobby 
ar-en't  waiting  to  find  out.  That's  why  they're  waging  an  uphill 
fight  to  snuff  out  the  r'eforin  drive  befnr'e  it  r'eally  gets  r'olKng. 

By  Amy  Borms 


M  iiks  to  the  partisan  rancor  sown  by  Bill  Clinton's  im- 
I  ichment,  it  has  become  conventional  wisdom  in  the 
I  )ital  to  say  nothing  much  will  get  done  until  a  new 
_-nt  is  sworn  in.  But  health  insurers  and  employer-s 
Allying  that  line.  Convinced  that  Congr-ess  might  come 
long  enough  to  enact  a  patients'  bill  of  rights  for  en- 
in  managed-car-e  plans,  industry  gr-oups  are  preparing 
ful  us  lobbying  blitz  to  head  off  any  reforms. 

lie  lobbyists  know  something  that  the  pundits  don't? 
ler-  his  trial  whimpers  to  a  close,  an  em- 
il  President  Clinton  plans  to  campaign 
Iris  bUl-of-rights  plan,  which  gives  HMO 
aers  new  leverage  against  cost-conscious 
i^ii' s.  Republicans,  eager  to  court  impeach- 
I'ary  voters,  are  desperate  to  change 
ject.  GOP  strategists  think  one  way  to  do 
tiatj  to  pass  an  hmo  bill  of  their-  own.  What's 
T  lew  House  Speaker  J.  Dennis  Haster-t 
a  health-policy  expert,  hopes  to  demon- 
lis  effectiveness  by,  among  other  things, 
the  GOP  a  player  on  health  care. 
i  UP.  That's  why  the  industry  is  r-unniiig 
Last  year,  it  easily  quashed  the  drive 
laged-care  reform.  This  year,  lobbyists 
ving  up  the  heavy  equipment.  Employ- 
es and  the  managed-care  business  will 
a  combined  $7  million  media  campaign  HASTERT; 
ludes  anti-HMO  reform  ads  in  key  states. 
Feb.  10,  a  platoon  of  execs  vdll  head  to  the  Hill  to 
i)le  la'ATnakers. 

!e  surface,  the  legislation  looks  r-elatively  benign, 
ats  want  to  guarantee  patients'  access  to  emergency 
I  remove  the  "gag  r-ule"  that  bans  physicians  fi-om  dis- 
more  costly  treatment  alternatives.  But  Clinton  &  Co. 
ive  HMO  enrollees  the  right  to  sue  over  denial  of 
nt  or-  inadequate  care. 

blican  lawmakers  adamantly  oppose  this  liability  pr-o- 


mpro)nise; 


i 


PITALWRAPUP 


<10'  AiN'TGOTTHAT SWING 

)ort  fr-om  independent  voters  was 
to  BOl  Clinton's  two  Presidential 
3S,  but  Vice-President  Al  Gore 
seem  to  be  inheriting  Clinton's 
ouch  with  swing  voters.  Wliile 
i's  high  job-approval  rating  cuts 
partisan  fines,  the  Veep  is 
favorably  by  just  44%  of  inde- 
its,  according  to  a  Jan.  27-29  Los 
s  "rimes  poll.  Some  45%  view  him 
rably.  More  ominously,  Gor-e 
'exas  Governor  George  W.  Bush 
independents,  68%  to  27%,  irr  a 


hypothetical  matchup.  Former  Labor 
Secretary  Elizabeth  Dole  leads  Gore 
among  the  same  voters,  53%  to  36%. 
The  Veep's  problem?  He's  seen  as  too 
much  of  a  ti-aditional  Democrat,  and  he 
doesn't  get  much  credit  for  the  '90s  eco- 
nomic boom.  Gor-e  will  need  to  move 
fast  to  build  bridges  to  independents. 
At  39%  of  r-egistered  voters,  they  could 
determine  the  2000  Presidential  race. 

NO  FREE  LUNCH  DEPT. 

►  House  Republican  leaders,  eager  to 
prove  they're  back  to  business,  plan  an 
ear-ly  Febr-uary  vote  on  a  measure  that 


would  make  it  harder  for  Congress  to 
impose  "unfunded  mandates"  on  the 
private  sector.  Business  gripes  that 
such  mandates  as  a  1996  requirement 
that  phone  companies  wire  all  schools 
to  the  Internet  cost  companies  and 
consumer-s  miUions  of  dollars  in  hidden 
charges.  The  Mandates  Information 
Act  would  let  lawmakers  demand  a 
separate  vote  on  any  new  requirement 
whose  cost  exceeds  $100  million,  as 
estimated  by  the  nonpar-tisan  Congres- 
sional Budget  Office.  A  similar  mea- 
sure passed  the  House  last  year  but 
languished  in  the  Senate. 
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International  Business; 


JAPAN 


JAPAN'S 
DESPERATE 
DEALS 

They're  just  the  prelude  to 
even  greater  upheaval 


Old  Japan  hands  thought  they 
would  never  see  such  deals  in  the 
closed  world  of  Japanese  finance 
and  business.  U.  S.  financial  giant 
General  Electric  Capital  Services  Inc. 
pulls  off  a  $6.5  billion  takeover  of 
Japan's  biggest  leasing  company  in  the 
country's  largest  foreign  acquisition  ever. 
Goodyear  Tire  &  Rubber  Co.  suddenly 
emerges  as  Sumitomo  Rubber  Indus- 
tries' white  knight.  Keiretsu  group  re- 
lationships fall  apart  as  Japanese  banks 
and  brokers  engage  in  a  bewildering 
array  of  novel  mergers  and  tie-ups.  The 
financial-reconstruction  czar,  Hakuo 
Yanagisawa,  forces  a  shotgun  mamage 
between  Mitsui  Trust  &  Banking  and 
rival  Chuo  Trust  &  Banking. 

These  deals  ai'e  a  prelude  to  an  even 
greater  upheaval.  It's  not  because 
Japan's  mandarins  want  reform:  They 
probably  don't.  Instead,  the  transfor- 
mation will  occur  because  Japan's  tril- 
lions in  wealth  are  a  far  weaker  bul- 
wark against  change  than  anyone  has 
imagined.  Japan  is  running  out  of  mon- 
ey to  prop  up  its  bankrupt  banks  and 
companies  and  absorb  at  least  $600  bil- 
lion in  bad  loans.  The  only  solution  is  to 
weed  out  weak  companies  and  invite  in 
foreign  capital.  "Only  companies  in  real 
distress  would  look  at  such  deals  with 
foreign  partners,"  says  Mitsubishi  Corp. 
Chairman  Minoru  Makihara. 

Skeptics  think  these  deals  are  win- 
dow dressing,  an  attempt  to  convince 
guUible  foreigTiers  that  Japan  is  serious 
about  reform.  They  argue  that  with  $10 
trillion  in  domestic  savings  and  $1  tril- 
lion in  net  overseas  assets,  Japan  can 


resist  real  reform  for 
years.  Yet  the  fear  is 
gi'owing  that  the  gov- 
ernment cannot  contin- 
ue to  bail  out  sick  com- 
panies. Prime  Minister 
Keizo  Obuchi's  govem- 
ment  thinks  it  can 
readily  raise  $500 
billion  for  fixing 
the  banks  and 
eaiTnark  another 
$200  billion  in 
easy  credit  to 
companies,  tax 
breaks  to  con- 
sumers, and  pub- 
lic works  to  bene- 
fit the  sprawling 
construction  indus- 
try. Yet  raising  that 
money  could  prove  proliib 
itively  expensive.  Even  il"  Obuchi 
pulls  it  off,  this  budget  may  be  th^ 
serious  rescue  package  the  government 
can  afford:  As  little  as  $1  trillion  of 
Japan's  $11  trillion  in  wealth  may  be 
available  to  bail  out  Japan  Inc. 
SPOOKED.  It's  hai'd  to  square  this  par- 
lous state  of  affairs  with  the  stories  of 
Japan's  wealth.  Couldn't  Tokyo  just  tap 
into  those  trillions  by  issuing  an  endless 
stream  of  govemment  bonds,  then  bail 
out  banks  and  companies  with  the  pro- 
ceeds? That's  what  the  government 
hopes  to  do — but  investors  are  already 
getting  spooked.  Long-teiTn  rates  have 
doubled  since  last  fall,  as  bond  traders 
wonder  how  a  projected  50%  increase  in 
bond  issues  wall  be  absorbed  by  the 


mai-ket.  mof's  Trust  Fund  bui'eau, 
manages  $3  trillion  in  postal  sa 
and  insiu'ance  premiums,  says  it 
absorb  the  new  demand. 

Some  politicians  want  the  Ba 
Japan  to  print  money  to  bay  all 
bonds.  That's  a  scaiy  idea,  since  ye 
wasteful  public-works  spending  a 
driven  up  Japan's  gross  debt  lev 
110%  of  gi-oss  national  product.  It  )i 
reach  140%-  by  2002.  This  estimated 
not  include  the  latest  bank  b:o 
plan — and  billions  more  in  off-bai' 
sheet  government  loans  and  pe^i 
shortfalls.  "The  real  millennial  ii 
bomb  [is]  the  collapse  of  Japanes(?( 
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I  i  nances,"  wanis  David  Asher,  a 
fellow  at  Massachusetts  Insti- 
icchnology. 

iderstancl  why,  you  need  to  de- 
ict  the  quality  of  Japanese  as- 
It's  true  that  Japan  holds  $1  tril- 

in  net  assets  overseas,  and 
oretically,  it  could  bring  that 
)ney  home.  Yet  i-oughly  $800  bil- 
on  of  that  is  owned  by  compa- 
lies  in  the  form  of  private  di- 
rect investment,  such  as  real 


The  other  pots  of  money  in  Japan 
can't  help  bail  out  the  system,  either. 
mof's  Fiscal  Investment  &  Loan  Pro- 
gram, or  Zaito,  has  historically  chan- 
neled some  of  the  $3  trillion  in  postal 
savings  into  the  government  bond  mar- 
ket. Now,  that  money  is  earmarked  for 
emergency  loans  to  the  corporate  sec- 
tor and  won't  be  available  for  the 
bonds  that  the  government  desperately 
needs  to  sell.  Nissan  Motor  Co.,  for 
example,  received  a  $730  million  loan 


WEALTH  ILLUSION 

Japan's  $4.2  trillion  economy  isn't  as  rich  as  it  seems  on  paper. 
Both  its  external  assets  and  national  savings  mask  big  distortions. 
Here  is  a  cold  look  at  Japan's  fabled  wealth. 


WEALTH  ILLUSION  #1 

WEALTH  ILLUSION  #2 

WEALTH  ILLUSION  #3 

ipan's  net  overseas  assets 
$1  trillion  can  be  brought 
le  to  help  the  economy. 

Household  assets  of  $10  tril- 
lion are  enough  to  fund  future 
bailouts. 

Public  debt  is  still  manage- 
able: It's  comparable  to  U.S. 
levels. 

THE  REALITY 

THE  REALITY 

THE  REALITY 

.  errunent  can  tap  almost 
this  money.  $800  bil- 
'  he  overseas  assets  are 
ite  hands.  The  Bank  of 
leeds  its  $220  billion 
gn-exchange  reserves  to 
intervene  in  the  cur- 
rency market  to 
keep  the  yen  in 
check. 


Two-thirds  of  that  money  is 
either  tied  up  in  servicing 
mortgages  or  is  already  invest- 
ed in  government  bonds  and 
loans.  The  rest  is  sitting  in 
banks,  which  do  not  want  to 
buy  more  government  paper. 
And  depositors  want  to  pre- 
serve this  nest  egg  to  fill  an 
expected  pension  shortfall. 


BOnOMLINE 


Japan's  recession,  declining 
tax  revenues,  and  new  spend- 
ing commitments  will  push 
gross  debt  to  $5.8  trillion  in 
three  years'  time,  up  from  $4.6 
trillion  now.  A  crisis  among  life 
insurers,  debt  defaults  on  pub- 
lic investments,  and  unfunded 
pension  obligations  could  cost 
an  additional  $5.4  trillion. 


Of  Japan's  $11  trillion  in  wealth,  perhaps  only  $1  trillion  or  so  is  available  for  the 
current  $700  billion  package  of  bank  and  corporate  bailouts  and  credits.  This  is 
probably  not  enough  to  cover  the  next  emergency  and  an  expected  pension  crisis. 

SOURCES:  MOODY'S  INVESTOR  SERVICE,  MINISTRY  OF  FINANCE,  AND  BUSINESS  WEEK 


;tate,  factories,  and  securities, 
of  that  money  is  off  the  table, 
■rnment  can't  really  ask  Toyota 
irp.  to  sell  off  a  truck  plant  in 
and  invest  the  proceeds  in 
government  bonds.  And  a  big 
this  money  is  sunk  into  Asian 
Tliese  plants  have  lost  much,  if 
,  of  their  value  and  some  of 
backing  them  have  gone  bad. 
vhile,  the  balance  of  that  $1 
some  $220  billion,  represents 
!gn-exchange  reserves  of  the 
Japan,  most  of  it  parked  in 
iasuries.  Yet  bo.j  needs  these 
.serves  as  ammunition  in  its  pe- 
'hts  to  influence  the  strength 
i!n.  The  upshot  is  that  Japan's 
assets  will  be  cf  little  use  as 
ng  crisis  gi-ows  at  home. 


from  the  Japan  Development  Bank. 

Worse,  some  $1  trillion  in  postal  sav- 
ings deposits  are  parked  in  long-term 
certificates  earning  5%  on  average. 
Those  certificates  expire  soon.  Because 
deposit  rates  have  fallen  to  1%  since 
1995,  "maybe  half  of  that  will  be  with- 
drawn," frets  one  senior  MOF  official. 
That  means  the  govemment  will  have 
much  less  money  for  bailouts. 

Finally,  Zaito  has  lent  much  of  the 
postal  savings  funds  to  questionable  in- 
frastructure and  real  estate  projects. 
Analysts  figui-e  Zaito  has  to  write  down 
or  write  off  a  third  of  that  sum,  given 
the  drastic  decline  in  property  prices. 
MOF  vigorously  denies  there  is  a  bad 
loan  problem  at  Zaito.  But  Merrill 
Lynch  &  Co.  economist  Ronald  Bevac- 
qua  notes  that  Zaito  is  projecting  a  $28 


billion  decline  in  income  for  loan  repay- 
ments this  year — a  sui"e  sign  of  trouble. 

The  $3  trillion  on  deposit  in  the 
postal  savings  system  is  one  third  of 
Japan's  $10  tiillion  in  household  financial 
assets.  The  authorities  can  conceivably 
draw  against  this  $10  trillion  in  the  fight 
to  save  Japan  Inc.  Yet  that  number 
quickly  dwindles  on  examination.  The 
postal  savings  money  is  already  tied  up 
in  the  Zaito  mess.  Households  have  an- 
other $3.5  trilhon  worth  of  home  mort- 
gages and  other  debts 
to  service.  The  re- 
maining $3  triUion  is 
sitting  in  other  banks. 
The  Japanese  are 
hoarding  this  money 
against  shortfalls  in 
private  and  public 
pension  schemes 
that  are  projected  to 
hit  100%  of  gi-oss  do- 
mestic product.  The 
banks  are  reluctant  to 
put  these  funds  into 
govemment  bonds. 
FAMILY  SILVER.  The 
mismatch  between  as- 
sets and  liabilities 
is  alarming.  "These 
numbers  have  never 
been  witnessed  be- 
fore in  an  industrial- 
ized economy,"  says 
Vincent  Tnaglia,  a  for- 
mer New  York  Fed 
official  and  managing 
director  of  rating 
agency  Moody's  In- 
vestors Service.  To 
get  government  funds 
before  they  disappear, 
banks  that  once 
vowed  to  remain  in- 
dependent are  merg- 
ing. Companies  are  unloading  the  fami- 
ly silver.  Japan  Airlines  Co.  decided 
last  month  to  sell  its  trophy  Essex 
House  in  midtown  Manhattan  for  $250 
million  to  Chicago-based  Strategic  Hotel 
Capital.  At  this  scary  stage,  foreign 
money  is  looking  more  attractive.  "If 
a  foreign  bank  buys  a  Japanese  bank, 
it's  more  safe,"  says  Citizen  Watch 
Chairman  Michio  Nakajima. 

That's  ironic.  Finance  ministers  in  the 
West  have  hectored  the  Japanese  for 
years  to  get  tough  on  reform.  It  never 
did  any  good.  But  the  prospect  of  run- 
ning out  of  money  has  given  the  Japa- 
nese a  focus  they  long  lacked.  They 
need  to  keep  that  focus  to  avoid  possi- 
bly the  worst  solvency  crisis  in  Asia. 
It  will  be  a  long  and  painful  workout. 

By  Brian  Bremner  in  Tokyo 
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D 


FRANCE 


ui-ing  a  working' 
j  dinner   at  the 
lend  of  January, 
Daniel  Bouton 
had  a  clever  idea.  The 
chief  executive  of 
French  retail  bank  So- 
ciete   Generale  was 
deep  in  niei'ger  negoti- 
ations with  executives 
ft'om  investment  bank 
Paribas.  On  the  wine 
list,  he  noticed  a  bottle 
from  a  vineyard  in 
which  a  Paribas  board 
member  owned  a 
stake.  The  selection  went  over 
well,  recalls  Bouton.  The  two 
banks  tied  the  knot  on  Feb.  2, 
announcing  a  .$17.2  billion  merger 
and  the  creation  of  a  new  Eu- 
ropean banking  goliath. 

The  very  same  day,  a  cap- 
tain of  French  finance,  AXA 
Chairman  Claude  Bebear,  an- 
nounced that  his  in.surance  em- 
pire would  launch  a  friendly, 
.$5.59  billion  bid  for  Britain's 
Guardian   Royal  Exchange 
PLC.  If  the  deal  is  consum- 
mated, AXA  will  rival  Ger- 
many's Allianz  as  Europe's 
No.  1  insurer. 

SECRET  WEAPONS.  Just  two  years 
ago,  many  bank  analysts  wi'ote  off 
France's  financial  institutions  as 
mei'e  takeover  bait  for  bigger,  savvi- 
er  foreign  banks.  So  far,  the  French 
have  been  mostly  absent  fi-om  the  merg- 
er free-for-all  among  European  financial 
institutions.  Now  they  are  maldng  their 
move.  As  the  single-cuirency  financial 
market  begins  to  take  shape,  France  is 
sizing  up  the  comjjetition  and  preparing 
to  deploy  its  unique 
resources. 

The  creation  of  the 
euro  zone  robs  the 
French  of  a  great  ad- 
vantage: protected  fi- 
nancial markets  that 
channeled  capital  into 
domestic  institutions 
and  instruments.  But 
French  banks  bring 
special  expertise  to  the 
euro  zone  battlefield. 
France  has  long  ex- 
celled in  finance,  with 
an  elite  cadre  of  tech- 
nicians trained  to  man- 
age money  for  the  di- 
rigiste  state.  That's  one 
reason  the  French  have 
vaulted  ahead  of  the 
rest  of  Europe  in  such 


THE  FRENCH  FLEX 
THEIR  MUSCLES 

They're  poised  to  shake  up  European  finance 


FRANCE  HAS  A  LOCK 
ON  PILES  OF  ASSETS... 


FRANCE 
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FRANCE 
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THE  MATIF 
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20.4 

23.6 

...BUT  ITS  BANKS 
HAVE  FAR  TO  GO 

•  French  banks  deiiver  an 
average  12%  return  on  equity, 
compared  with  18%  to  20% 
for  their  British  counterparts. 

•  France's  clubby  system 
needs  to  open  up  to  foreign 
investment  and  forge 
alliances  with  non-French 
partners.  ^'j' 

•  Like  many  European  rivals, 
French  banks  have  far  too 
many  branches.  They  need 
to  overcome  political  resis- 
tance and  pare  their  ranks. 

DATA;  DEUTSCHE  BANK  RESEARCH.  BUSINESS  WEEK 


sophisticated  fini 
products  as  deriv; 
and  asset-backed 
rities.  Transfe 
these  skills  to  th( 
mai'ketplace  coul( 
French  banks  an 
in  money  manag( 
France  has  ai 
secret  weapon 
potentially  more 
Its  banks  and  ini 
are  sitting  on 
turies'  wort 
wealth,  now  lock 
in  real  estate,  sj 
accounts,  and  low-yieldi: 
vestment  funds.  French  in 
alone  control  more  than  $7: 
lion.  If  these  assets  are  unl( 
fi-om  their  national  bordei 
poured  into  stocks  and 
rate  debt,  France  could 
enormous  financial  cl( 
Europe.  The  French  wll 
a  pivotal  position  in  the 
zone's  financial  sphere," 
Svenja  Nehls-Obegi, 
economist  at  Deutsche  ] 
Paris  office. 

SHEER  FIREPOWER.  Insi 
contracts  and  mutual-funi 
ucts  are  still  regulated  acroi 
rope  by  a  panoply  of  nationa] 
But  these  rales  are  gi'adua' 
ing  dismantled  as  the  Eu 
Commission  and  enlightened 
ministers  confi'ont  the  realities  of 
gle  market.  Historically,  too,  Frei 
stitutions  have  favored  bonds  am 
fbced-income  investments  over  ei 
Now,  French  investors  ai"e  bei 
to  demand  higher  returns.  Whi 
French  begin  diversifying  the: 
mulated  wealth 
domestic  bonds 
uities  across  the 
nent,  they  couk^' 
up  vdth  a  sizablij 
of  Europe  Inc. 

For  sheer  ass 
power,  French  i 
tions  have  mi 
their  European 
terparts  beater 
mile.  They  ranlji 
in  Europe  in  ' 
management,  vs-ij 
a  market  tifJ 
more  than  $5  tj! 
French  mutual;' 
alone  have  moi'  '• 
.$62.5  billion  undtjH 
agement,  and 
French  marketp 
second-largest  \ 
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world  behind  the  U.  S. 
Meanwhile,  French  insur- 
ers, with  $714  billion  in 
assets,  rake  in  27%  of  all 
European  life-insurance 
premiums,  and  the 
French  life-insurance 
market  overall  is  the 
global  No.  3. 

But  for  French  institu- 
tions to  make  the  most  of 
their  wealth  and  market 
share,  they  will  not  only 


PIVOTAL  PUYERS:  AXA'S  BEBEAR.  SG'S  BOUTON.  PARIBAS'  LEVY-LANG 


need  more  strategic  merg- 
ers domestically  Tliey  will  After  snapping  up  British  insurer  Guardian,  Bebear  pushed 
need  to  build  management  Paribas,  where  he  is  lead  shareholder,  to  seek  a  partner  in 
ftionf  ^anTfrircross-  ^ociete  Generale.  He  now  has  the  megabank's  largest  stake 

lenged  the  legality  of  special  tax  treat- 
ment for  French  mutual  funds  that  in- 
vest in  French  stocks.  And  European 
Union  officials  are  likely  to  force  the 
French  to  eliminate  any  treatment  that 
favors  French  stocks  over  others  in 
the  euro  zone. 

A  few  French  visionaiies  can  already 
see  the  potential  of  wider  mai'kets.  axa's 
Bebear  is  racing  to  extend  his  empii-e 
fi'om  a  strong  French  base.  With  assets 
under  management  of  $550  billion,  axa 
reaches  into  eveiy  comer  of  the  world.  It 


border  ties.  That  means  taking  a  cut- 
throat approach  to  winning  market 
share  that  doesn't  come  easily  in 
France.  "The  French  financial-services 
sector  can  only  become  as  strong  as 
French  capitalism,  which  is  a  concept 
that  still  has  some  distance  to  go  before 
being  totally  accepted,"  says  Felix  Ro- 
hatyn,  U.  S.  ambassador  to  France. 
A  FEW  VISIONARIES.  There's  no  ques- 
tion that  French  banks  ai'e  weaklings  in 
the  lucrative  global  mergers-and-acqui- 
sitions  business.  They  also  underper- 
form  rivals  in  return  on  equity. 
French  banks'  roes  are  expect- 
ed to  average  11%  to  12%^  over 
the  next  three  years,  compared 
with  18%  to  20%  for  British  and 
Irish  banks  and  15%  to  20%  for 
Swedish  and  Iberian  banks. 

The  issue  now  is  how  the 
French  can  compete  once  their 
markets  are  open.  Their  insur- 
ance industry  has  benefited 
enormously  from  tax-exempt 
life-insurance  contracts  intro- 
duced in  1983.  Then,  in  1992, 
the  goveniment  created  a  new 
tax-advantaged  savings  plan  in 
order  to  spur  investment  in 
French  mutual  fimds.  That  was 
meant  to  counterbalance  Britisli 
and  U.S.  pension  funds,  whicli 
now  control  some  40%-  of  th< 
equity  in  quoted  French  com 
panies.  So  far,  the  plan  has  at 
tracted  some  $54.6  billion. 

Artificial  barriers  to  foreigi 
competition  already  are  com 
ing  down.  Brussels-based  eas- 
DAQ,  the  Europe-wide  exchange 
for  small-cap  stocks,  has  chal- 


PARISIAN  GRANDEUii 


Societe  Generale  brings 
strong  retail  banking 
to  the  Paribas  merger 


was  Bebear,  as  th(  es 
shareholder  of  Pabf 
who  pressured  Pari  - 
seek  a  partner.  N( 
has  the  largest  st: 
France's  megabank 
ahead  of  his  fiercest 
Genman  insurer  Alii 

Now,  Bebear 
push  growth  to  axa 
torn  line.  With  mor( : 
twice  the  revenu, 
American  Internajr 
Group,  Bebear's  coi 
shows  eaiTiings  of  $ 
lion  to  aig's  $3.3  1 
This  earnings  lag  i 
in  part  from  Be 
steady  acquisitions — most  of  which 
tually  make  money.  His  U.  S.  pot 
for  example,  pulled  down  eaiTiin]  i 
tially  but  now  contributes  $600  nii' 
or  30%,  to  the  bottom  line.  In  fa( 
officials  expect  Equitable  Cos.,  w 
60%  ovroed  by  AXA,  to  pursue  m( 
quisitions  in  the  U.  S.  before  tl 
dries  on  the  Guardian  Royal  deal 
"SITTING  DUCK.'"  The  next  two  mi 
vious  targets  for  bank  mergi 
France  are  Banque  National  de  n 
which  considered  a  tie-up  with  Fib 
and  rejected  it,  and  ( 
Commercial  de  France.  ' 
a  sitting  duck,"  says 
based    consultant  Chi 
Saint-Etienne.  Among  {]•■ 
sible  partners  could  bt 
many's  Dresdner  Bank 
favors  a  link  with  Cred 
nnnais  in  the  upcoming  i 
zation,  but  the  merger  > 
French  retail  banks  in  thi 
banked  French  market 
lead   to   major  layoff 
prompt  union  protests. 

That  kind  of  thinking 
hobble  Finance's  strides  in,  1 
rope's  financial  future.  Th(*o 
try  needs  more  playe' 
Bebear,  who  think  in  te 
the  global  stage.  And  11 
corporate  sector,  financia 
tutions  must  learn  to  liv* 
out  the  coddling  of  a  pa 
istic  government.  But  !' 
has  many  of  the  raw  nit  i 
it  needs  to  become  a  la 
weight  in  the  new  eui'i ' 
With  a  few  more  sti 
deals,  it  could  live  up  to  ■ 
realized  potential. 

By  Gail  Edmondso 
Stephen  Baker  in  Pan. 
Kerry  Capell  and  Heidi  jW_ 
in  London,  and  Thane  e 
.soH  in  Frankfurt 
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to  worry  about  where  the  fish  are."-  Peter  Lynch 


if  you're  about  to  retire,  or  already  have, 
calf  for  your  free  Fidelity  Retirement  Income  Planning  Guide. 


ielity  can  help  you  with  your  decisions 
how  to  make  the  most  of  the  money 
I've  put  away  for  retirement.  And  with 
■  money  managenient  expertise,  and 
lad  range  of  products,  you  can  relax  by 


Income  Placing 
Guide 


knowing  you  have  an  investment  strategy 
that  puts  you  on  track  with  your  income 
needs  for  retirement.  Start  today  by  visiting 
our  website,  or  call  for  your  free  Fidelity 
Retirement  Income  Planning  Guide. 
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ED  BY  JOHN  TEMPLEMAN 


IRAEL:  A  NATIONAL  UNITY  PACT 
Xi  BE  THE  LAST  BEST  HOPE 


hen  Prime  Minister  Benjamin  Netanyahu's  fractious 
coaHtion  finally  collapsed  in  December,  polls  suggested 
that  he'd  be  ejected  fi-om  office  and  i-elegated  to  the 
r  books  in  short  order.  Since  then,  a  small  army  of 
ous  ex-generals  has  arisen  that  wants  to  push  him 
■aderehip  of  Israel's  center-right.  At  this  stage,  however, 
st  guess  is  that  Bibi  and  Labor  Party  leader  Ehud 
will  come  out  on  top  in  national  voting  on  May  17  and 
runoff  on  Jun.  1  that  produces  a  narrow  win  with  a 
nandate. 

the  last  thing  Israel  needs  now  is 
g,  bitter,  and  divisive  election  cam- 
hat  is  unfolding.  The  vote  is  ex- 
to  produce  the  most  fi'agmented 
t  in  Israel's  50-year  history.  The 
11  parties  could  swell  to  at  least 
uding  a  poweiful  new  third  force, 
iter  Party,  led  by  former  Defense 
r  Yitzhak  Mordechai.  Such  atom- 
of  politics  dims  any  prospect  for 
r  Israel's  biggest  challenges:  The 
peace  process  and  the  country's 
economy. 

)F  A  TABOO.  Indeed,  the  problems 
ieep  that  a  government  of  national  unity  may  be  the 
tcome.  Once  a  taboo  subject,  a  linkup  between  Ne- 
t's Likud  Party,  Labor,  and  the  new  Center  Party  is 
penly  pushed  by  Labor's  Barak  and  others  as  the 
ly  achieve  stable  government.  "The  only  real  option  for 
i  1  L  Prime  Minister,"  says  a  Barak  Labor  Party  activist, 
"  to  foiTn  a  national  unity  goveiTiment  of  the  three  ma- 
les and  possibly  Shas  [the  Sephardic  religious  paity]." 
lyahu  last  year  rejected  approaches  from  Barak  to 
11;  unity  government.  Despite  the  rebuff,  the  idea  is 
i  landish  than  it  seems.  Ever  since  Netanyahu's  hawk- 
^1  1  eign  Minister  Ariel  Sharon,  one  of  Likud's  leading 
it!;  tated  recently  that  a  Palestinian  state  was  inevitable, 
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NETANYAHU:  Set  to  embrace  Labor? 
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the  differences  between  Likud,  Labor,  and  Mordechai's  new 
centrists  have  nan-owed  considerably. 

Natm'ally,  seciuity  issues  dominate  the  campaign  and  are  a 
key  to  its  outcome.  With  aging  or  sick  inlers  heading  neigh- 
boring countries  from  Saudi  Ai'abia  to  Syria  and  Jordan, 
tensions  in  the  region  are  high.  Palestinian  leader  Yassir 
Arafat's  threats  to  declare  statehood  as  early  as  May  4  are 
raising  the  temperature  to  fever  pitch.  So  high,  indeed,  that 
Arafat,  who  doesn't  want  to  help  Netanyahu  and  hardliners, 
is  hinting  that  he  may  delay  any  such 
step  until  yearend  in  an  effort  to  cool  the 
debate. 

No  quick  tonic  is  at  hand  for  the  econ- 
iimy,  either.  Unemployment  is  at  a  six- 
war  liigh  of  8.5%,  while  economic  gi'owth 
was  less  than  2%  in  1998  for  the  second 
year  in  a  row.  Foreign  investment  crum- 
pled by  30%,  to  $2  bilHon.  The  outlook 
for  1999  is  not  much  brighter:  The 
prospect  of  a  four-month  campaign  has 
immobilized  government,  shattered  busi- 
ness confidence,  and  set  the  sheckel  on  a 
roller-coaster  ride. 

Netanyahu  promised  Israeli  voters  an 
economic  renaissance  diiven  by  privatization  and  deregulation. 
But,  after  an  initial  flourish,  the  progTam  slowed.  Small  par- 
ties in  Netanyahu's  cabinet  regiilarly  held  economic  mea- 
sui-es  hostage  to  theii-  often  naiTow  poUtical  demands,  such  as 
funding  for  religious  institutions  or  a  license  for  an  ultra-right 
radio  station.  Netanyahu  was  unable  to  get  his  1999  budget 
through  the  Knesset  on  schedule. 

Israel  has  always  prided  itself  on  being  the  sole  democra- 
cy in  a  region  of  tyi'annies  and  dictatorsliips.  But  it  cannot  af- 
ford to  let  its  vibrant  political  cultm-e  disintegTate  into  chaos. 
The  countiy  is  ah'eady  close  to  becoming  ungovernable.  That 
may  be  a  bigger  threat  to  its  long-iTin  security  than  any  of- 
fered today  by  its  Ai-ab  neighbors. 


OBALWRAPUP 


IGHTOFAN  OLIGARCH 


k-masked  government  heavies 
Russian  oil  giant  Sibneft  on 
,  adding  to  the  woes  of  erst- 
)ligarch  Boris  Berezovsky.  A 
'  member  of  President  Boris  N. 
I's  inner  circle,  Berezovsky  is 
nng  his  grip  on  business  inter- 
at  made  his  net  worth  about  $3 
A  recent  court  decision  robbed 
control  of  Russian  air  carrier 
ere.  He  could  now  lose  control 
country's  biggest  TV  network, 
1  hich  could  sink  a  deal  giving 


him  and  Rupert  Murdoch  exclusive 
rights  to  sell  advertising  on  ort. 

Berezovsky  is  paying  a  steep  price 
for  ranning  afoul  of  Yeltsin.  The  Sib- 
neft raid  was  part  of  a  federal  probe 
into  allegations  that  a  security  firm  he 
controlled  eavesdropped  on  Yeltsin 
family  members. 

MEXICO  MULLS  HUCE  SELL-OFF 

►  Mexico  is  embarking  on  an  eventual 
sell-off  of  the  electrical-energy  sector 
that  could  net  $50  billion  for  the  gov- 
ernment. President  Ernesto  Zedillo  is 
sending  a  bill  to  Congress  that  will 


end  the  state's  monopoly  on  power 
generation  and  transmission  and  open 
them  to  private  investment.  He 
doesn't  have  much  choice.  As  Mexico 
grows,  energy  demand  is  soaring.  It 
needs  to  invest  more  than  $25  billion 
in  the  next  six  years  to  expand  elec- 
tricity supplies. 

Privatization  would  take  place  after 
Zedillo  leaves  office  in  Dec.  2000. 
Zedillo's  initiative  faces  opposition  in 
congi-ess,  but  Federal  Electricity  Com- 
mission workers  say  they  support  it, 
provided  he  honors  a  promise  to  avoid 
layoffs. 
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HICKS:  BEHIND 
THE  ABOUT-FACE 

Debt  and  infighting  put  Cliancellor  Media  on  the  block 


W 


'hen  Chancellor  Media  Corp. 
put  itself  up  for  sale  on  Jan. 
20,  Wall  Street  was  stunned. 
After  all,  Chancellor  had  only 
burst  on  the  scene  last  yeai-,  gobbling  up 
radio  stations  across  the 
country  as  well  as  bill- 
board-advertising and  TV 
outlets.  Had  Dallas-based 
buyout  firm  Hicks  Muse 
Tate  &  Fiu-st  Inc.,  the  dri- 
ving force  behind  Chan- 
cellor, lost  faith  in  its 
biggest  media  play? 

Thomas  0.  Hicks,  53, 
the  dealmeister  who  chairs 
both  C  ii,  ncellor  and  Hicks 
Muse,  1  :^ists  it  hasn't. 
"We  love  the  media  busi- 
ness," he  says.  Hicks 
Muse  will  stay  on  as  a 


shai-eholder,  he  says,  but  decided  to  seek 
a  partner  because  the  company's  shares 
were  lagging  behind  rivals'.  A  disap- 
pointing stock  performance  is  only  part 
of  the  stoiy,  though.  Corporate  infight- 

CHANCELLOR  VS.  ITS  RIVALS 


CHANCELLOR 

CLEAR  CHANNEL 

INFINITY 

RADIO  STATIONS 

465 

450 

161 

REVENUES* 

$2.7  billion 

$2.5  billion 

$2.25  billion 

BROADCAST  CASH  FLOW* 

$1.28  billion 

$1.06  billion 

$1  billion 

DEBT* 

$7.5  billion 

$3.79  billion 

$137  million 

STOCK  PRICE  AS  MULTIPLE 
OF  CASH  FLOW** 

14.5 

23 

21.5 

1999  estimates  **Before  Chancellor  was  put  up  for  sale  on  Jan.  20 
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DEALMEISTER 

If  Clear  Channel  Communication; 
t  he  buyer,  the  role  of  Chancellor 
Chairman  Tom  Hicks  and  his  buy( 
firm  could  be  greatly  diminished 

ing  that  pitted  Chancellor  brass  aga 
its  brash  new  cliief  executive,  JefErei 
Marcus,  also  played  a  role,  accordin 
former  and  current  Chancellor  ex 
as  well  as  others  familiar  with  the 
ation.  Indeed,  turmoil  in  Chancell 
executive  suite  had  become  so  he? 
that  "I  think  the  only  choice  [Hi 
had  was  to  fii-e  Jeff  Marcus  or  put 
company  up  for  sale,"  says  one  pei 
close  to  the  action. 
REDUCED  ROLE.  In  one  fell  swoop,  H 
may  end  up  doing  both.  The  most  li 
buyer  for  Chancellor  is  San  Ante 
based  radio  and  billboard-advertii 
giant  Clear  Channel  Communicat 
Inc.  Clear  Channel  is  studying  an 
quisition  thi-ough  an  $18  bUlion  stock 
stock  transaction,  says  a  source 
to  the  situation.  Marcus,  who  decline 
be  interne  wed,  won't  stay  on  if  the 
happens.  Hicks  Muse,  which  will 
27%  of  Chancellor  after  two  pem 
deals  are  completed,  would  emerg 
the  largest  single  shareholder  in 
Channel.  But  its  role  in  guiding 
business — and  as  a  rising  force  in 
dia — could  be  gi'eatly  diminished. 

At  the  heart,  of  the  stoi-y  is  the  1 
ty  ft-iendship  between  Marcus  and 
Hicks,  whose  buyout  finn  created  C 
cellor  in  1993.  Before  joining  Chanc 
as  its  CEO  last  June,  Marcus,  52 
spent  30  years  in  the  cable  indu 
culminating  in  the  sale  of  name 
Marcus  Cable  Co. — a  large  privat( 
erator  in  which  he  owned  a  min( 
stake — to  bilHonaire  Paul  G.  Allen 
With  Hicks's  blessing,  Marcus 
on  a  dizzying  $8  billion  shopping  s 
to  snap  up  television,  billboard,  an( 
dio  assets  over  a  three-month  p( 
last  year.  That  "multimedia"  cor 
played  well  on 
Street,  buoying  the 
of  Clear  Channel  am 
recent  spin-off  of  Inl 
Broadcasting  Corp.  h} 
Corp.  But  Chanc 
stock,  which  climbed 
than  250%  from  its 
IPO,  hit  a  wall.  By 
month,  it  was  trading 
much  lower  multiple 
its  peers  (table). 

A   main  culprit 
debt,   which  stand 
nearly  seven  times 
pected  1999  cash  flow. 
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Put    a    winner    to    work    for  you 

sprint  is  proud  to  be  named  the  Data  Canier  of  Choice  in  the  1998  Data  Communications  User  Survey.  We  also 
took  top  honors  for  IP  Access,  Customer  Service,  and  Frame  Relay.  Wliat's  more,  we  were  given  the  highest  ranking  for 
Internet  reliability  and  a  Tester's  Choice  Award  in  Data  Comm 's  1998  ISP  Backbone  test.  And  we  were  awarded  Best  Information 
Technology  of  the  Year  by  the  Sihcon  Prairie  Technology  Association  for  Sprint  ION,™  our  integrated  on-demand  network. 
We'd  like  to  thank  our  customers  for  a  great  year  in  1998,  and  this  year 
we  think  you'll  be  even  more  impressed  with  us. 
www.sprint.com/data 


Sprint 


We  help  your  business  do  more  business  t 


Marketing 


er  factoi's:  Hicks  Muse's  eyebrow-raising 
plans  to  draw  fees  fi-om  folding  other 
companies  it  controls  into  Chancellor,  as 
well  as  Wall  Street's  aversion  to  sur- 
prises. Indeed,  the  decision  to  sell  came 
three  weeks  after  the  sudden  exit  on 
Jan.  7  of  Matthew  E.  Devine,  Chancel- 
lor's respected  chief  financial  officer. 

SouiTes  trace  that  departm-e  to  Mai- 
cus'  anival  last  Jime.  Soon  after,  Mai-cus 
began  clashing  with  Devine  and  Presi- 
dent James  E.  de  Castro.  Key  issues, 
the  soui'ces  say,  were  Maix-us'  lack  of  ra- 
dio experience  and  his  spending  habits; 
one  Chancellor  insider  recalls  Marcus 
huing  a  "jet-set  pack"  of  fonner  cable 
executives  and  upgi'ading  the  compa- 
ny's Gulfstream  III  to  a  newer,  glitzier 
model — a  Gulfstream  IV  formerly 
owned  by  golf  legend  Greg  Norman. 
FEE  FUMES.  Devine  "was  always  chal- 
lenging Jeff  about  costs,"  says  one 
large  Chancellor  investor.  "Jeff  didn't 
like  what  [Devine]  had  to  say."  Devine 
could  not  be  reached  for  comment.  De 
Castro  says  of  Marcus:  "We  get  along 
very  well.  But,  yes,  we  have  had  our 
differences  of  opinion."  A  rift  between 
Marcus  and  Tom  Hicks  may  have 
added  to  the  tension.  Soiu'ces  say  Hicks 
chafed  when  Marcus  vetoed  plans  to 
give  R.  Steven  Hicks,  Tom's  younger 
brother,  a  hands-on  role  at  Chancellor 
after  the  planned  acquisition  of  Cap- 
star  Broadcasting  Corp.,  where  Steven 
is  CEO.  Tom  Hicks  won't  comment  on 
the  incident  and  says  Marcus  is  "still  a 
very  good  friend."  But  he  adds  that 
Chancellor's  decision  to  find  a  new  pail- 
ner  "will  alleviate  any  tensions  that 
have  been  built  up." 

If  that  new  partner  ends  up  being 
Clear  Channel,  analysts  say  as  many  as 
100  of  the  two  companies'  combined  915 
radio  stations  would  have  to  be  sold  to 
satisfy'  Justice  Dept.  inles  on  multiple- 
station  ownership.  And  still  another 
buyer  for  Chancellor  could  emerge,  in- 
cluding Phoenix-based  billboiird  operator 
Outdoor  Systems  Inc. 

If  it's  Clear  Channel,  sources  say  its 
CEO,  L.  LowTy  Mays,  is  adamant  that 
Hicks  Muse  no  longer  have  an  "adviso- 
ly"  or  management  role  from  which  it 
can  derive  fees  such  as  the  $54  million  it 
is  expected  to  pocket  on  two  pending 
Chancellor  deals.  That  may  be  0.  K. 
with  Tom  Hicks,  since  his  fund  has 
already  made  some  $4  billion  on  its 
Sl.o  billion  investment  in  Chancellor. 
"We  think  we  will  see  our  investment 
gi-ow  to  between  $12  billion  and  $15  bil- 
lion nver  the  next  five  years,"  he  says. 
If  thai  iiajipens.  Chancellor's  brief,  ill-fat- 
ed reigii  as  a  media  takeover  machine 
vrill  be  happily  forgotten. 

By  Sfepl'anie  Andersoit  Forest  in 
Dallas  and  Richard  Siklos  in  New 
York,  with  burcun  reports 


MERCHANDISING 

BATED  BREATH 
IN  TOYLAND 

Toymakers  are  praying  for 
another  iS/ar  Wars  megahit 

As  retailers  flock  to  New  York  City 
this  month  for  the  annual  Interna- 
tional Toy  Fair  trade  show,  they'll 
need  an  ofEcial  escort  to  see  the  biggest 
attraction.  In  a  restricted  area  of  the 
Hasbro  Inc.  showToom  will  be  stacks  of 
the  fii'st  four-inch  likenesses  of  young 
Anakin  SkJ'^valker  and  ai"ch\illain  Daith 
Maul.  They're  part  of  the  next  genera- 
tion of  Star  Wars 
toys,  and  never 
mind  saving  the 
galaxy.  On  the  shoul-  ^ 
ders  of  this  plastic  army 
rests  the  fortunes  of  the  toy 
industry  in  1999. 

Toymakers  and  toy  sellers 
alike  are  betting  big  that  the 
May  release  of  Episode  I:  The 
Plianfoni  Menace,  the  first 
movie  in  a  new  Star  Wars  tril- 
ogy, will  unleash  a  consumer 
frenzy.  Led  by  Hasbro,  toy-  OBI-WAN 
makers  have  paid  record 
amounts  for  the  right  to  produce  action 
figures,  building  sets,  and  video  games 
tied  to  the  movie.  Indeed,  retailers  are 
banking  on  them  for  Christmas.  Ana- 
lysts predict  that  sales  of  the  licensed 
trinkets  could  exceed  $1  billion  this  yeai- 
and  $6  billion  over  the  next  nine  years 
as  director  George  Lucas  releases  the 
sequels.  "We  believe — and  this  is  not 
bi'ain  surgery — that  this  will  be  the 
biggest  consumer-product  opportunity 
of  1999,"  says  Michael  Tabaldn,  du-ector 
of  licensing  for  Toys  'R'  L-s. 

It  had  better  be.  The  toy  industry 


ANAKIN  SKYWALKER:  Will  In 
become  the  hero  of  Hasbro' 

desperately  needs  a  hit.  I; 
sales  in  1998  were  flat  and 
giants  of  the  industiy — H;i 
Mattel,  and  Toys  'R'  Us— al 
earnings  decline.  But  bankii 
a  movie  tie-in  has  risks, 
year,  toys  tied  to  Godzilh^ 
Babe:  Pig  in  the  City  floppei 
perts  blame  evei-ything  frvi 
persopliisticated  kids  outgi  ' 
toys  fa.ster  to  a  crammed  rt  i 
schedule  that  made  it  hai 
build  an  audience.  "The  cold  rea 
says  Sean  P.  McGowan,  dii*ector  " 
seai-ch  at  Gerai'd  Klauer  Mattison  \ 
"is  that  for  three  years  now,  no 
blockbusters  have  generated  toy 

This  latest  Star  Wars  saga  will 
to  show  unprecedented  staving  p 
for  its  hcensees  to  make  a  killing 
bro  alone  has  pledged  an  estimated 
million  for  the  right  to  make  actio 
ures  and  vehicles  based  on  the 
movies.  To  cover  its  up-front  gu: 
tees,  analysts  figure  it  has  to 
$3  billion  in  Star  Wars  toys  ove: 
next  10  years.  Hasbro  officials 
discuss  the  outlook,  but  analysts 
profits  could  be  limited.  "I'm  a  skt 
says  Margaret  B.  Whitfield,  anal\ 
Tlicker  Anthony.  "It  will  be  a  greats 
cess  in  1999,  but  then  we'll  have  hA' 
two  more  years  for  the  next  movi'' 
ALL-TIME  CHAMP.  Still,  toy  execs 
if  any  movie  franchise  can  do  it,|i 
Wars  can.  The  original  trilog; 
raked  in  a  record  $4.5  billi 
merchandise  sales  over  its  2C|^ 
liistoiy,  fai-  ahead  of  second-r 
The  Lion  King  at  $1.5  bilho 
And  Lucas  has  maste 
stoked  his  fans'  hunger  for 
Star  Wars.  Two  yeai's  aj 
re-released  the  first 
movies,  souped  up  wit 
hanced  digital  imagery, 
wliile,  Hasbro  and  Galoo 
reissued  the  ftill  line  of 
figures,  selling  $425 
worth  of  toys  based  on  the  20-ye 
characters.   Films   that  carriec 
Episode  I  trailer  this  fall  saw  i 
spike  in  bo.x-ofSce  sales.  Intimidate( 
er  studios  ai'e  holding  back  most 
kid  films  until  later  this  year  or 
2000.  "It  is  going  to  blow  the  roo 
exclaims  Peter  Eio,  president  of 
Systems  Inc.,  which  is  making  Star 
building  sets.  That  is,  if  the  Fo  s-l 
still  with  these  intergalactic  plavtl 
By  Kathleen  Morris  i}i  Los  Ai 
with  William  C.  Symonds  in  l\ 
and  Ellen  Neubonie  in  New  Yor 
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myang  7  flights  periueek.  Expanding  seruice  to  China. 
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The  LifeBook  L  Series  with  its 
Detachable  Multi-funaion  Bay* 
(standard  on  L440B)  and  optional 
Mobile  LAN  Dock  gives  you  a 
variety  of  storage  device  and 
battery  power  options. 


^(^nt  tools?  Want  options? 
Need  it  all?  Or  would  you  rather  pick 
and  choose?  Whatever  your  style,  the 
Fujitsu  LifeBook"  L  Series  notebook  is 
perfect  for  you.  With  its  ingenious 
modular  design,  you  can  go  from 
extremely  portable  to  extremely 
powerful  in  minutes.  It's  slim  and  light, 
(a  mere  I.I"  thin  and  4.4  lbs.  light)  yet 
full  of  the  basics  you  demand,  like  a  fast 
Intel®  Pentium®  II  processor  and  Windows® 
OS  pre-installed.  It's  the  one  tool  you 
need  to  get  ready  for  who  knows  what. 


FUJITSU 

FUJITSU  PC  CORPORATION 

Built    for  HumansT 

For  more  info,  visit  www.  fujitsu-pc.com  I  dm 
or  call  1-888-4-ON-THE-GO. 
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CAMPAIGN  2000 


WE  NEED  TO  THINK 
BIGGER  THOUGHTS* 

A  talk  with  Bill  Bradley  as  he  takes  to  the  stump 


Bill  Bradley     trying  to  perfect  a  iiew 
tactic  in  the  Presidential  full-court 
game:  the  slow-break  offense.  The  one- 
time Neu^  York  K)iicks  star  and  New 
Jersey  senator  is  practicing  his  tnoves 
these  days  in  Iowa  and  New  Hamp- 
shire— where  he  hopes  to  upset  Demo- 
cratic frovt-runner  Al  Gore  next  year 
In  a  Jan.  6  interview  with  Wiishnii/tnn 
Bureau  Chief  Lee  Walczak 
and  other  editors,  Bradley 
was  cagey  about  issues — 
bnt  promised  a  big  reform 
agenda  in  the  days  ahead. 

Q:  The  country  has  peace 
and  prosperity.  Wliat  void 
does  President  Bradley  fill? 
A:  The  reason  I'm  mnning 
is  to  tiy  and  unleash  the 
potential  of  the  American 
people.  We  see  that  poten- 
tial eveiy  day  in  our  econ- 
omy and  technological 
progTess.  You  need  to  take 
that  energy-  and  tiun  it  to- 
ward areas  that  need  ac- 
tion— eai-ly  childhood  [aid  J 
and  improving  education  and  health  cai-e. 
You  need  to  turn  it  toward  reforming 
the  international  financial  system,  to 
thinking  through  what  technological 
progress  implies  for  the  tax  system. 
We're  in  a  period  of  incredible  change, 
and  we  need  to  think  bigger  thoughts. 

Q:  What's  yonr  big  reform  for  taxes? 
A:  You  collect  taxes  for  income  gener- 
ated whei  e  value  is  added  or  where 
sales  are  maile.  As  you  move  more  into 
a  cyber  economy,  it's  difficult  to  tell 
where  those  yoints  are.  You  need  to 
say:  What's  the  inost  important  tax  and 
the  surest  to  be  collected?  And  what's 
the  most  onerou-  tax?  The  Social  Secu- 
lity  lijayi'oll]  tax.  '■laybe  there's  another 
revenue  source  t^  replace  it,  thereby 
creating  jobs.  My  eneral  view  is  that 
there  could  be  low.  r  rates  with  fewer 
loopholes.  That's  a  s  jnificant  difference 
between  me  and  m>  st  people  in  the 
Administration.  I  thi:ik  that  they  like 
loopholes.  They  have  increased  them 
dramatically  over  the  j'  ars. 


Q:  You  spent  a  year  lecturing  out  in 
Silicon  Valley.  Did  you  become  a  New 
Eco)iomy  convert? 

A:  What's  happening  in  the  Valley  is 
incredibly  exciting.  The  New  Economy 
is  creating  jobs  in  places  rich  [in  Imowl- 
edge  skills]  and  in  cyberspace.  I  tliink  it 
is  a  major  jobs  generator  and  by  and 
large,  the  jobs  are  higher  paid,  not  low- 


finance  om-  political  campaigns,  we'll 
broader  support.  For  eveiy  $500,000  s 
dollai'  contribution,  they  need  to . . .  s( 
someone  got  a  loophole  or  a  regulat 
niling  that  cost  the  rest  of  us. 

Q:  Is  there  a  backlash  buildinji; 
globalism?  I 
A:  Globalization,  managed  properl.i 
an  enoiTnous  positive.  Open  trade  is  ■ 
key  to  higher  living  standards.  Yet! 
live  in  a  world  where  domestic  econ(i) 
decisions,  if  they're  sound,  will  att; 
capital  and  if  they're  unsound,  will  fri': 
en  capital.  It  puts  a  real  premiun| 
managing  yoiu"  own  economy  well. 


I- 


Q:  Do  you  associate  yourself 
the  Jesse  Ventura  phenomenon, 
a  nti  politics? 
A:  I  was  signing  books  in  Minneai; 

the  day  after  his  electior;; 
goveiTior],  and  someone  ait 
me  about  it,  and  I  said  I^ 
surprised.  The  guy  said: 
shouldn't  be."  Ventura  woil) 
cause  he  spoke  directly  t(  i 
people.  Now,  I  think  thei  \ 
disconnect  between  Wasl  i 
ton  and  the  rest  of  the  co;  i 
[over  impeachment].  Th(  r 
age  of  the  House  Republ  i< 
is  that  of  a  bunch  of  guy 


"Most  people 
in  the 

Administration . . .  like  loopholes.  They  have 
increased  them  dramatically  over  the  years" 


BRADLEY  IN  NEW  HAMPSHIRE 

er  paid.  The  extent  to  which  this  is 
changing  the  face  of  our  economy  and 
our  fives  accelerates  eveiy  day. 

Q:  Wliy  stake  your  Presidential  bid  on 
a  seemingly  quixotic  call  for  a  ca.tn- 
paign-fina nee  overhau I ? 
A:  It's  the  most  important  reform  we 
could  enact,  as  important  as  any  in  the 
20th  centuiy,  with  the  exception  of  the 
expansion  of  voting  rights  in  the  '(30s. 
Money  fundamentally  distorts  our 
democracy  today.  We  live  in  a  system  of 
one  person,  one  vote.  But  we  all  know 
some  people  have  a  lot  more  clout  [due 
to  campaign  spending]. 

Q:  Yon  really  think  refor)n  has  a  shot? 
A:  Once  people  realize  that  they're  pay- 
ing higher  taxes  because  of  the  way  we 


ing  to  catch  a  cat  on  a  boat.  I 
home,  tiuTi  on  the  news  shows,  an( 
"Wliat  relation  does  tliis  have  to 
And  the  answer  is:  "Zero."  It's  an 
cise  in  self-absoii)tion. 


Q:  Will  you  *■»//  as 
A:  I'll  mn  as  me. 


CDi  outsider  in 


essence  c 


Q:  And  what's  the 
Bradley  2000  pitch? 
A:  You'll  see  over  the  course 
year.  This  is  not  something 
prepackaged  phrase.  It  will  comt 
the  heart,  and  has  to  connect  wit 
pie.  It  will  be,  I  hope,  a  clear  dir 
for  the  country.  We'll  see. 


For  an  expanded  version,  go  to 
www.businessweek.com  or  AOL:  keywoi 
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Would  your  company  be  interested  in  saving  38^? 


How  many  times  would  you  have  to 
near  this  before  it  became  interesting? 
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■time  inventory  and  order- 
itus  access. 
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In  business  seldom  are  millions  saved  with  one  act.  More  often  it's  the  small  improvements 
that  add  up  to  a  big  impact  on  the  bottom  line.  And  that's  where  we  can  help.  A  commerce 
solution  built  on  a  scalable,  flexible  Microsoft'  platform  of  Windows  NT'  Server,  BackOffice,® 
and  Office  can  help  your  company  increase  efficiency  and  productivity,  save  money  and 
time,  and  even  bring  you  closer  to  your  customer.  Best  of  all,  you  can  start  right  now  using 
many  of  the  systems  you  already  have,  along  with  our  wide  range  of  partners,  to  address 
/our  specific  needs.  To  find  a  Microsoft  Certified  Solution  Provider  who  can  help  you,  or  to 
get  the  free  Digital  Nervous  System:  Commerce  Solutions  CD, 
;all  (888)  674-6686  or  visit  www.microsoft.com/dns/ 


Microsoft 

Where  do  you  want  to  go  today?- 
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HOCKEY 


FIRE  AND  ICE 
AT  THE  NHL 

How  can  it  have  so  many  problems-and  be  doing  so  well? 


Gary  B.  Bettman,  commissioner  of 
the  National  Hockey  League,  has 
learned  to  skate  a  naiTow,  treach- 
erous line.  One  moment,  he  is 
passionately  promoting  a  sports  enter- 
prise that  is  thriving  in  such  unlikely 
places  as  Nashville  and  Phoenix  and 
that  has  seen  the  price  of  expansion 
franchises  rise  60%  in  five  years.  The 
next  moment,  he  is  dousing  financial 
fires  from  Pittsburgh  to  Vancouver, 
watching  one  NHL  team  declai'e  bank- 
iTiptcy,  monitoring  a  half-dozen  Cana- 
dian clubs  mired  in  a  ciuTency-exchange 
crisis,  and  listening  to  team  executives 
whine  about  a  dangerous  spu-al  in  play- 
er salaiies.  The  latest  bad  news:  TV  rat- 
ings for  the  NHL  All-Star  Game  on  Jan. 
24  were  down  19%  ft'om  last  year. 

Hired  away  from  the  National  Bas- 
ketball Assn.  and  fi'om  the  shadow  of 
his  mentor,  nba  Commissioner  David  J. 
Stem,  Bettman's  mission  was  to  take 
the  NHL  out  of  the  Ice  Age.  And  cer- 
tainly he  has  done  that.  He  has  also  put 
millions  into  the  pockets  of  owiei's  and 
playei-s  alike.  But  Bettman,  46,  has  failed 
to  contain  costs.  Despite  all  his  market- 
ing energy,  the  NHL  remains  a  weak  sib- 
ling to  the  other  big-time  sports  leagues. 
With  its  fundamental  flaws  of  low  youth 
paiticipation,  few  U.  S.-bom  players,  and 


relatively  small  TV  audiences  and  rev- 
enues, can  Bettman,  or  anyone,  ever 
take  the  nhl  to  a  higher  level? 

Wlien  Bettman  anived  in  Febniaiy, 
1993,  the  NHL  had  a  pubHc-relations  staff 
of  one,  a  tiny  cable-TV  contract,  and,  most 
assm-edly,  no  vision.  Its  mai'keting  was  a 
shade  better  than  second-gi-adei's  hawk- 
ing lemonade.  Almost  single-handedly, 
the  new  commish  had  to  upgi'ade  its  T\' 
deals,  get  the  NHL  into  the  Olympics, 
and  introduce  pro  hockey  to  such  new 
frontiers  as  Miami  and  Raleigh,  N.  C. 

Now,  Bettman,  Uke  Stem  a  lawyer  by 
training,  finds  his  hyjjeractive  5-foot,  6- 
inch  body  being  checked  into  the  boards 
by  the  hai'sh — "insane,"  as  one  foiTner 
NHL  owner  says — realities  of  pro  sports 
economics  and  the  peculiarities  of  the 
NHL.  In  stark  contrast  to  Stem's  hard- 
nosed  victoiy  last  month  in  containing 
basketball  player  costs,  Bettman's  tenure 
has  seen  average  salaiies  rise  250%. 

In  part,  Bettman  and  his  owners 
boxed  themselves  in.  They  had  their 
chance  duiing  contract  talks  in  1995  to 
press  for  a  salaiy  cap  or  some  foiTn  of  in- 
ternal taxation  fi'om  the  National  Hockey 
League  Players  Assn.  (nhlpa).  But  the 
players  held  fimi,  and  the  ownei's  reject- 
ed the  imion's  modest  proposals  to  tax 
teams  that  oveipay  playei-s.  The  resulting 

BUMPS,  BODY  CHECKS... 


•  The  bankruptcy  of  the  Pittsburgh 
Penguins  is  but  one  sign  that 
the  rich  team-poor  team  problem 
besetting  other  leagues  may 
actually  be  worst  in  the  NHL. 


1% 
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•  When  he  became 
commissioner  six  years 
ago,  Gary  Bettman  was 
essentially  starting  from 
scratch.  But  has  he 
taken  the  league  too  far, 
too  fast? 


agi'eement,  twice  amended,  now  rur  i^n  fj; 
til  the  2004  season  with  no  escape  1 
nhlp.^  executive  Bob  Good 
maintains  that  the  agi-eement  is  i 
ing,  well-managed  teams  are  floi 
ing,  and  the  league  is  healthy.  Bet 
is  less  sanguine,  volunteering 
player  salaries 


•  NHL  player  salaries  have 
risen  250%  since  Bettman 
took  over.  The  owners  had  a 
chance  to  install  a  salary  cap 
in  1995  but  didn't.  And  their 
contract  has  no  escape  until 
2004. 


•  Wayne  Gretzky, 
the  Great  One, 
could  hang  up  his 
skates  after  this 
season.  For  hockey, 
that  would  be  a  blow 
not  quite  comparable 
to  Michael  Jordan's 
retirement  from  the 
NBA,  but  the  league 
would  lose  its  most 
marketable  player. 
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risen  faster  than  leagiie  revenues 
:  past  two  years.  "There  are  fran- 
;  spending  more  than  they  should, 
i  something  we've  got  to  continue 
e  floif  tch,"  he  says. 

December,  the  Boston  Bniins'  vet- 
president,  Hany  Sinden,  revealed 
eague-wide,  the  nhl  is  paying  72% 


IS  HOCKEY  DESTINED  TO  REMAIN  A 
CULT  SPORT— WITH  A  RICH  AUDIENCE? 

of  its  revenues  to  its  players.  Bettman 
won't  confuTii  that  and  cautions  that  such 
figures  can  be  misleading.  Still,  on  its 
face,  Sinden's  nhl  calculation  is  15%  liigh- 
er  than  NBA  owners  thought  was  enough 
to  lock  out  its  players  and  17%  more 
than  NBA  players  will  captm-e  at  the  end 
of  their  just-signed  six-year  agi'eement. 


For  the  ti'uncated  NBA  season,  the 
salary  cap  per  team  is  .$.30  million.  Four- 
teen of  the  nhl's  27  teams  have  payi'oUs 
higher  than  that  tlus  season.  And  under 
theii-  national  TV  contracts,  an  nhl  team 
gets  $16  million  less  than  an  nba  fran- 
chise receives.  The  nhl  relies  more 
heavily  on  arena  revenues,  and  ticket 
prices  are  now  the  highest  in  the  major 
leagues,  with  an  average  this  season  of 
$42.79,  according  to  Team  Marketing 
Report,  an  industry  newsletter. 
BIG  TEARS.  "I  think  we  have  reached  a 
crossroads  where  we  need  to  address 
some  things  fairly  quickly,"  says  Pierre 
GautMer,  president  of  the  Mighty  Ducks 
of  Anaheim.  Gauthier  claims  his  team, 
owned  by  Walt  Disney  Co.,  will  nm  a  $7 
million  to  $9  million  operating  loss  this 
season,  even  though  it  plays  to  92%<  ca- 
pacity in  the  AiTowhead  Pond,  its  six- 
year-old  ai'ena,  and  even  though  its  pay- 
roll, at  $30.4  million,  is  only  the  14th 
highest.  "If  we're  stalling  to  lose  money, 
I  suspect  there's  probably  a  lot  of  teams 
that  are  losing  money,"  he  says. 

Of  course,  there  is  no  major-league 
general  manager  who  doesn't  cry  big 
tears  on  cue.  And  looking  only  at  pay- 
rolls gives  a  distorted  view,  says  Good- 
enow.  "At  the  end  of  the  day,  franchise 
value ...  is  the  best  indicator  of  the 
health  of  the  leagaie,"  he  says.  Under 
Bettman,  franchise  values  have  soared. 
As  recently  as  1993,  new  nhl  franchises 
cost  $50  million.  In  the  latest  round  of 
expansion,  which  began  this  season  in 
Nashville  and  will  eventually  mean  new 
teams  in  Atlanta,  St.  Paul,  and  Colum- 
bus, Oliio,  the  price  to  join  the  nhl  club 
has  jumped  to  $80  million. 

In  1995,  the  lowly  Winnipeg  Jets 
were  sold  for  .$67  milhon  and  at  Bett- 
man's  urging,  moved  to  Phoenix.  Today, 
the  Phoenix  Coyotes  have  an  estimated 
value  of  .$87  million  and  ai-e  dickering  to 
build  a  new  arena  in  Scottsdale.  That 
could  push  their  value  into  the  league's 


...AND  REASONS  FOR  OFTIMISM 


nsed  goods  are  hot  in  the  face  of  a 
larket  for  major-league  merchandise, 
nted  for  $1.2  billion  in  revenue  last  year 
ate  sponsorships  now  bring  in 
in  a  year 


•  Last  August,  the  NHL 
signed  a  five-year,  $600  mil- 
lion television  deal  with  ABC 
and  ESPN.  That's  far  from  the 
NFL's  eight-year,  $17,6  billion 
contract,  but  it's  up  from  a 
tiny  cable  deal  when  Bettman 
took  over 


•  The  valuations  of  NHL 
franchises,  while 
nowhere  near  those  of 
the  NFL  or  Major  League 
Baseball,  are  rising 
swiftly.  The  Phoenix  Coy- 
otes, sold  for  $67  million 
in  1995,  now  command 
$87  million. 


•  With  no  rules  against  corporate  ownership,  NHL  teams  have 
been  bought  or  started  by  Disney  (the  Ducks),  Comcast  (the  Fly- 
ers), Ascent  Entertainment  (the  Avalanche),  and  Time  Warner  (the 
Thrashers).  That  strengthens  hockey's  underpinnings. 
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"It's  an  unsettling  thought, 
but  if  every  other  technology  company  in  the 

world  mysteriously  disappeared, 
we  could  probably  get  by  on  NEC  alone." 
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upper  tier.  According  to  some  published 
estimates,  19  nhl  franchises  are  worth 
at  least  $100  million. 

Still,  some  nhl  owners  are  looking 
doom  in  the  face.  Last  October,  the 
debt-strapped  Pittsbiu-gh  Penguins,  with 
$37.5  million  in  operating  losses  over 
the  past  two  seasons,  filed  for  Chapter 
11.  And  last  December,  the  partnership 
that  owns  the  St.  Louis  Blues  and  pri- 
vately built  the  $135  million,  four-year- 
old  Kiel  Center,  sent  out  a  cash  call  to 
its  investors  seeking  a  $17.7  million  in- 
fusion to  cover  operating  losses.  The 
Blues  are  now  for  sale. 
SLOWPOKE?  Meanwhile,  the  nhl's  si.\ 
remaining  Canadian-based  francliises  ai'e 
getting  whacked  by  an  unfavorable  ciu"- 
rency  exchange  rate  that  has  teams  tak- 
ing in  Canadian  dollars — worth  65c 
U.  S. —  while  paying  out  U.  S.  dollars 
to  its  players.  The  problem  is  so  serious 
that  Bettman  engineered  a  modest  rev- 
enue-sharing program  that  vrill  give  $3.5 
million  each  to  franchises  in  Calgary, 
Ottawa,  and  Edmonton.  "Anything  that 
would  diminish  our  role  as  Canada's  na- 
tional pastime  would  be  a  severe  nega- 
tive to  this  league,"  says  Bettman. 

Add  it  all  up,  and  there's  an  overar- 
cliing  question:  Has  Bettman  moved  too 


fast  or  too  slow?  More  teams  mean 
more  of  a  national  presence,  added  TV 
exposure,  and  greater  brand  recogni- 
tion for  the  NHL  and  its  increasing  num- 
ber of  cor]Dorate  sponsors.  But  it  also 
has  meant  more  jobs  for  players  and 
thus,  a  seller's  market  when  it  comes  to 
star  free  agents.  TV  ratings  still  bring 
up  the  reai;  as  do  NHL  rights  fees,  when 
compared  with  the  other  major  leagues. 

The  pressure  is  to  move  faster.  "This 
can't  be  the  sport  of  the  futiu-e  forever," 
says  Brian  Lawton,  a  former  union  ac- 
tivist and  now  president  of  the  hockey 
division  of  Advantage  International,  the 
agency  that  represents  the  nhl's  best- 
paid  player,  Sergei  Federov.  "Gaiy  looks 
at  things  and  says,  'We've  made  enor- 
mous progress,'  and  he's  right,"  says 
Richard  Burke,  owner  of  the  Phoenix 
Coyotes.  "But  I  look  at  the  same  thing 
and  say,  'Gary,  we  need  to  go  faster'.' " 
Bettman  bristles  at  the  notion  that 
the  league  is  behind  schedule.  "It's  a 
slow  build.  You  do  it  a  step  at  a  time," 
he  says.  "You  won't  see  the  impact  of 
what  we're  doing — nobody  wiW — for  an- 
other 5  to  10  years." 

In  fact,  Bettman's  I'ecord  suggests 
that  he  is  anything  but  a  slow-poke.  In 
his  first  six  yeai's,  league  revenues  have 


mushroomed. 
Corporate  spon- 
sorships are  up 
from  $25  million 
to    $250  million, 
thanks  to  ties  with 
national  brands  such 
as   Nike,   mbna,  and 
Wendy's  International. 
NHL  licensed  goods  ai'e  hot, 
too,  accounting  for  $1.2  bil- 
lion in  retail  revenue  last  year. 


iiwiiyAi™  "If  we're  starting  to  lose  money," 
1  authier  of  the  Mighty  Ducks,  "I  suspect 
1 5  probably  a  lot  of  teams . . .  losing  money" 

.  PAYCHECK?  $14  MILLION,  YET  MOST  AMERICANS  HAVENT  HEARD  OF  HIM 


I  nal  TV  might  be  the  gi-eatest  coup 
n  .  When  Bettman  took  over,  the 
fj  ;  had  only  a  tiny  cable-TV  contract 
111  ;ave  each  team  less  than  $1  million 
•\  i:  Compare  that  with  the  five-year, 
3'j  Tiillion  deal  that  the  leagne  signed 
i|  ABC  Inc.  and  espn  Inc.  last  Au- 
11;  Still  small  by  National  Football 
t\  le  and  NBA  standards,  it  was  such 
III  tonishingly  large  package  for  the 
'lat  Bettman  felt  obliged  to  say, 
-\ink,  that  he  hadn't  negotiated 
mask  and  a  gun." 
NHL  is  also  attracting  a  new 
of  owners — media  companies. 
-I  Corp.  bought  the  Philadelphia 
i  s.  Ascent  Entertainment  Group 
Is  the  Colorado  Avalanche,  and 
arner's  Turner  Sports  gi-abbed 
.pansion  Atlanta  Thi-ashers.  Dallas 
cast  mogiil  Thomas  0.  Hicks  (page 
lairman  of  Chancellor  Media  Corp. 
wner  of  the  Texas  Rangers  base- 
jam,  owns  the  Dallas  Stars. 
'  IS  has  the  nhl  laid  the  foundation 


for  that  immutable  principle  of  sports 
ownership:  The  more  money  owners 
have,  the  more  freely  and  iirationally 
they  spend  it.  Average  player  compen- 
sation, despite  a  labor  deal  that  the 
commissioner  says  restricts  player 
movement,  is  up  from  $467,000  the  year 
before  Bettman  took  over  to  $1.17  mil- 
lion last  season,  union  records  show. 
Federov,  whom  most  American  sports 
fans  might  identify  as  a  cosmonaut  or 
victim  of  a  Boris  Yeltsin  purge,  will  be 
paid  $14  million  by  the  Detroit  Red 
Wings  this  season.  That's  the  top  salaiy 
allowed  a  10-year  NBA  veteran  tliis  yeai*. 
Just  five  years  ago,  the  Wings'  entire 
payroll  was  about  $15  million. 

While  the  NHL  is  playing  with  the 
big  boys  when  it  comes  to  costs,  pro 
hockey  stOl  remains  a  viitual  cult  sport. 
Bettman  points  to  the  rapid  gi-owth  of 
the  game  in  nontraditional  locales,  but 
the  absolute  numbers  ai'e  minuscule.  So 
it's  no  wonder  that  hockey's  ratings  re- 
main relatively  flat.  Still,  that  hasn't 


discouraged  abc  and  espn.  Steven  M. 
Bomstein,  president  and  ceo  of  espn 
and  ABC  Sports,  says  sluggish  ratings 
are  not  a  concern  because  the  nhl  de- 
livers "quality  of  audience."  The  league 
scores  well  with  18-to-34-year-old  males 
that  sponsors  pay  handsomely  to  reach. 

Still,  the  NHL  faces  the  bane  of  the 
major  leagues:  the  rich  market-poor 
market  divide.  Already,  Detroit  ($48.3 
million)  is  paying  players  $35  million 
more  than  the  expansion  Nashville 
Predators  ($13.6  million)  pay  theii's.  For 
now,  some  lesser-paid  teams  are  still 
high  in  the  standings.  But  unless  the 
owners  with  the  new  arenas,  bigger 
markets,  and  deep  pockets  begin  to 
share  revenues  with  their  poorer 
bretlii'en,  the  nhl  could  be  headed  for  a 
baseball-like  quagmire:  some  teams  with 
competitive  hope,  others  without. 

So  the  Bettman-driven  economic 
gi'owth  of  the  past  sLx  yeai's  has  created 
a  hazy  ftitm-e.  "I  tliink  the  NHL  was  at  a 
point  where  it  had  to  move  away  from 
its  roots  to  expose  itself  to  all  sorts  of 
possibilities,"  says  Bob  Gainey,  a  Mon- 
treal Canadiens  Hall  of  Fame  defense- 
man  who  is  now  vice-president  of  the 
Dallas  Stars.  But,  he  cautions,  some- 
times you  have  to  be  careful  what  you 
wish  foi'. 

By  Jay  Wei7ier  in  St.  Paul  and 
Mark  Hyman  in  New  York 
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SONAL  COMPUTERS 


OW  LEGEND 

IVES  UP  TO  ITS  NAME 

state-o\Mied  PC  maker  aims  to  become  a  Chinese  IBM 


he  sliiny  new  i-eseai"ch  center  for 
Legend  Holdings.  Chinas  leading 
K  maker,  is  teeming  witli  acrix-itj: 
Young  hipsters  and  nei-ds  alike 

dovm  comdoi-s  or  clack  on  key- 
s.  Willie  two-thii-ds  of  the  120  re- 
lers  ai-e  designing  new  comput- 
le  rest  are  testing  evemliing  fi-'om 
smoothly  they  mn  software  to 
happens  when  they  fall  off  a  desk 
iw  well  they  hold  up  in  the 
plus  sizzle  of  Cliinas  svmmier 

lai-.  Legend — and  its  PCs — are 
ig  up  just  fine.  Even 
h  its  reseai'ch  center 
natch  the  resoui'ces  of 
aq  or  IBM.  it  is  Leg- 
hat's  tuiTung  up  the 
in  those  rival?  and  oth- 
lie  S756  nulUon  Bei- 
ased  computer  compa- 
w  its  sales  gi-ow  bv 


lOG'^-  last  yeai".  making  it  the  biggest 
sellei*  of  PCS  in  tlie  fastest-growing  com- 
puter mai'ket  on  eaixli — a  title  that  for- 
eign rivals  had  hoped  to  captm-e.  But 
with  lo'^c  of  Cliina's  sales.  Legend  has 
twice  the  mai'ket  shai-e  of  its  closest 
competitor.  IBM.  ""^^'e  plan  to  be  among 
the  top  10  PC  manufacttu'ers  in  the 
world  by  2000."  vows  Yang  Yuan-qing. 
genei*al  manager  of  Legend  Computer 
Systems  Ltd.  Legends  goal:  to  sell  1.5 
milHon  eomputei-s  in  20O1.  up  fi'om 
S(X).0O0  units  todav. 


Legend's  vast  distribution 
net^vork  has  stATiiied 
foreign  makers 


PICK  AND  PAY:  To  lure  niil-iuut 
(.yc  -y.  LtOt  'id  stores  stress  training 

How  did  Legend  dash  the  di'eams 
U.  S.  PC  makei-s  had  of  dominating  the 
j  Chinese  mai'ket?  Credit  the  company's 
I  low  prices,  broad  pixxiuct  i"ange.  helpful 
j  softwai-e.  and  vast  disuibution  network. 
I  Just  as  imponant  have  been  Legend's 
sn-ong  links  to  the  Cliinese  govenmient. 
wliich  accounts  for  25'~f  of  Legend's 
sales,  and  the  decision  to  push  state-of- 
the-ait  PCS.  not  yesteixlay's  models.  Tliat 
helped  remove  the  stigma  associated 
wail  bming  a  local  computer  Consumei"s 
"stopped  being  asliamed  of  bming  a  Gii- 
nese  brand."  says  Sean  ^^laloney.  senior 
%ic-e-pi"esident  for  sales  and  mai'kering  at 
Intel  Coi"p..  wliich  m-ged  Legend  to  sell 
tlie  more  powerful  PCs.  "Legend  has  be- 
come s}T!on\inous  vrizh  liigh  tech." 
LOCAL  HERO.  Tlie  computer  maker  is 
also  benehtiiig  trvm  Cliina's  love  affaii* 
■^^"ith  the  PC.  Desktop-computer  sales 
there  ai*e  expected  to  swell  this 
yeai- — double  the  gix)wth  that's  forecast 
for  the  U.  S.  mai-ket.  If  tliis 
tonid  pace  keeps  up 
through  2002.  some  10.3 
million  pes  wOl  be  sold  in 
Cliina  that  yeai-.  making  it 
the  Xo.  3  mai'ket  in  the 
world  following  the  U.  S. 
and  Japan.  (Sales  ai"e  high- 
er in  the  L'.  S.  and  Japan.) 

But  Legend's  ambitions 
eo  well  bevond  the 
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PC.  The  company  is  aiming  for 
nothing  short  of  becoming  Chi- 
na's version  of  IBM — a  full-ser- 
vice provider  of  computers,  soft- 
ware, and  high-tech  knowhow. 
In  the  past  12  months.  Legend 
has  parlayed  its  local  savvy  into 
development  and  marketing  al- 
liances with  Microsoft  Coip.  and 
IBM,  among  others,  to  take  tlic 
company  into  new  markets,  in 
eluding  software  and  systems-iii 
tegration  services  for  China's 
businesses.  This  month,  Legend 
plans  to  sell  in  China  a  handheld 
computer  that  will  challenge 
3Com  Coq^.'s  popular  Palm  com- 
puter. "As  a  local  company,  we  have 
much  more  insight  into  the  needs  of 
Chinese  customer,"  says  Legend's  Yang. 

In  China,  hand-holding  is  need  No.  1. 
After  all,  it  is  a  population  of  PC  new- 
bies  with  only  1  out  of  eveiy  175  Chi- 
nese cmrently  owning  a  computer.  Leg- 
end understands  this  better  than 
foreign  PC  makers  do.  The  company  has 
developed  a  vaiiety  of  software  products 
for  ftrst-time  customers  that  ai'e  bundled 
with  its  PCS,  including  tutorial  progi-ams 
on  everything  from  using  the  World 
Wide  Web  to  mastering  home  finances. 

Legend  will  test  just  how  well  that 
fonnula  works  in  a  new  market:  palm- 
size  computers.  After  one  year  of  devel- 
opment work  with  Microsoft,  Legend's 
palm-size  computer,  called  Tianji,  vwll  ap- 
peal' this  month  nmning  Microsoft's  Win- 
dows ('E  software.  As  with  PC:s,  Legend 
has  tailored  the  product  to  the  local  mai'- 
ket  by  including  a  stylus  for  entering 
Chinese  characters  and  English  letters 
and  by  installing  a  poweiful  EngUsh-Chi- 
nese  dictionaiy.  Legend  and  Microsoft 
also  are  working  with  10  local  software 
companies  to  develop  applications  for  the 
product.  And  with  a  price  of  ai'oimd  $540 
in  China,  the  Tianji  is  $60  less  than  the 
price  of  3Com's  Palm  computer. 
HEMORRHAGE.  Just  two  years  ago,  Leg- 
end might  have  been  viewed  as  the 
least  likely  to  survive.  The  company, 
founded  in  1984,  was  hemorrhaging  $25 
million  a  year  and  lagging  behind  multi- 
national rivals  IBM,  Hewlett-Packard, 
and  Compaq.  Then  Legend  launched  a 
vicious  price  war,  cutting  prices  three 
times  in  one  year.  With  lower  production 
and  distribution  costs  than  its  foreign  ri- 
vals, Legend  now  sells  its  desktop  PC 
with  a  Pentium  II  chip  for  about  $1,200, 
or  80%  less  than  IBM  or  Compaq. 

State-owned  Legend,  which  is  listed 
on  the  Hong  Kong  stock  exchange,  has 
sometliing  else  going  for  it:  a  strong  dis- 
tribution network.  That's  what  has 
stymied  foreign  competitors  (page  78). 


In  the  past  10  months,  Legend  lut-  .ii,i|t  ii 
800  distributors  and  now  has  close  to 
1,800  across  China.  It  also  has  its  own  re- 
tail stores  that  sell  Legend  products, 
make  repau's,  and  offer  free  training  for 
China's  often  fh\st-time  users — including 
home  visits.  With  11  shops  now  open, 
Legend  plans  to  have  more  than  50  by 
yearend.  "They  have  an  exti'emely  well- 
developed  distribution  network,"  says 
Tony  C.  Leung,  dii-ector  of  Greater  Cliina 
marketing  for  Compaq  in  Hong  Kong. 
"It  will  take  a  lot  of  time  to  catch  up." 

That's  why  no  foreign  company  can 
afford  to  ignore  Legend.  Its  superior 
distribution  network  and  strong  gov- 
ernment connections  spell  opportunity. 

LEGEND'S  SALES  ARE 
LEAPING  AGAIN... 


FISCAL  YEAR  ENDS  MAR.  31 
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DATA;  BLOOMBERG  FINANCIAL  MARKETS,  ABN  AMRO  ASIA 


ORDERS  OF  MAGNITUDE 

The  company's  sales  have! 
soared  by  70%  in  two  yeari 

Last  summer.  Legend  inke; 
deal  with  IBM  to  pre-install  Ij,^ 
end  PCs  with  IBM  software,! 
eluding  a  Chinese-language  i. 
sion    of    IBM's    Via  Voice  \ 
,-^peech-recognition  software 
and  Legend  also  are  develo - 
software  for  China's  telecon 
nance,  and  aviation  sectors, 
the  one  hand,  we  compete 
Legend,"  says  D.  C.  Chien, 
eral  manager  of  distributior: 
IBM's  Greater  China  Group.  "But  or 
other  hand,  they  are  our  second-lai  • 
partner  in  China." 
ACHILLES'  HEEL.  Despite  its  standiij 
PCS,  Legend  needs  foreign  help  td 
pand  into  corporate  softwai'e  andt 
vice.  Last  fall,  for  example,  the  comi; 
signed  deals  with  Lotus  Developij? 
Coi-p.  and  Oracle  Coip.  to  resell  tii' 
ware  and  database  software  to  ( '!i: 
businesses.  "They  still  are  relat  - 
weak  in  R&D  and  in  software,"  say;j 
Hu,  managing  dii-ector  of  the  U.8 
foiTnation  Technology  Office,  an  indj' 
association  in  Beijing. 

For  now,  that  is.  In  late  Nove 
Legend  and  Computer  Associate 
temational  Inc.  agreed  to  a  $3.5 
software  joint  venture.  First  ta 
create  a  software  development  t 
compete  with  Microsoft's  Visual 
The  software  will  be  available 
Chinese  market  this  summer. 

Legend  isn't  relying  strictly  o 
kindness  of  foreigners  to  create 
ware  sti"onghold.  It  recently  inv 
$4.5  million  to  become  the  leading 
holder  of  Kingsoft,  a  Chinese  so 
company.  The  two  vrill  develop  C 
word  processing,  dictionaiy,  and 
progi'ams.  And  in  November,  th 
eniment  announced  it  would  send 
than  400  researchers  fi'om  the  C 
Academy  of  Sciences — a  national 
tank — to  work  at  Legend's  researc' 
The  move  gives  Legend  much-n 
brainpower  in  its  quest  to  develop 
software  and  more  poweiful  com 
With  China's  computer  mark 
lone  bright  spot  in  a  now-batter 
gion,  competition  is  bound  to  be  i 
It  will  take  more  than  frenetic 
and  hipsters  to  keep  Legend  on 
By  Dexter  Roberts,  with  Joyc 
natJmji,  in  Beijing  and  u'ith  Bruc 
horn  in  Hong  Kong 

For  a  story  about  the  impact  o 
computer  makers,  see  page  78. 
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FOREIGN  RIVALS  VS.  THE  CHINESE:  IF  YOU  CAN'T  BEAT  'EM . . . 


H 


I  uniility  is  not  a  word  noiTnaUy 
associated  with  Compaq  Comput- 
I  er  Corp.  After  all,  you  don't  get 
to  be  No.  1  in  pes  by  being  humble. 
Yet  when  it  comes  to  cracking  the 
mai'ket  in  China.  Compaq  is  conceding 
that  it  has  a  lot  to  leam.  Ha\ing  tried 
for  five  yeai-s  to  operate  a  joint  ven- 
tm-e  with  Beijing's  Stone  Group — in 
what  is  now  one  of  the  world's  fastest- 
growing  mai'kets — the  Houston-based 
company  has  httle  to  show  for  its  ef- 
fort but  an  anemic  4Tf  mai'ket  shai'e. 

Now.  Compaq  is  tning  to  reboot. 
As  pail  of  its  new  strategy;  the  com- 
pany is  cutting  deals  with  pei-sonal 
computer  manufactm'ers  ai'ound  the 
countiy — but  it's  making  sui'e  this 
time  that  partners  will  focus  on  im- 
pro\"ing  Compaq's  mai'ket  shai'e.  In 


U  We  are  working 
with  someone  who  understands  the 
[Chinese]  market  better  than  we  dol^ 

—  TONY  C .  LEUNG,  Compaq's  marketing  director  for  Greater  China 


October,  for  example.  Compaq  signed 
an  agi'eement  to  put  its  brand  name 
on  computers  made  by  Dawn,  a  small 
PC  maker  in  the  giimy  city  of 
Shenyang  in  China's  northeast,  a 
pait  of  the  countiy  better  knowTi  for 
its  hulking  heavy  industiy  than  its 
high-tech  prowess.  No  matter,  says 
Tony  C.  Leung,  Compaq's  mai'keting 
dii*ector  for  Greater  China.  "We  ai-e 
working  with  someone  who  under- 
stands the  mai'ket  better  than  we 
do,"  he  says. 

CATCH-UP.  Think  of  it  as  the  Legend 
lesson.  Foreign  PC 
makers  have  discov- 
ered the  hai'd  way 
that  local  companies 
have  established  dis- 
tribution networks, 
pro\ide  better  ser- 
%ice,  and  offer  lower 
prices.  Compaq  is  just 
one  of  many  foreign 
PC  makers  playing 
catch-up  in  China. 
Fi'wm  IBM  to  Dell  to 
Tashiba.  companies 
that  dom  n.ate  other 
global  m;u  kets  are 
taking  a  second  look 


WAY  OUT  IN  FRONT 
IN  CHINA 

Total  1998  estimated 
sales:  3.9  million  units 

MARKET  SHARE 


LEGEND 

13% 

IBM 

7 

HP 

6 

COMPAQ 

4 

TONTRU 

4 

DATA:  IKIERNATIONAL  DATA  CORP. 

at  theu"  strategy'  for  the  world's 
lai-gest  emerging  PC  mai-ket.  Beijing's 
recent  crackdown  on  smuggling  has 
changed  the  landscape  for  foreign  PC 
makei-s:  They  can  no  longer  rely  on 
producing  low-priced  machines  in  oth- 
er parts  of  Asia  that  can  then  be 
brought  into  China  by  thii'd  parties. 
Now.  PC  makei"s  ai'e  working  more 
closely  with  Chinese  paitnei"s  and  ai'e 
decreasing  their  reliance  on  imports. 

It  wasn't  supposed  to  happen  this 
way.  A  few  yeai-s  ago.  most  analysts 
were  con\Tnced  that  the  global  pow- 
ei-s  would  gobble  up 
the  Chinese  mai-ket, 
with  locals  like  Legend 
stuck  in  second-tier 
status — at  best.  In- 
stead, the  foreigners 
ai'e  trailing  Legend 
(table).  Moreover,  the 
foreignei"?  are  steadily 
losing  mai'ket  share. 
Locals  enjoyed  sales 
growth  of  Qb'^c  in  the 
fet  thi-ee  quaitei*s  of 
1998,  fai'  outpacing  the 
meager  I49c  of  major 
foreign  playei*s  Com- 
paq, Hewlett-Packai-d, 


and  IBM.  Indeed,  the  top 
foui'  foreign  PC  makers 
command  just  19'S  of  the 
market,  down  from  21''' 
the  pre\'ious  year.  Tii;it 
compares  with  2S'^c  for 
the  top  four  local  players 
according  to  Intematioiif 
Data  Corp. 

HIGH  BARRIER.  The  giijn 
nimibei-s  are  making 
many  foreign  PC  makers 
recognize  the  need  for  a 
change.  Take  Toshiba 
Corp.  Like  Compaq,  the 
Japanese  giant  is  expanc 
tng  its  ties  with  local 
partnei-^.  It  recently  an 
nounced  a  new  joint  ven 
tui'e  with  Chinese  PC 
maker  Tontiii  Informati( 
Industiy  Group  Co.. 
which  is  tied  with  Com- 
paq for  foiuth  place  in  the  Chinese 
market.  Meanwhile.  IBM  has  expande 
its  joint  venture  with  Great  Wall 
Group  in  Shenzhen,  increasing  its 
stake  to  TO^f  from  its  original  51%. 

Companies  also  ai'e  tning  to  bre; 
through  one  of  China's  biggest  bani 
ei-s:  the  distribution  system.  With  C. 
na's  notoriously  inefficient  transport 
tion  system,  companies  rely  on  a  va; 
number  of  local  distributoi-s  to  get 
theii'  computei^s  to  customers,  who 
ten  turn  to  the  distributor  for  help 
with  senice.  Dell  Computer  Corp. 
ui'es  that  its  trademai'k  direct-sales 
model  can  help  it  overcome  that  dis- 
advantage. It  opened  a  manufacturii 
plant  in  the  southern  city  of  Xiamei 
last  yeai'  and  has  300  people  workin 
in  China.  Manufactming  locally,  rati 
than  importing  machines  from  a  fad 
ry  in  Malaysia,  helps  Dell  compete 
better  with  Legend  and  other  Chin« 
companies.  Until  Dell  opened  its  XL 
men  plant,  it  had  to  pay  I79c  impor 
duty  on  all  its  computei-s  sold  in  th( 
countiy.  Meanwhile,  to  overcome  th 
idea  that  foreignei-s  can't  offer  the 
kind  of  senice  that  locals  do,  DeU  s 
has  set  up  toll-free  hot  lines  to  offe) 
teclinical  support.  The  company  evi 
started  selling  computei-s  over  the 
temet  in  China. 

For  beleaguered  foreign  PC  makt 
moves  iike  that  may  tiuTi  out  to  be 
the  key  to  the  China  mai'ket. 
By  Bnice  Einhoni  in  Hong  Kon 
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Today's  teens 
-the  biggest 
bulge  since  the 
boomers-may 
force  marketers  to 
toss  their  old  tricks 


At  malls  across  America,  a  new  generation 
is  voting  with  its  feet. 
At  Towson  Town  Center,  a  mall  outside  of 
Baltimore,  Laura  Schaefer,  a  clerk  at  the 
Wavedancer  surf-and-skateboard  shop,  is  han- 
dling post-Christmas  returns.  Coming  back: 
clothes  that  fit  snugly  and  shoes  unsuitable  for 
skateboarding.  Schaefer,  19,  understands. 
"They  say  'My  mom  and  dad  got  me  these'," 
she  says. 

At  the  Steve 
Madden  store  in 

Roosevelt  Mall  on  Long  Island,  N.Y.,  parents, 
clad  in  loafers  and  Nikes,  are  sitting  quietly 
amid  the  pulsating  music  while  their  teenage 
daughters  slip  their  feet  into  massive  Steve 
Madden  platform  shoes.  Many  of  the  baby  boomer-age 
parents  accompanying  these  teens  look  confused.  And 
why  not?  Things  are  different  in  this  crowd. 

Asked  what  brands  are  cool,  these  teens  rattle  off  a 
list  their  parents  blank  on.  Mudd.  Paris  Blues.  In  Vitro. 
Cement.  What's  over?  Now,  the  names  are  familiar: 
Levi's.  Converse.  Nike.  "They  just  went  out  of  style," 


AT  THE  MALL:  Schaefer,  19,  a  sales  clerk  at  the  Wavedancer  surf-and- 
skateboard  store  in  Towsoii,  Md.,  keeps  tabs  on  Gen  Y fashions. 


shrugs  Lori  Silverman.  13.  of  Ovster 
Bay,  N.Y. 

Ouch.   Some   of  the  biggest 
brands  on  the  market  are  meet- 
ing with  a  shrug  of  indifference 
from  Lori  and  her  cohorts.  A 
host  of  labels  that  have  pros- 
pered by  predicting — and  shap- 
ing— popular  tastes  since  the 
baby  boomers  were  yotmg  sim- 
ply aren't  kindling  the  same  ex- 
citement with  today's  kids.  Al 
ready,  the  list  includes  some  major 
names:  PepsiCo  Inc.  has  stiTiggled  to  build  loyalty 
among  teens.  Nike  Inc.'s  sneaker  sales  ai'e  tumbling  as 
the  bi-and  sinks  in  teen  popularity  polls.  Le\i  Strauss  & 
Co.,  no  longer  the  hippest  jeanmaker  on  the  shelf,  is 
battling  market  share  erosion.  Meanwhile,  newcomers 
in  entenainment,  sports  equipment,  and  fasMon  have 
become  hot  names. 

What's  the  problem?  These  kids  aren't  baby 
boomei-s.  They're  part  of  a  generation  that  rivals  the 
baby  boom  in  size — and  will  soon  rival  it  in  bu\ing 
clout.  These  are  the  sons  and  daughters  of  boomei-s. 

Bom  during  a  baby  bulge  that  demographei-s  lo- 
cate between  1979  and  1994.  they  ai'e  as  young  as 
five  and  as  old  as  20,  with  the  largest  slice  still  a 
decade  away  ft'om  adolescence.  And  at  60  million 
strong,  more  than  three  times  the  size  of  Genera- 
tion X,  they're  the  biggest  thing  to  hit  the  Amer- 
ican scene  since  the  72  million  baby  boomei-s.  Still 
too  young  to  have  forged  a  name  for  themselves, 
they  go  by  a  host  of  taglines:  Generation  Y,  Echo 
Boomers,  or  Millennium  Generation. 

Marketers  haven't  been  dealt  an  opportunity 
like  this  since  the  baby  boom  hit.  Yet  for  a  lot  of 
entrenched  brands.  Gen  Y  poses  mammoth  risks. 
Boomer  brands  flopped  in  their  attempts  to  reach 
Generation  X.  but  with  a  mere  17  million  in  its 
ranks,  that  miss  was  tolerable.  The  boomei-  brands 
won't  get  off  so  Hghtly  with  Gen  Y.  This  is  the  fu-st  gen- 
eration to  come  along  that's  big  enough  to  hurt  a  boomer 
brand  simply  by  giving  it  the  cold  shoulder — and  big 
enough  to  launch  rival  brands  with  enough  heft  to  thi-eat- 
en  the  status  quo.  As  the  leading  edge  of  this  huge 
new  gi'oup  elbows  its  way  into  the  mai-ketplace,  its 
members  are  making  it  cleai-  that  companies  hoping 
to  win  their  hearts  and  w-allets  will  have  to  leani  to 
think  like  they  do — and  not  like  the  boomers  wiio  pre- 
ceded them. 

Indeed,  though  the  echo  boom  rivals  its  pai-ent's  gen- 
eration in  size,  in  almost  eveiy  other  way,  it  is  veiy  dif- 
ferent. This  generation 
is  more  racially  di- 
verse: One  in  three  is 
not  Caucasian.  One  in 
foui"  hves  in  a  single-parent  household.  Three  in  foui*  have 
working  mothers.  WTiile  boomers  are  still  mastering  Mi- 
crosoft Windows  98,  their  kids  are  tapping  away  at  computei-s 
in  nui-sen,'  school. 

With  the  oldest  Gen  Yei-s  bai"ely  out  of  high  school,  it's  no 
surprise  that  the  brands  that  have  felt  their  disdain  so  far 
have  been  concentrated  in  fashion,  entertainment,  and  toys. 
But  there's  a  lot  more  going  on  here  than  fickle  teens  jtmip- 
ing  on  the  latest  trend.  While  some  of  Gen  Y's  choices  have 
been  driven  by  faddishness  and  rebellion,  marketing  experts 
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ACCORDING  TO  BOOMER^ 


<  LEXUS  LS400:  What  to| 
when  you  have  your  own 
spot.  It  says  you've  arrivei! 


out  the  ostentation  of  a  B 


MAJOR  LEAGUE  BASEBALL  Mark  McGwire  and  tl  I 
York  Yankees  have  made  the  game  hot  again. 


GAP  Those  chinos  and  jeans  still  look  cool.  R 


worthy  successor  to  Marcus  Welby.  ML 


SUPERBOWL  ADS  Usually  they're  more 
entertaining  than  the  game. 


<  HARRISON  FORD  Tough  and  fiftysometflll 

Plus,  his  action  figure  is  a  hot  collectib 


ESTEE  LAUDER  For  the  way  we  ought  to 


L.L.  BEAN  A  favorite  for  decades,  but  doei 
actually  go  duck-hunting  in  those  boots 


PALM  PILOT  A  Rolodex  for  your  pocket, 
a  high-tech  edge. 


NICK  AT  NITE  All  our  favorite  reruns  in 
convenient  place. 


<  POLITICAL  ACTIVISM  Make  yourself  he  ^ 


ANTIDRAFT  RALLY 


THE  BEATLES 

achievement 


Rock  'n'  roll  as 
of  a  generation. 


<  COKE  Water  +  sugar 
It's  the  real  thing. 


-i-  caffeine.  Besides, 


Cover  Story 


DAVID  LEnERMAN  Late-night  TV,  slightly  mellowj 
age.  Still  among  the  Top  Ten  reasons  to  stay  aw| 

NIKES  From  Michael  to  Tiger, 
no  shortage  of  sports  celebs 
saying  Just  Do  it.  ► 

say  those  explanations  are  too 
simphstic.  "Most  mai'keters  per- 
ceive them  as  kids.  WTien  you  do  that,  you  fail  to 
what  they  ai*e  telling  you  about  the  consumers  they': 
coming,"  says  J.  Walker  Smith,  a  managing  partn 
Yankelo\ich  Partners  Inc.  who  specializes  in  genera 
mai'keting.  "This  is  not  about  teenage  mai-keting.  It's 
the  coming  of  age  of  a  generation." 

Smith  and  othei^s  believe  that  behind  the  shift  in  Gen 
bels  lies  a  shift  in  values  on  the  part  of  Gen  Y  consu 
Having  gi'own  up  in  an  even  more  media-satiu'ated,  Y 
conscious  world  than  their  pai-ents,  they  respond  to  ac 
ferently.  and  they  prefer  to  encoimter  those  ads  in  dif 
places.  The  mai-ketei-s  that  captm-e  Gen  Y's  attention  do 
biinging  their-  messages  to  the  places  these  kids  congr 
whether  it's  the  Internet,  a  snowboarding  toumame 


Some  of  the  biggest,  most  successfully  marketed  brands ' 
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UFF 


G  TO  GENERATION  Y 


MGLER  Who  cares 
s  mileage?  It  looks 
the  high  school 
ot.  ► 


IRD  TRIPLE  CROWN  Stars  compete  for 
tead  of  multiyear  contracts.  ► 

)efinitely  not  your  mother's  dress  catalog. 

S  CREEK  High  school  drama  with  sizzle. 

IR  SPONSORSHIP  Supporting  the  sound 
oices. 

)  DiCAPRIO:  Dashing,  sensitive,  and 
2  to  12-year-olds. 

NDY  For  the  way  we  really  look.  ► 

rH  FACE  Does  anyone  actually  go 
climbing  in  that  stuff? 


A  aEX  PAGERS  Stay  in  touch 
anyplace. 

/ORK  Creating  new  favorites  and 
ok  for  prime  time  television. 

ERISM  Make  yourself  useful.  ► 

lis  Rock  'n'  roll  packaged  and 
I  to  children. 


N  DEW  Water  -i-  sugar  +  more  caffeine, 
it's  an  extreme  thing. 

cCAJ»THY  Think  Carol  Burnett  with 
titude.  ► 

▼  VANS  No  sports  celebs  allowed, 
they're  the  coolest  shoes 
on  skateboards. 


And 

lb' 


"  cable  TV.  The  ads  may  be  funny 
or  disarmingly  direct.  What 
ill!  is  suggest  that  the  advertiser  knows  Gen  Y  better 
I  liese  savvy  consumers  know  themselves. 
>n  a  lot  of  other  companies  are  going  to  have  leam  the 
I  S  of  Gen  Y  marketing.  In  just  a  few  years,  today's 
\\  ill  be  out  of  college  and  shopping  for  their  first  cars, 
!ii-st  homes,  and  then-  fii'st  mutual  funds.  The  distinctive 
habits  they  display  today  will  likely  follow  them  as 
"titer  the  high-spending  years  of  yoimg  adulthood.  Com- 
-  unable  to  click  with  Gen  Y  will  lose  out  on  a  vast  new 
ct — and  could  find  the  dooi's  thrown  open  to  new  com- 
ics. "Think  of  them  as  this  quiet  little  group  about  to 
I  fe  everything,"  says  Edward  Winter  of  The  U30  Group, 
ixville  (Tenn.)  consulting  fii-m. 

iie  has  found  out  the  hai-d  way  that  Gen  Y  is  different.  Al- 


though still  hugely  popular  among  teens,  the  brand 
has  lost  its  ginp  on  the  market  in  recent  yeai's,  ac- 
cording to  Teenage  Reseai'ch  Unlimited, 
~  a  Northbrook  (111.)  market  re- 

searcher. Nike's  slick  national  ad 
campaigns,  with  their  emphasis 
on  image  and  celebrity,  helped 
I  build  the  brand  among 
boomers,  but  they  have  back- 
fii-ed  with  Gen  Y.  "It  doesn't  mat- 

  r  ter  to  me  that  Michael  Jordan  has 

endorsed  Nikes,"  says  Ben  Dukes,  13, 
of  LaGrange  Park,  111. 

Missteps  such  as  Nike's  disasti'ous  attempt  to  spon- 
sor Olympic  snowboarders  two  years  ago  and  allega- 
tions of  inhumane  overseas  labor  practices  added  to 
Gen  Y's  scorn.  As  Nike  is  discovering,  success  with 
this  generation  requires  a  new  kind  of  advertising  as 
well  as  a  new  kind  of  product.  The  huge  image-build- 
ing campaigns  that  led  to  boomer  crazes  in  eveiything 
from  designer  vodka  to  spoi't-utility  vehicles  are  less 
effective  with  Gen  Y.  "The  old-style  advertising  that 
works  veiy  well  with  boomers,  ads  that  push  a  slogan 

eand  an  image  and  a  feeling,  the  younger  consumer  is 
not  going  to  go  for,"  says  James  R.  Palczynski,  retail 
analyst  for  Ladenbm-g  Thalmann  &  Co.  and  author  of 
YouthQuake,  a  study  of  youth  consumer  trends. 

Instead,  Gen  Yers  respond  to  humor,  irony,  and 
the  (appai'ently)  unvai-nished  trath.  Sprite  has  scored 
with  ads  that  parody  celebrity  endorsers  and 
carry  the  tagline  "Image  is  nothing.  Obey 
yom-  thia-st."  J.  C.  Penney  &  Co.'s  hugely  suc- 
cessful Ai'izona  Jeans  brand  has  a  new  cam- 
paign showing  teens  mocking  ads  that  at- 
tempt to  speak  their  language.  The  tagline? 
".Just  show  me  the  jeans." 
NET  EFFECT.  Which  isn't  to  say  echo  boomers 
ai'en't  brand-conscious.  Bombai'ded  by  ad  mes- 
sages since  biith,  how  could  they  not  be?  But 
marketing  experts  say  they  form  a  less  ho- 
mogeneous market  than  then-  parents  did.  One  factor  is  theii" 
racial  and  etlmic  divei-sity.  Another  is  the  fi-actm-ing  of  media, 
with  netwoi-k  TV  having  given  way  to  a  spectmm  of  ca- 
le  channels  and  magazine  goliaths  such  as  Sports  Il- 
lustrated and  Seventeen  now  joined  by  dozens  of 
niche  competitors.  Most  important,  though,  is  the 
rise  of  the  Internet,  which  has  sped  u\)  the  fash- 
ion  life  cycle  by  letting  kids  eveiywhere  find  out 
about  even  the  most  obscure  trends  as  they 
emerge.  It  is  the  Gen  Y  medium  of  choice, 
just  as  network  TV  was  for  boomers.  "Television 
drives  homogeneity,"  says  Mai-y  Slayton,  global  di- 
rector for  consumer  insights  for  Nike.  "The  Internet 
drives  diversity." 
Nowhere  is  that  Net-driven  diversity  more  clear  than  in 
the  music  business.  On  the  Web,  fans  of  even  the  smallest 
gi'oups  can  meet  one  another  and  exchange  infonnation,  re- 
views, even  sound  clips.  Vicld  Stair,  a  paitner  in  Gii'lie  Action, 
a  New  York-based  music  promoter,  last  year  booked  No 
Doubt,  a  band  with  a  teen  following,  into  a  small  Manhattan 
venue.  She  says  that  on  opening  night  the  house  was  packed 
with  teenage  girls  dressed  just  like  the  lead  singer.  "How  do 
they  know  this?  How  do  they  keep  up  with  what  she's  wear- 
ing? It's  not  fi-om  network  television,"  says  Starr  "It's  online." 

The  Internet's  power  to  reach  young  consumers  has  not 
been  lost  on  marketers.  These  days,  a  well-designed  Web 


decade  are  facing  shrugs  of  indifference  from  these  buyers 
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site  is  crucial  fur  any  company  hoping  to  reach  under-18 
consumers.  "I  find  out  about  things  I  want  to  buy  from  my 
fiiends  or  ft'om  information  on  the  Intemet,"  says  Michael 
Eliason,  17,  of  Cheny  Hill,  N.J.  Even  popular  teen  TV  shows, 
such  as  Wamer  Bros.  Television  Network's  Bvffij  the  Vampire 
Slayer  and  Dawson's  Creek,  have  their  own  Web  sites. 

Other  companies  are  keeping  in  touch  by  E-mail.  Ameiican 
Aii'lines  Inc.  recently  launched  a  college  version  of  its  popu- 
lar NetSaver  program,  which  offers  discounted  fares  to  sub- 
scribers by  E-mail.  "They  all  have  E-mail  addresses,"  says 
John  K.  Samuel,  du*ector  of  interactive  mai'keting  for  Amer- 
ican. "If  a  company  can't  communicate  via  E-mail,"  he  says, 
"the  attitude  is  'What's  wrong  with  you?" " 

This  toiTent  of  high-speed  infoiTnation  has  made  Gen  Y 
fashions  more  varied  and  faster-changing.  Young  consumers 
have  shown  that  they'll  switch  their  loyalty  in  an  instant  to 

marketers  that  can 
get  ahead  of  the  style 
cui've.  No  brand  has 
done  a  better  job  of 
that  than  Tommy  Hilfiger.  When  Hilfiger's  distinctive  logo- 
laden  sliiits  and  jackets  starting  showing  up  on  lu'ban  rappers 
in  the  eai'Iy  '90s,  the  company  started  sending  researchers 
into  music  clubs  to  see  how  this  influential  group  wore  the 
styles.  It  bolstered  its  traditional  mass-media  ads  with  imusual 
|)romotions,  fi'om  giving  fi'ee  clothing  to  stai's  on  VHl  and  MTV 
to  a  recent  deal  with  Mii-amax  Film  Coip.,  in  which  teen  film 
actors  vrill  appeal'  in  Hilfiger  ads.  Knowing  its  customers'  pas- 
sion foi'  computer  games,  it  sponsored  a  Nintendo  competition 
and  installed  Nintendo  temiinals  in  its  stores.  Gen  Y  con- 
sumers have  rewarded  that  attentiveness  by  making  Hil- 
figer jeans  their  No.  1  brand  in  a  recent  American  Express 
Co.  sui'vey. 

Comi)are  that  record  with  Levi's,  one  of  the  world's  most 
recogTiiztd  brands  and  an  icon  of  boomer  youth.  It  got  a 
harsh  w;  ke-up  call  in  1997,  when  its  market  share  slid,  and 
reseai'ch  revealed  that  the  brand  was  losing  jiopularity  among 
teens.  With  its  core  boomer  customers  hitting  middle  age, 
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Just  as  network 
TV  has  given  way 
to  cable,  Sports 
Illustrated  and 
Seventeen  face 
an  explosion  of 
niche  magazines 

AT  THE  X-GAMES:  TIte  San 
Diego  coinpefitioii  features 
skysurfiny,  skate  boa  rd  ing, 
and  street  luge 


loivorti 
1  America, 


both  Levi's  advertising  fear 
its  decades-old  five-p( 
jeans  were  growing  i 
"We  all  got  older,  and 
consequence,  we  lost 
with  teenagers,"  says  1  ,  . 
Spanglei;  director  of  m 
research    for    the  I""''' 
brand.  Now,  Levi's  is  fi^  jrminen 
back  with  new  ads, 
styles,  a  revamped  Wei 
and  ongoing  teen  pan(W*i 
keep    tabs    on  erne 
trends.  "We  never  put 
muscle  into  this  sort  of  '^J*' 
before,  but  now,  we  are  Actually,  i 
serious  about  it,"  says  -^jf^^^^^. 
gler.  "This  is  a  genei 
that  must  be  reckoned  ! 
They  are  going  to  ovtfclistla; 
the  country." 

Marketers  who 
bother  to  learn  the  int(**.va 
and  obsessions  of  Gen  lode  |j|„j 
apt  to  inn  up  against  a  brick  wall  of  distrust  and  cyr  ^ 
Years  of  intense  marketing  efforts  aimed  directly  thei 
have  taught  this  gi'oup  to  assume  the  worst  about  comj^tecnbt 
tiying  to  coax  them  into  buying  sometliing.  Ads  meant  t  na,^,^^^^^ 
youthful  and  fim  may  come  off  as  merely  opportunist! 


Gen  Y  consumer.  That's  what  happened  to  PepsiCo  in 
tempts  to  earn  Gen  Y  loyalty  with  its  Generation  Nexi 
paigTi,  says  William  Strauss,  co-author  of  the  1991  boo! 
emtions:  Tlie  History  of  America  s  Future.  The  TV  i 
which  kids  showed  off  branded  trinkets,  fi'om  jackets  t 
bags,  fell  flat.  "They  were  annoying,"  says  Philip  Powi 
of  Houston.  "It  was  just  one  long  'Please,  please,  buy 
Ironically,  Pepsi  already  has  one  of  the  biggest  tee: 
hits  with  Mountain  Dew,  but  the  drink's  success  has  li 


When  the  employees  of  Capital  One 
had  some  things  to  say  about  their 

unusual  working  conditions, 
hey  went  straight  to  the  authorities. 


The  author 
ities,  that  is,  who 
■)ubhsh  a  survey  in 
f-^Drtiine®  magazine. 
The  ones  who  travel 
he  country  every 
y  /ear  and  compile  the 
100  best  companies 
0  work  for  in 
\merica.  After  talking  to  27,000 
;mployees  nationwide  —  including 
nany  of  ours  —  Capital  One  landed 
fijrominently  at  #41  on  the  list. 

Were  we  honored?  Who 
wouldn't  be,  alongside  Intel, 
Starbucks,  Nordstrom,  Sun 
vlicrosystems  and  L.L.  Bean. 
\.ctually.  truth  be  known,  we  were 
anked  even  higher  than  they  were. 

So  what  does  it  take  to  make 
his  list,  let  alone  tlie  top  half  of  it?  A  lot. 

The  survey  considered  pay, 
•enefits,  vacation,  child-care  and  dress 
ode.  But  they  also  measured  things 
hat  only  the  people  who  work  there 
an  describe  and  quantify.  Like  trust  in 
nanagement.  Pride  in  work.  Job  secu- 
ity.  Openness  of  communication 


F^TUNE 


BEST 

COMPANIES 
TO  WORK  FOR 


between  management 
and  workers  at  all  lev- 
els. And,  not  to  be 
underestimated,  how 
much  fim  people  have 
at  work.  We  scored 
high  on  all  counts. 

At  Capital  One, 
our  associates  (the 
word  we  use  instead  of  employees) 
come  first.  All  full-time  associates 
receive  medical,  vision  and  dental 
coverage  starting  the  first  day  on  the 
job.  Not  to  mention,  10  paid  holi- 
days, 3  family  care  days  and  3  weeks 
of  vacation  the  very  first  year  on  the 
job. 

We  don't  just  help  pay  for 
child-care,  we  go  out  and  find  it  for 
everyone  who  needs  it.  And  of 
course,  there  is  a  great  401 K  plan  and 
casual  dress  all  week  long.  But  the 
ways  we  respect  our  associates  go 
beyond  that. 

People  at  Capital  One  are 
rewarded  for  performance,  not  for  the 
position  they  happen  to  hold.  Every- 
one is  offered  stock  in  the  company. 


And  always  at  a  1 5%  discount. 

Everyone  is  eligible  for 
cash  incentives.  Everyone  is  eligible 
for  100%  tuition  reimbursement 
when  they  continue  their  education. 

So  what  about  this  concept  of 
fun  in  the  workplace?  Capital  One  man- 
agers have  a  quarterly  "fiin  budget"  for 
every  person  they  manage,  to  make  sure 
work  and  play  stay  in  balance. 

Does  all  this  really  translate 
into  a  great  place  to  work?  Looking 
at  the  numbers,  93%  of  the  people 
who  work  for  Capital  One  are  happy 
with  their  benefits.  90%  voted  this  a 
fun  place  to  work.  And  95%  say  they 
arc  proud  to  work  here. 

Capital  One  is  one  of  the 
leading  credit  card  issuers  in  the 
country,  and  we  continue  to  experi- 
ence extraordinary  growth.  We  now 
employ  more  than  10,000  people 
nationwide.  If  you're  not  one  of  us, 
maybe  you  should  be.  For  more 
information  on  the  many  positions 
available,  visit  our  website  at 
www.capitalone.com. 


CapitalOne 


Capital  One  IS  an  hqiial  Opportunity  Employer  committed  to  diversity  in  the 
We  promote  a  drug-free  environment 


trkplace- 


The  biggest 
change  is  the 
Net.  Fashion 
trends  that  used 
to  spread 
slowly  now  hit 
everywhere 
instantly 


AT  THE  KEYBOARD:  "I  find 
out  about  things  I  umit  to 
buy  from  my  friends  or... the 
Internet,''  says  Eliason,  17 


do  with  adveitising.  Instead, 
kids  found  out  about  Dew 
from  their  most  trusted  en- 
dorsers— each  other.  "[Kids] 
believe — true  or  not — that 
they're  the  ones  who  figured 
out  and  spread  the  word 
that  the  drink  has  tons  of 
caffeine,"  says  Marian  Salz- 
man,  head  of  the  brand  fu- 
tures group  at  Young  &  Ru- 
bicam  Inc.  "The  caffeine 
thing  was  not  in  any  of 
Mountain  Dew's  television 
ads.  This  drink  is  hot  by 
word  of  mouth." 

Along  with  cynicism.  Gen 
Y  is  marked  by  a  distinctly 
practical  world  view,  say 
marketing  experts.  Raised  in 
dual-income  and  single-par- 
ent famihes,  they've  already 
been  given  considerable  fi- 
nancial responsibility.  Surveys 
show  they  are  deeply  in- 
volved in  family  purchases, 
be  they  gi'oceries  or  a  new  car  One  in  nine  high  school  stu- 
dents has  a  credit  card  co-signed  by  a  parent,  and  many 
vdll  take  on  extensive  debt  to  finance  college.  Most  expect  to 
have  careers  and  ai*e  already  thinking  about  home  ownersliip, 
according  to  a  1998  sui-vey  of  college  freshman  for  North- 
western Mutual  Life  Insurance  Co.  "This  is  a  veiy  prag- 
matic gi'oup.  At  18  years  old,  they  have  five-year  plans. 
They  are  ah-eady  looking  at  how  they  will  be  balancing  their 
work/family  commitments,"  says  Deanna  Tillisch,  who  di- 
I'ected  the  sui-vey. 

GRASSROOTS.  That  means  marketers  who  want  to  reach 
worldly  wise  Gen  Yers  need  to  ci'aft  products  and  pitches 

that  are  more  realis- 
tic. To  rejuvenate  its 
Gen  X  hit  House  of 
Style,  for  example, 
MTV  switched  the  emphasis  on  the  weekly  fashion  show 
from  celebrity  lifestyles  to  practical  information,  with  seg- 
ments on  decorating  your  bedroom  and  buying  a  prom 
dress.  "We  adapted  the  show  to  be  more  of  what  they 
wanted  to  see,"  said  Todd  Cunningham,  director  of  brand  re- 
search for  MTV. 

To  break  through  Gen  Ts  distnist,  mai-ketei-s  ai-e  also  tiying 
to  make  their  camjjaigns  more  subtle  and  more  local.  A  gi'ow- 
ing  number,  includin.j;  Universal  Studios,  Coca-Cola,  and  Mc- 
Donald's, use  "street  teams."  Made  up  of  young  people,  the 
teams  hang  out  in  clubs,  parks,  and  malls  talking  to  teens 
about  eveiything  Irom  fashion  to  finance,  tiying  to  pinjioint 
trends  as  they  emerge.  Other  marketers 
are  trying  to  build  grassroots  suppoit  for 
their  brands.  Following  the  lead  of  under- 
ground rock  bands,  mass  marketers  have 
taken  to  "wild  postings,"  that  is,  tacking  up 
ad  jMsters  on  street  comei-s  and  constiuction 
sites.  Others  sponsor  commimity  events  or 
hand  out  coupons  and  T-shirts  at  concerts 
and  ball  games.  Golden  Books  Publishing 
Co.  distributed  sample  chapters  fi-om  a  new 
teen  book  series  at  movie  theatei's.  The  idea 
is  to  let  kids  stumble  onto  the  brand  in  un- 
expected places. 

Last  year,  when  Lee  Appai'el  introduced 
Pipes,  a  line  of  oversize,  multipocketed 
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THE  SECOND  BOOMING 

The  number  of  new  babies  surged 
with  the  baby  boom,  and  then  again 
as  boomers  had  their  own  kids 


pants  auned  al  lU-  Ui  i4-year-old  boys,  it  spent  ils  mar 
dollars  on  the  Internet,  outdoor  posters,  and  skateboard 
azines.  "As  a  bi-and,  you  need  to  go  where  they  are,  no 
pick  a  fashion  statement,  put  it  on  tv,  and  wait  for  th( 
come  to  you,"  says  Teny  Lay,  president  of  the  Lee 
Even  Coke,  a  master  of  slick  advertising,  looks  for  mon 
sonal  ways  to  reach  Gen  Y.  Last  summer,  it  couited 
with  discount  cards  good  for  movies  and  fast  food.  To 
credibility,  it  mailed  them  directly  to  high  school  sports 
and  other  leaders  fli'st  before  handing  out  more  at  stor 
Of  course,  plenty  of  marketers  continue  to  reach  fo 
group  with  national  TV  campaigns.  The  ones  that  woi 
fimny,  unpretentious,  and  often  conftising  to  older  consu 
Consider  Volkswagen  of  America  Inc.  Although  vw  d 
market  dii-ectly  to  teens,  both  its  Golf  and  Passat  n 
show  up  on  surveys  as  Gen  Y  faves.  Part  of  the  credil 
to  the  camiaker's  quh'ky  TV  commercials,  which  are  abi 
fai"  ffom  the  traditional  image-building  ads  Detroit  chun 
as  possible.  "We're  a  little  edgier,  a  httle  more  risk-tol 
and  not  so  mainstream,"  says  vw  marketing  directc 
Vanzura.  While  other  marketers  fled  the  airwaves 
Ellen  DeGeneres  came  out  of  the  closet  on  her  sho 
spring,  vw  used  the  groundbreaking  episode  to  intro( 
new  commercial  showing  two  guys  in  a  cai'  who  pick  up 
cai'ded  chair.  The  ad,  fimny  and  oblicjue,  became  a  fa 
among  young  adults  and  teens. 

With  the  oldest  Gen  Yers  turning  20  this  year, 
other  companies  will  soon  find  themselves  grappling 
this  new  generation.  Toyota  Motor 
noting  that  4  million  new  diivers  wil 
of  age  each  year  until  2010,  unveil< 
Echo  at  this  year's  Detroit  auto 
With  low  emissions  and  a  price  well 
the  Corolla,  the  new  subcompact  is 
squarely  at  boomers'  kids  who  are  I 
their  first  cars.  General  Motors  C 
putting  together  a  task  force  to  figi 
how  to  appeal  to  Gen  Y.  The  auto 
brings  teens  and  children  as  yoi 
sixth-gi"aders  into  car  clinics,  whe 
searchers  probe  their  opinions  of  c 
models  and  prototypes  of  future 
Michael  C.  DiGiovanni,  cm's  head  o 
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Automation  and  Innovation 


1 

A  six-day  investment 
this  April  can 
pay  dividends  for 
years  to  come. 


In  today's  global  economy  the  success 
of  an  industrial  enterprise  often 
depends  on  how  rapidly  it  adapts  to 
change.  A  showcase  for  more  than 
7,500  exhibitors  from  70  countries, 
the  HANNOVER  FAIR  delivers  the 
latest  solutions  and  innovations. 

HANNOVER  FAIR '99 
Exhibition  Program 

■  Factory  Automation 

■  Power  Transmission  and  Control 

■  Factory  Equipment,  Tools, 
Compressed  Air  Technology 

■  Subcontracting  and 
Industrial  Materials 

■  Rail  Transport  Technology 

■  Research  and  Technology 


Exhibitor  and  Visitor  Services  -  Special 
Presentations  -  Supporting  Events 
Travel  and  Accommodations  -  Tickets 
Cultural  Events  -  Press  Service 


Deutsche  Messe  AG 

Hannover  Germany 


Call  today  for  ticket  and  travel  information! 

Hannover  Fairs  USA,  Inc.,  ■  103  Carnegie  Center  ■  Princeton,  NJ  08540 

Tel.:  (609)  987-1202  ■  Fax:  (609)  987-0092   E-mail:  hannoverfair@hfusa.com 


HANNOVER 
MESSE 

APRIL  19-24,  1999 


ket  research  and  forecasting,  says  Gen  Y  kids  have  an  en- 
tirely different  aesthetic  from  their  parents.  Their  sense 
of  how  a  product  should  look  and  feel  has  been  shaped  by 
the  hours  they  spend  at  the  keyboard.  "One  of  the  trends 
that  will  manifest  itself  is  computers,"  says  DiGiovanni. 

"The  design  of  prod- 
ucts will  be  influenced 
by  the  way  a  comput- 
er  screen  looks." 
IWeanwhile,  computers  and  othei-  high-tech  products  are 
starting  to  look  less  industrial  and  more  sleek  in  an  effort  to 
attract  younger  buyers.  By  using  bright  colors  and  cool  de- 
signs. Motorola  Inc.  heljjed  transform  the  pager  from  a  low- 
ly tool  for  on-caU  worker's  to  a  must-have  gizmo  for  teens.  Ap- 
ple Computer  Inc.  appeals  directly  to  the  same  group  with 
products  such  as  its  rounded,  space-age-looking  iMac  com- 


Cover  Story 


puter.  "For  this  generation,  the  computer  is  hke  a  hot  n 
says  Allen  Olivo,  Apple's  senior  dii'ector  for  worldvdde  n,i 
keting,  who  says  kids  are  constantly  comparing  features  i 
styling  with  their  friends'  systems. 

Apple's  stylish  iMac  may  or  may  not  become  the  compiKi 
of  choice  for  this  new  generation.  But  Apple  and  other  n  r 
keters  that  attempt  to  chart  the  Gen  Y  psyche  now  cdc 
have  an  advantage  as  this  generation  moves  into  adulth  d 
After  all,  some  of  the  biggest  brands  on  the  market  today? 
their  start  by  bonding  with  boomers  early  and  follovj 
them  from  youth  into  middle  age.  WiU  the  labels  that  gi-ev; 
with  baby  boomers  reinvent  themselves  for  Genei'ation  Y'l 
vrill  the  big  brands  of  the  new  millennium  bear  names  mos 
us  have  not  yet  heard  of?  j 

By  Ellen  Neubome  in  Neui  York,  with  Kathleen  Kerwi 
Detroit  and  bureau  reports 


'WE  ARE  GOING  TO  OWN  THIS  GENERATION' 


The  morning  after  the  Delia's  cat- 
alog arrives,  the  halls  of  Paxton 
High  School  in  Jacksonville, 
Fla.,  are  buzzing.  That's  when  all  the 
girls  bring  in  their  copies  from  home 
and  compare  notes.  "Everyone  loves 
Delia's,"  says  Emily  Garfinkle,  15. 
"It's  the  big  excitement." 

If  you've  never  heard  of  Delia's, 
chances  are  you  don't  know  a  girl  be 
tween  12  and  17.  The  five-year-old 
direct  mailer  has  become 
one  of  the  hottest  names 
in  Gen  Y  I'etailing  by  sell- 
ing doviTitown  fashion  to 
gii'ls  everywhere.  Already, 
the  New  York  cataloger, 
which  racked  up  sales  of 
$98  million  over  the  past  ,l 
three  quarters,  has  a  data-  L_|^,u^ 
base  of  4  million  names,      [  y  '--.^^  " 
and  its  fastest  gi'owth 
may  still  lie  ahead:  Gen 
Y's  teen  population  won't 
peak  for  five  or  six  years. 
TIGHT  FOCUS.  A  lot  of 
tliriving  Gen  Y  companies 
fell  into  the  market  by  ac- 
cident. Not  Delia's. 
Founders  Stephen  Kahn,  a 
33-year-old  ex-Wall 
Streeter,  and  Cluistopher 
Edgar,  his  ex-i'oommate  at 
Yale  University,  realized 
that  few  retailers  had  taken  the 
trouble  to  learn  this  market.  So  they 
carefully  honed  the  Deha's  concept: 
cutting-edge  styles  and  mail-order 
distribution  with  a  Gen  Y  twist. 

Delia's  trendy  apparel  is  definitely 
not  designed  with  mom  and  dad  in 
m'nd.  "I  think  the  clothes  are  too  re- 
v.-'iling,"  says  Emily's  mother,  Judy. 
"I  .11  her  I'll  buy  her  anything  she 
want;-  at  the  Gap."  But  Emily  dis- 
misses the  Gap  as  "too  preppy,"  pre- 


ferring Delia's  long,  straight  skirts 
and  tops  with  bra-exposing  spaghetti 
straps.  Delia's  order  form  even  in- 
cludes tips  on  how  to  order  pants  so 
they  confonn  to  the  parentally  de- 
spised fashion  of  drooping  well  below 
the  hips,  with  hems  dragging.  In 
keeping  with  Gen  Y  preferences,  the 
catalog  illustrates  these  fashions  with 
models  who  look  like  regular  teen- 
agers, not  superglam  androgynes. 


Delia's  youthful  image  isn't  just  a 
facade.  Most  of  the  company's  1,500 
employees  are  well  under  30.  And  its 
phone  reps — mostly  high  school  and 
college  students — do  more  than  take 
orders:  They  offer  tips  and  fashion 
advice.  "Delia's  speaks  the  language 
of  its  consumers,"  says  Wendy  Lieb- 
mann,  president  of  consultant  WSL 
Marketing. 

Instead  of  mass-market  advertis- 
ing, Delia's  gets  the  word  out  in  the 


ways  Gen  Y  prefers:  with  local  car 
paigns  such  as  catalog  drops  in 
schools  and  vrith  hot  Web  sites.  In 
1997,  the  company  bought  gURL.cori 
a  popular  fashion,  chat,  and  game 
site  for  girls.  It  also  launched  its  ov 
Web  site,  with  news  and  entertain- 
ment stories,  catalog-request  forms] 
E-mail,  and  onhne  shopping.  That 
fort  helped  buy  some  buzz  for  Deli^ 
stock,  which  has  gyrated  between 

KAHN:  The  Delia's  catalog 
offers  tips  on  how  to 
order  pants  so  they  droo\ 
well  below  the  hips 


and  $32  a  share  over  the| 
past  year.  In  December, 
buoyed  by  news  of  an  o: 
line  shopping  venture,  t. 
stock  shot  up  more  than 
50%,  to  a  recent  15. 

So  far,  the  company  h; 
sold  mostly  clothing,  but| 
has  recently  branched  o 
into  home  furnishings,  s' 
as  bean  bag  chairs  and 
throw  rags.  "Girls  like  ti 
do  their  rooms,"  says 
Kahn,  who  defines  his  b 
ness  by  its  customers 
rather  than  by  a  produc 
category.  He  foresees  a 
day  when  Delia's  will  ge 
these  girls  theii-  first  credit  card, 
fu'st  car  loan,  and  fii'st  mort.gage. 
"We'll  follow  them  and  broaden  ou 
offerings,"  says  Kahn. 

Next  up:  boys.  The  company  re 
cently  bought  TSi  Soccer  Corp.,  a 
sportswear-  catalog  and  launched 
Droog,  a  catalog  for  boys.  "We  ar( 
going  to  own  this  generation,"  Ka 
says.  Or  at  least  a  sizable  portion 
its  members'  wallets. 

By  Ellen  Neubome  in  New  1 


88  BUSINESS  WEEK  /  FEBRUARY  15,  1999 


When  choosing  destinations,  the  sky's  the  hmit  if  you  drive  a  legendary  Jeep,  4x4 
For  further  study  contact  us  at  1-800-925-JEEP  or  www.jeep.com. 


gistered  trademark  of  DaimlerChrysler. 


Finance 


VENTURE  CAPITAL 


TAKING  THE  VALLEY 
BY  STORM 

Benchmark  aims  to  out-venture  Kleiner  Perkins 


Atop  the  desk  of  venture  capitahst 
Robert  C.  Kagle  sits  a  miniature 
plastic  computer  cracked  in  half. 
A  cheap  wooden  plaque  above  it 
bears  the  inscription:  The  Broken  Com- 
puter Award — Profits  So  Huge  that 
they  Broke  the  Computer  At  fii-st  blush, 
you  might  dismiss  the  dubious  honor 
bestowed  on  Kagle  by  colleagues  at  his 
Silicon  Valley  ventm-e  fiiTn  as  little  more 
than  a  gag. 

No  gag.  In  1997,  Kagle's  firm,  Bench- 
mark Capital,  bought  22%  of  Internet- 
auction  highflier 


of  6  ft.  3  in.,  may  not  have  the  cachet  of 
powerhouse  Kleiner  Perkins  Caufield  & 
Byers  or  the  muscle  of  its  superstar,  L. 
John  Doerr.  But  they  plan  to  get  them. 
Indeed,  the  Ann's  name  screams  it.  "We 
want  to  set  a  new  benchmark,"  says 
partner  Andrew  S.  Rachleff.  Predicts 
Keith  J.  Krach,  CEO  of  Benchmark- 
backed  Ai-iba  Technologies:  "They're  go- 
ing to  be  i-uling  Silicon  Valley." 

But  first.  Benchmark  will  have  to 
prove  that  it's  more  than  just  a  one- 
trick  pony.  Some  Valley  insiders  sug- 
gest Benchmark's 


BENCHMARK  BETS 

eBAY  Probably  the  best  venture- 
capital  investment  of  all  time. 
Benchmark's  $5  million  stake  is 
today  worth  more  than  $2.5  billion. 

GENESYS  TELECOMMUNICATIONS 
LABORATORIES  Communications- 
software  maker  has  returned  more 
than  $70  million  to  the  firm. 

HANDSPRING  Looks  to  become  a 
giant  in  the  exploding  portable- 


eBay  Inc.  for 
$5  million.  Today, 
that  stake  is  worth 
about  $2.5  billion, 
a— gulp— 49,900% 
retiuTi  was  too  big 
for  the  fiiTn's  com- 
puter system  to 
swallow.  "Our  com- 
puter only  allows 
gains  of  up  to  $100 
million,"  explains 
the  42-yeai-old  Ka- 
gle, who,  along  with  ..  ,   .  ^wn.  . 

each  of  his   four    ^^'^Py}!'}^   stiffens 

partners,  can  per-  data:  business  week 

sonaUy  lay  claim  to  some  $120  million  of 
the  eBay  gain.  "We  aim  high." 

Indeed,  as  it  stands  now,  the  firm's 
stake  in  eBay  looks  to  be  the  best-per- 
forming venture  investment  of  all 
time — better  than  Microsoft,  Cisco  Sys- 
tems, or  Compaq  Computer.  Not  bad 
for  a  gi'oup  of  guys  who  in  just  four 
years  have  taken  the  clubby,  elite  world 
of  venture  capital  by  stoiTn.  "eBay  re- 
ally put  them  on  the  map,"  says  rival 
ventiu'e  capitalist  C.  Richard  Kramlich 
of  New  Enterprise  Associates.  Adds  Al- 
fred Giuffrida,  a  managing  director  at 
Horsley  Bridge  Partners  Inc.,  an  insti- 
tution vdth  investments  in  30  venture- 
capital  firms,  including  Benchmark: 
"They've  had  an  immediate  impact  in 
Silicon  Valley  and  are  already  among 
the  very  top  tier  of  gToups." 

This  U^am  of  five  alpha  males,  with  an 
average  age  of  38  and  an  average  height 


bravado  may  be 
premature,  given 
its  members'  rela- 
tive youth  and 
brief  track  record. 
Benclmiark  has  yet 
to  return  one  dime 
to  investors,  since 
gains  are  still 
merely  paper  prof- 
its. And  landing 
the  hottest  deals  is 
increasingly  diffi- 
cult as  competition 
"You're 
only  as  good  as 
your  last  fiasco,"  warns  Doeir. 

Not  surprisingly,  then,  Benchmai'k  has 
been  in  overcbive.  Since  opening  its  doore 
in  1995,  it  has  invested  nearly  $250  mil- 
lion raised  fi'om  institutions  and  mai'quee 
individuals  like  BOl  Gates,  Michael  Dell, 
and  Craig  McCaw.  The  result  is  a  port- 
folio chock-full  of  promising  startups — 
fi'om  E-business  consultant  Sclent  Corp. 
to  online  mortgage  broker  E-LOAN  Inc. 
to  high-speed  Internet-access  providei" 
NorthPoint  Commiuucations  Inc. 
BUZZMEISTERS.  Of  52  investments- 
many  focused  on  the  explosive  oppor- 
tunities in  E-commerce  and  the  Inter- 
net— ^just  two  have  turned  out  to  be 
dogs.  On  paper,  11  would  already 
retiuTi  an  average  of  almost  $19  million. 
Then  thei-e's  eBay.  Says  fund  investor 
and  Sun  Microsystems  Inc.  ceo  Scott 
G.  McNealy:  "They've  done  very  well 
by  me.  Every  time  I  see  [Kagle],  I 


GIANT 
KILLERS 

Just  a  bunch  of 
alpha  males 

DATA:  BUSINESS  WEEK- 


Benchmw 
resident 
is  also  a 

winemalL ,. 

ilaes, 


start  coughing  'Distribute,  distri 
So  what  makes  t'nis  chest-thi 
upstart  the  talk  of  Silicon  Valle^ 
what  makes  it  believe  it  will  o 
outshine  the  likes  of  Kleiner  Per 
27-yeai--old  firm  with  a  track  recc  , 
includes  home  iTins  like  Sun  Mi  H 
tems,  Netscape  Communicatioi '^^ 
Amazon.com?  Rivals,  investors,  a 
er  execs  suggest  Benchmark  has 
mastered  the  venture  capital  ga 
cmiting  top  management,  formi 
strategic  relationships,  creating 
important  market  buzz. 

More  important,  as  the  partn 


lifir  I 


f-Hi  to 
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TTie  Powerbroker. 
A  former  head- 
hunter  for  technolo- 
gy's ehte,  Beirne  has 
top  connections. 


The  Wordsmith. 
Low-key  Dunlevie's 
nose  for  promising 
startups  is  as  keen 
as  his  vocabulary. 


ROBERT  KAGLE 


The  Marketing 
Wizard.  Knows  all 
about  reaching  con- 
sumers. Kagle  also 
writes  jingles. 


heir  unique  teamwork,  an  un- 
y  devotion  to  entrepreneurism, 
luine  boyish  camaraderie.  Not  a 
es  by  without  footballs  getting 

around  Benchmark's  posh  new 
on  Sand  Hill  Road,  venture  cap- 
uivalent  of  Park  Avenue.  Paitner 
s  are  more  about  fishing,  bird 
or  playing  Hearts  than  about 
ing  serious  strategic  issues, 
as  their  ability  to  function  as  a 
lat  attracted  Louis  H.  Borders, 
year-old  founder  of  bookseller 
;  Group.  Once  he  avidly  opposed 

venture  money,  believing  that 


vcs  were  too  meddlesome.  But  Borders, 
now  at  work  on  a  yet-to-be-launched 
online  superstore,  has  changed  his  tune. 
He  says  all  five  partners  at  Benchmark 
have  been  vital  to  decisions  affecting 
everything  from  product  offerings  to 
luring.  At  other  finns,  he  says,  only  one 
partnei'  genei'ally  interacts  with  man- 
agement. "Benchmark  has  been  more 
supportive  as  a  company,"  says  Borders. 
"They'll  do  anything  I  ask  of  them." 

That  includes  shuttling  job  candidates 
around  the  Valley  or  plajing  door-to- 
door  salesman.  Partner  David  M.  Beime 
got  E*TRADE  Group  to  chuck  a  deal  it 


was  on  the  verge  of  sealing  to  outsomx'e 
its  E-mail  oi^erations.  Over  dinner,  Beime 
talked  CKo  Christos  M.  Cotsakos  into 
trying  out  Critical  Path  Inc.,  an  upstart 
backed  by  Benchmark  instead.  "We  bet 
OLU'  company  on  a  whole  new  infrastruc- 
tm-e  with  Critical  Path,"  recalls  Cotsakos. 
"There  are  veiy  few  people  who  could 
have  convinced  me  to  do  this." 

That  kind  of  help  is  priceless.  But 
entreprenem's  wony  that  some  venture 
capitalists  can  take  their  roles  too  far. 
One  company  founder  says  he  opted  to 
take  money  from  Benchmark  instead  of 
Kleiner  for  fear  it  would  take  over  his 
outfit.  "My  hunch  on  Benchmark  was 
that  it  would  be  much  more  constnictive 
and  coopei'ative  in  helping  us  build  the 
company,"  this  entrepreneur  says.  "The 
i-ap  on  Kleiner  is  that  they  pretty  much 
do  what  they  want  to  do." 
"KILLER  IDEA."  DoeiT  bristles  at  the  idea 
that  his  fii-m  is  too  heavyhanded,  saying 
Kleiner's  dominance  makes  it  an  easy 
tai'get.  "We're  an  active,  not  passive,  in- 
vestor," says  Doen'.  "But  I  haven't  heai"d 
complaints  that  we're  too  hands-on." 

Even  more  distinctive  is  Benchmai'k's 
stmctm-e.  "We  wanted  to  ai'cliitect  the 
fii-m  differently,"  says  Bnice  Dunlevie. 
Unlike  most  ventiu'e  capitahsts.  Bench- 
mark pailners  share  equally  in  profits 
and  failings  regai'dless  of  who  brings  in 
or  works  on  a  deal.  Many  Silicon  Val- 
leyites  say  that  aU  but  eliminates  internal 
politics  and  infighting  between  partners 
for  hot  deals  and  talent.  Even  the  sup- 
port staff  shai'es  in  the  goodies.  "Tliis  is 
the  new  killer  idea,"  says  Novell  Inc. 
CEO  Eric  E.  Schmidt.  Adds  34-year-old 
Kevin  R.  Hai"vey:  "At  a  lot  of  other  ven- 
tiu-e  fii-ms,  everybody  is  jockeying  for 
position."  Although  Benchmai'k  says  oth- 
ei-wise,  it  is  not  the  first  finn  going  this 
route.  Such  old-timere  as  Sequoia  Capital, 
for  example,  also  say  they  give  partners 
equal  slices  of  their  ventm-e  pies. 

Not  everyone  is  convinced  that  such 
a  stracture  is  sustainable,  particularly 
for  a  small  newcomer  like  Benchmark 
that  hopes  to  gi"ow.  With  just  five  part- 
ners and  a  relatively  small  $125  million 
fimd — Kleiner's  latest  fund  raised  $398 
miUion — Benclimark  could  nm  into  trou- 
ble as  it  expands.  "It  will  be  interesting 
to  see  over  the  next  10  years  how  they 
scale  the  business  without  having  a  hi- 
erarchy," says  Jeffi'ey  D.  Brody,  a  part- 
ner at  rival  Brentwood  Ventui'e  Capital. 

Benchmark  is  indeed  cmTently  in  the 
hunt  for  a  sixth  full-time  team  member. 
Last  year,  former  Federal  Communica- 
tions Commissioner  Reed  Hundt  joined 
as  a  part-time  affiliate.  But  Benchmark 
says  it  needs  more  fii'epower — particu- 
larly if  it  wants  to  continue  to  break 
records,  not  to  mention  eom.isuters. 

By  Linda  Hinielstein  in 
Metilo  Park,  Calif. 
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Inside  Wall  Street 


BY  GENE  G.  IVIARCIAL 

GUCCI:  WILL  THE 
OTHER  SHOE  DROP? 

Although  Bernard  Arnault,  chairman 
of  LVMH  Moet  Hennessy  Louis  Vuit- 
ton,  insists  he  isn't  out  to  acquire 
Italy's  Gucci  Group  (guc),  no  one  on 
Wall  Street  quite  believes  him.  After 
all,  in  the  past  month  he  has  upped 
lvmh's  stake  in  Gucci  from  9%  to 
34.4%.  That  has  fiieled  a  nuiup  in  Guc- 
ci's stock,  which  shot  from  48  on  Dec. 

31  to  a  high  of 
74%  on  Jan.  8.  It 
has  since  eased 
to  69.  "This  is  a 
coup  in  the  mak- 
ing— a  move  to 
pull  a  creeping 
takeover,"  says 
one  Gucci  insider. 
He  thinks  Ar- 
nault will  push  to 
raise  lvmh's  stake 
to  a  controlling 
51%. 

That  may  not 
happen  if  a  white 
knight  emerges 
to  make  a  friendly  bid  for  Gucci,  as 
some  pros  expect.  One  of  these  in- 
vestors says  Gucci  Chauinan  Domenico 
de  Sole  has  been  meeting  privately 
with  potential  saviors.  Among  those 
interested,  says  this  pro,  are  two  up- 
scale U.  S.  retailers  and  one  London 
conglomerate. 

De  Sole  declined  to  say  anything 
about  the  possibility  that  another  buy- 
er might  get  into  the  picture.  "Wliile  it 
would  be  inappropriate  for  me  to  com- 
ment directly  [on  such  speculation],  I 
am  completely  aware  of  my  responsi- 
bilities to  uphold  the  interests  of  all 
shareholders,"  de  Sole  told  business 
WEEK.  "We'll  continue  to  run  the  com- 
pany independently  in  a  way  that  max- 
imizes long-term  gi'owth  and  value  for 
shareholders." 

"It  seems  clear  that  de  Sole  is  open 
to  the  idea  of  a  rescue  offer  fi'om  a 
suitor  of  his  own  choosing  to  avert  an 
unwelcome  lvmh  takeover,"  says  one 
New  York  investment  manager.  This 
investor,  who  has  accumulated  Gucci 
shares,  notes  that  de  Sole  is  "definitely 
averse"  to  worldng  for  Aniault  and  is 
looking  for  an  alternative. 

Analyst  Dana  Eisman  Cohen  of  Don- 
aldson, Lufkin  &  Jenrette  Securities 


DE  SOLE:  Meeting 
potential  saviors? 


is  among  thosfe  who  think  i^vmh  is  se- 
rious about  acquiring  Gucci.  She  notes 
that  two  possible  snags  for  LVMH  are 
de  Sole  and  Gucci  designer  Tom  Ford. 
If  either  one  should  oppose  lvmh's  offer 
and  leave  the  company,  a  "critical  piece 
of  the  value  of  Gucci  would  have  dis- 
solved," she  argues. 

For  Gucci  shareholders,  she  adds, 
the  situation  is  a  "vrin-win":  Given  Guc- 
ci's improved  business,  there's  room 
for  the  stock  to  climb  highei;  based  on 
fundamentals  alone,  says  Cohen.  And  in 
a  takeover,  she  adds,  lvmh  could  pay  at 
least  100  a  share. 

HEAVIER  LOADS  FOR 
ONE  P.O.  TRUCKER 

The  Post  Office — not  the  higher- 
priced  Federal  Express  or  UPS — 
could  end  up  handling  the  bulk  of  the 
growing  business  of  shipping  out  pack- 
ages to  those  tlu'ongs  of  Internet  shop- 
pers. So  argues  Edward  Wolfe,  an  an- 
alyst at  BT  Alex.  Brown,  who  thinks 
this  U.S.  Postal  Service  (USPS)  link 
with  E-commerce  is  still  uni-ecognized. 
How  to  play  it?  Through  cnf  Trans- 
portation (CNF),  a  diversified  tincking 
and  aii-freight  holding  company  that 
operates  10  of  the  usps'  Priority  Mail 
Postal  Centers. 

Because  of  the  low  price  of  ship- 
ping with  USPS'  Priority  Mail  service, 
it  stands  to  bene- 
WILL  NET  HOPES     fit    most  from 
DRIVE  IT  HIGHER?    delivering  Inter- 
^„  ,        net  purchases, 

according  to 
Wolfe.  Clearly,  he 
adds,  CNF,  which 
holds  the  con- 
tract for  Priority 
Mail,  "has  the 
closest  ties  to  E- 
commerce." 

For  example, 
the  Priority  Mail 
Pi'ocessing  Center 
in  Swedesboro, 
N.  J.,  handles 

OAIA  6100MBERG  FINANCIAL  MARKETS      ggnie  70  000  pack- 

ages  a  day  shipped  out  by  Amazon.com 
and  home-shopping  service  qvc,  notes 
CNF  spokesman  Jim  Allen.  Wolfe  ex- 
pects CNF  to  get  contracts  soon  for  five 
additional  USPS  centers.  He  expects  the 
new  ones — possibly  in  Atlanta,  Chicago, 
Dallas,  and  Los  Angeles — will  add  $500 
million  to  $550  miUion  to  cnf's  rev- 
enues by  2000,  and  will  up  per-share 
earnings  by  15(2  or  20(Z.  CNF  stock. 


20;  CNF 

TRANSPORTATION 

WEEKLY  CLOSE 

0 
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which  zoomed  from  22  in  early  Octo: 
to  43M  on  Feb.  2,  doesn't  yet  refl 
such  projections,  says  Wolfe. 

THIS  DISKMAKER 
IS  REALLY  SPINNII 

In  mid-October,  Image  Entertainr 
(DISK)  was  languishing  at  3  a  sh; 
But  by  early  December,  the  stock 
doubled  to  C.  It  doubled  again  a  mc 
later.  What's  behind  the  surge?  ' 
largest  distributor  of  laser  disks,  Inr 
has  become  the  top  independen 
censee    and    marketer    of  di 
videodisks  (dvds).  What's  more, 
company  is  now  a  major  sourc< 
DVDS  for  some  Net  retailers. 

"The  company  is  poised  to  becor 
major  player  in  dvds  and  onhne 
taihng,"  says  analyst  Steven  Har 
Commonwealth  Associates,  a 
York  investment  firm,  who  rates 
stock  a  "strong  buy."  It  has  the 
tential,  he  adds,  of  boosting  revei 
by  more  than  40%  a  year. 

One  relationship  in  the  making, 
a  hedge  fund 
manager  who  REFLECTING  DV 
has  been  buying  ROSY  FUTURI 
shares,  is  with 
Amazon.com.  It's 
likely,  says  this 
pro,  that  Image 
will  become  a  ma- 
jor dvd  supplier 
to  Amazon.com. 
Image  is  also  talk- 
ing with  other 
Internet  retailers 
of  books  and 
videotapes. 

Image  ceo 
Maitin  Greenwald 
expects  there  will 
be  a  big  switch  to  dvds  by  vcR 
because  of  dvds'  superior  audi 
video  quality.  One  other  big  plus: 
can  also  be  played  on  personal 
puters  through  dvd-rom  drive; 
adds. 

Hart  says  Image's  stock,  whicl 
eased  to  10,  has  more  upside  pote 
chiven  by  revenue  and  earnings  gr 
He  sees  sales  of  $69  million  for  thi 
ending  Mar.  31,  1999,  and  $97 
in  fiscal  2000.  And  he  sees  eamii 
7(?  a  share  in  1999  and  35c  in  200 
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ter  designed  cars  and  trucks  by  Ford,  A  better  way  to  deploy  software  by  Tivoli. 


:n  you  set  out  to  build  the  best  performing,  safest 
most  environmentally  friendly  cars  and  trucks  in  the 
Id,  it's  best  not  to  keep  the  world  (or  your  designers) 
:ing.  Ford  needed  a  faster  way  to  standardize  software 

]  )ss  all  of  their  design  centers,  worldwide. 

-j  Fheir  solution:  IT  management  software  from  Tivoli 

I  terns  Inc.,  an  IBM  company.  Using  Tivoli  Enterprise; 

,  lis  able  to  synchronize  the  release  of  CAD/CAM  soft- 
e,  automatically,  to  its  global  fleet  of  10,000  UNIX* 


workstations  -  all  from  a  central  location.  Now,  instead 
of  spending  their  time  downloading  the  latest  software 
updates.  Ford  engineers  and  designers  around  the  world 
use  identical  versions  of  software  to  collaborate  on  new 
car  and  truck  designs  -  saving  Ford  both  time  and  money. 

It's  one  way  Tivoli  is  helping  Ford  shape  the  next 
generation  of  automobiles.  To  find  out  how  Tivoli  can 
help  speed  your  designs  to  market,  go  to  www.tivoli.com 
orcalll  888TIV0LI-l. 


Ttvoli  IS  a  regisiered  Irademark.  Tivolt  Enlerpnse  is  a  trademark,  and  The  Power  to  Manage.  Anything,  Anywhere  is  a  service  mark,  ot  Tivoli  Systems  Inc  in  the  United  States  and/or  other  countries.  In  Denmark,  Tivoli  is  a  trade- 
mark licensed  from  Kjsbenhavns  Sommer  -  Tivoli  A/S.  Tivoli  Systems  Inc,  is  an  ISM  company  IBM  is  a  trademark  of  International  Business  Machines  Corporation  m  the  U  S.  and/or  other  countries.  UNIX  is  a  registered  trademark 
ifi  the  United  States  and/or  other  countries  licensed  exclusively  through  X/Open  Company  Limited  Other  company  product,  and  service  names  may  be  the  trademarks  or  service  marks  of  others  ©1998  Tivolt  Systems  inc. 


Mutual  Fund  Scoreboard 


A  BARGAIN  HUNTER'S  GUIDE 
TO  CLOSED-END  FUNDS 

Our  newest  Scoreboard  spots  portfolios  trading  at  a  discount 


I 


f  it  were  a  conventional  mutual  fund, 
Korean  Investment  Fund  would 
have  been  one  of  1998's  top  per- 
formers: Its  net  asset  value  (nav) 
soared  85.8%.  But  anyone  who  owned 
this  closed-end  fimd  would  have  been 
disappointed.  Closed-ends  trade  like 
stocks,  and  last  year,  shares  in  this 
fund  rose  just  11.8%. 

Unlike  mutual  fimds,  where  investors 
always  buy  and  sell  at  the  net  asset 
value  of  the  fund's  holdings,  — — — — 
closed-end  funds  trade  on 
the  stock  exchanges,  where 
investment  sentiment  and 
portfolio  behavior  sometimes 
part  ways.  A  year  ago,  Ko- 
rean Investment  traded  at  a 
33%  premium  over  its  nav 
even  though  the  portfolio 
had  been  decimated  by  the 
Asian  crisis.  As  Korean 
Investment's  nav  recovered 
in  1998,  the  share  prices 
moved  little,  so  the  premi- 
um disappeared  and  actually 
turned  into  a  discoimt,  which 
is  now  10.7%. 

SITE  SELECTIONS.  But  that's 
where  the  opportunity  lies. 
Closed-end  funds  can  be 
bargains,  giving  investors 
a  shot  at  buying  a  portfolio 
at  a  discount  to  its  under- 
lying value.  That's  why 
we're  bringing  you  the 
closed-end  fund  version  of 
the  BUSINESS  WEEK  Mutual 
Fund  Scoreboard. 

Our  survey  measui'es  per- 
formance by  net  asset  value  and  mar- 
ket price.  We  also  gi"ade  these  funds 
from  "A"  to  "F"  based  on  three-year 
NAV  returns,  adjusted  for  risk.  Nine 
equity  and  25  bond  fimds  earned  A's 
(table).  Starting  on  page  96,  we  carry 
data  for  120  equity  funds  and  70  bond 
fimds.  At  www.businessweek.com,  you 
will  find  those  in  addition  to  264  more 
bond  fimds. 

Overshadowed  by  mutual  funds, 
some  closed-ends  are  tiying  to  improve 
their  visibility.  About  20%-  now  report 
NAYS  daily  through  various — but  not 
all — stock-quote  sei-vices.  To  get  an  nav, 
bracket  the  fund's  ticker  symbol  with 


X's.  So  while  EFi  will  get  you  a  market 
price  for  the  Europe  Fund,  XEFix  gets 
yesterday's  nav.  Closed-ends  usually 
report  navs  only  on  Fridays. 

Why  bother  with  closed-ends  when 
there  are  so  many  mutual  funds?  Look 
at  A-rated  Hancock  Bank  &  Tlii-ift  Op- 
portunity Fund,  which  trades  at  a  13% 
discount.  Gregg  Wolper,  closed-end  an- 
alyst at  Morningstar  Inc.,  says  the  fund 
is  a  clone  of  Hancock  Regional  Bank 


The  Best  of  the  Bunch 

These  closed-end  funds  earned  A's 

for  risk-adjusted  total  return* 

EOUITY  FUNDS 

BOND  FUNDS 

GENERAL  AMERICAN  INVESTORS 

KEMPER  STRATEGIC  MUNICIPAL  INC. 

HANCOCK  BANK  AND  THRIFT  OPPORT. 

MSDW  MUNI.  INC.  OPPORT. 

HANCOCK  PATRIOT  GLOBAL  DVD. 

MSDW  MUNI.  INC.  OPPORT.  II 

HANCOCK  PATRIOT  PREF.  DVD. 

MSDW  MUNI.  INC.  OPPORT.  Ill 

HANCOCK  PATRIOT  PREMIUM  DVD.  1 

MORGAN  STANLEY  HIGH-YIELD 

NATIONS  BALANCED  TARGET  MAT. 

MUNIASSETS 

SALOMON  BROTHERS  FUND 

MUNICIPAL  HIGH-INCOME 

SCUDDER  NEW  EUROPE 

NATIONS  GOVT.  INCOME  2003 

SPAIN  FUND 

NATIONS  GOVT.  INCOME  2004 

NUVEEN  CALIF.  MUNICIPAL  VALUE 

BOND  FUNDS 

NUVEEN  MUNICIPAL  INCOME 

AMERICAN  SELECT 

PREFERRED  INCOME 

AMERICAN  STRATEGIC 

PREFERRED  INCOME  MANAGEMENT 

AMERICAN  STRATEGIC  II 

PREFERRED  INCOME  OPPORTUNITY 

APEX  MUNICIPAL 

PUTNAM  DIVIDEND  INCOME 

COLONIAL  MUNICIPAL  INCOME 

PUTNAM  HIGH-YIELD  MUNICIPAL 

DREYFUS  CALIF.  MUNICIPAL  INCOME 

PUTNAM  TAX-FREE  HEALTH  CARE 

ELLSWORTH  CONVERTIBLES  G  &  1 

STRATEGIC  GLOBAL  INCOME 

*1996-98,  pretax  return,  NAV  appreciation  plus  reinvestment  of  dividends  and  capital  gams 

DATA:  MORNINGSTAR  INC 

Fund  B,  which  of  coiu'se  sells  at  NAV — 
and  has  a  2%  expense  ratio.  The 
closed-end  fund's  expenses  are  1.45%. 
Wolper  says  others  with  look-alike  mu- 
tual funds  include  Gabelli  Equity,  In- 
vesco  Global  Health  Sciences,  Royce 
Value,  and  just  about  all  the  municipal- 
bond  funds. 

Many  closed-end  bond  fimds,  both  tax- 
able and  tax-exempt,  have  higher  yields 
than  their  conventional  bond-fund 
brethi'en.  That's  because  they  can  boirow 
to  buy  a  lai'ger  portfolio  than  their  assets 
would  othei-wise  support.  Tliat's  not  lisk- 
free — a  jump  in  rates  would  hint  the 
NAVs  of  leveraged  funds  more  than  it 


would  those  of  regular  bond  fi 

Closed-end  expert  Thomas  J. 
feld  says  municipal  bond  funds  are 
ticularly  attractive,  because  many 
closed-end  funds  have  been  launch 
the  past  month,  chiving  down  the 
of  existing  funds.  The  result,  he 
"is  that  many  muni  funds  have  hi- 
yields  than  Ti-easmies."  Herzfeld, 
Miami-based  Thomas  J.  Herzfeld  4-. 
sors  Inc.  manages  the  portfolid 
closed-ends,  says  the  best  time  tcji 
them  is  near  the  end  of  the  mi- 
when  they  tend  to  sell  off.  Hei^ 
says  prices  usually  rally  in  the 
days  of  the  next  month. 
DOUBLE-EDGED.  If  you  buy  these 
at  a  discount,  you'd  better  be  pre 
to  own  them  at  a  discount  as  we 
NAV  retiuTi,  top-rated  General  Am(  r 
Investors  beat  the  Standard  &  1 ; 

500-stock  index  over  tht  i; 
1,  3,  and  10  yeai-s.  But  i 
not  traded  at  or  abo\ 
NAV  since  early  1993.  >: 
funds,  often  under  pre  i 
from  shareholders,  h 
steps  to  nan'ow  or  elin  i; 
the  discount,  the  moi  f 
treme  being  converting  i 
open-end  fonnat.  On  Ji  ■ 
the  directors  of  Sc  ( 
New  Europe  proposec  i: 
that.  Despite  a  34.99  ^ 
return  last  year,  the  p. 
traded  at  discounts  be  » 
13.7%  and  27.3%. 

Funds  can  change 
in  other  ways.  A 
shai'eholder  i  ^cenuy  w 
control  of  top-rated 
ferred  Income  Managi 
which  invests  mainly 
ferred  stocks,  and  pi: 
invest  instead  for  lonj 
capital  gains.  That's  w 
alyst  Kevin  McNally 
lomon  Smith  Barney  d 
to  put  the  fund  on  the 
"avoid"  list.  He  expe 
dividend  to  be  severely  cut  or 
nated,  leading  yield-conscious 
holders  to  dump  the  fimd's  share 
As  with  any  investment,  track 
is  only  a  starting  point.  But  yo 
make  a  smart  investment  withoi 
fu'st  step,  which  begins  with  the 
board  on  page  96. 

By  Jeffrey  M.  Laa 
i  n  Ne 
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The  following  tables  highlight  190  f 
These,  plus  264  more,  can  be  foun 
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WE'VE  SPENT  15  YEARS  OBSESSING 
ABOUT  COLOR  PRINTERS 
AND  ALL  WE  THINK  ABOUT  IS 
HOW  TO  GET  LOADED. 


LOADS  FAST,  PRINTS  EVEN  FASTER. 


jfatwork.com ' 


Take  it  from  us,  we  know  what  should  go  into  a  printer.  Our  ColorStix®  ink  is  a  good  example.  Since 
each  color  has  a  unique  shape,  loading  the  Tektronix  Phaser®  840  printer  is  as  easy  as  loading  a  stapler. 
And  just  as  quick.  In  fact,  everything's  quick.  Print  speed  is  twice  as  fast  as  a  typical  color  laser.  So 
easy  in,  easy  out  could  be  this  printer's  motto.  But  that's  exactly  the  kind  of  thinking  we  pMt  into  all 
our  printers.  So  you  can  think  about  more  important  things.  Like  how  to  celebrate  seeing  color  at  work. 
Take  a  load  off  your  mind  by  calling  1-877-362-6567  ext.  1578.  The  call  is  free  and  so  is  all  the  black  ink 
you  will  ever  need.  You  can  learn  more  at  www.coloratwork.com     ,    ^V-^'-^S-  -iV? '  ■    :  ■ 


©  1990  Tektronix,  Inc.  Tektronix.  Pha.ser,  and  ColorStix  are  registered  trademarks  of  Tektronix,  Inc. 
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MUTUAL  FUND  SCOREBOARD 


Closed-End  Equity  Fu( 
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SMIL 

RATIO  (%) 

1  YR, 

1%, 

fa  'UNDS 

1998  r'lj- 

AIM  EASTERN  EUROPE 

c- 

Europe 

High 

47.1 

1.88 

-45.5 

-6.3 

-51.5 

-8  2 

0.0 

□OO 

-6.1 

-34.5  -i 

ALLIANCE  ALL-MARKET  ADVANTAGE 

B-f 

Large-cap  Growth 

Average 

94.9 

2.43 

54.6 

39.9 

61.5 

44.6 

1.8 

□OO 

15.4 

-7.0  1 

ARGENTINA 

C 

Latin  America 

Average 

125.5 

NA 

-19.5 

4.4 

-27.3 

-4.9 

5.0 

□□□ 

-16.5 

-30.0  -| 

ASA  LIMITED 

D 

Precious  Metals 

High 

151.1 

0.71 

-21.6 

-21.7 

-21.0 

-22.2 

5.1 

□□□ 

20.7 

-1.8  p 

ASIA  PACIFIC 

D 

Pacific  ex-Japan 

High 

153.9 

1.57 

-4.4 

-14.5 

-8.7 

-19.2 

0.6 

7.6 

-27.6 

ASIA  TIGERS 

c- 

Pacific  ex-Japan 

High 

163.3 

1.60 

-11.1 

-13.5 

-12.4 

-16.0 

0.2 

3.5 

-27.9  -'■ 

AUSTRIA 

c 

Europe 

Average 

127.9 

1.71 

16.8 

12.9 

18.1 

15.7 

3.2 

□□O 

-8.6 

-22.1  \ 

AVALON  CAPITAL 

B 

Large-cap  Growth 

Low 

11.4 

NA 

16.8 

21.4 

20.6 

NA 

00 

□□a 

33.7 

-41.6  1 

BAKER  FENTRESS 

B 

Large-cap  Value 

Very  Low 

771.3 

0.74 

11.9 

14.2 

3.6 

14.4 

2.8 

ODD 

-12.4 

-21.4  -1 

BERGSTROM  CAPITAL 

B 

Large-cap  Growth 

Low 

183.2 

NA 

38.4 

24.5 

28.6 

24.8 

0.2 

aaa 

-6.6 

-15.2  1 

BLUE  CHIP  VALUE 

B 

Large-cap  Value 

Low 

171.5 

0.94 

17.4 

23.1 

1.4 

25.7 

0.5 

□□□ 

12.9 

-5.5 

BRAZIL 

c- 

Latin  America 

Average 

333-7 

1.46 

-28.0 

3.6 

-34.0 

-7.4 

5.7 

□□□ 

-17,3 

-34.4  - 

BRAZILIAN  EQUITY 

D 

Latin  America 

High 

33.0 

NA 

-50.1 

-8.4 

-53.4 

-19.3 

3.3 

□QQ 

-12.8 

-32.8 

CENTRAL  EUROPEAN  EQUITY 

C 

Europe 

Average 

183.1 

1.10 

-25.2 

6.6 

-26.4 

7.1 

1.1 

-12,9 

-29.7  • 

CENTRAL  EUROPEAN  VALUE 

C 

Europe 

Average 

75.7 

2.00 

-5.8 

5.9 

-5.7 

-2.9 

3.0 

□□□ 

-14.4 

-33.6 

CENTRAL  FUND  OF  CANADA 

c 

Precious  Metals 

Average 

72.2 

NA 

-10.0 

-6.9 

-11.1 

-8.4 

0.3 

7.7 

-9.7 

CENTRAL  SECURITIES 

B 

Mid-cap  Value 

Low 

467.5 

0.53 

15.2 

22.3 

-10.5 

14.3 

3.7 

□DO 

10.4 

-19.9 

CHILE 

C- 

Latin  America 

High 

180.4 

3.34 

-24.5 

-7.9 

-33.8 

-16.9 

2.8 

-15.3 

-29.9 

CHINA 

D 

Pacific  ex-Japan 

High 

108.7 

2.15 

-27.8 

-3.3 

-32.0 

-9.2 

1.0 

-1.7 

-34.9 

CLEMENTE  GLOBAL  GROWTH 

C 

World 

Average 

78.8 

NA 

26.3 

18.7 

36.4 

23.4 

O.G 

Baa 

-7.8 

-18.1 

COHEN  &  STEERS  REALTY  INCOME 

B 

Real  Estate 

Low 

22.2 

NA 

-15.7 

11.6 

-16.5 

10.5 

6.7 

aoB 

19.9 

-2.9 

COHEN  &  STEERS  TOTAL  RETURN  REALTT 

B 

Real  Estate 

Low 

91.4 

NA 

-12.7 

12.5 

-10.6 

14.1 

8.0 

aao 

11.7 

-8.2 

DELAWARE  DIVIDEND  &  INCOME 

B+ 

Dom,  Hybrid 

Very  Low 

233.5 

0.82 

-A.I 

14.8 

7.8 

21.6 

6.5 

oaa 

19.9 

-5.7 

DELAWARE  GLOBAL  DIVIDEND  &  INCOME 

B 

Dom.  Hybrid 

Very  Low 

104.9 

NA 

1.3 

13.9 

-7.5 

15.2 

7.7 

aaa 

10.1 

-9.1 

DUFF  &  PHELPS  UTILS.  INCOME 

B 

Utilities 

Low 

2131.7 

1.13 

12.9 

14.3 

19.5 

16.8 

6.9 

□aa 

13.5 

-t).8 

EMERGING  GERMANY 

B 

Europe 

Average 

212.5 

NA 

38.5 

26.5 

43.9 

33.3 

9.0 

OOQ 

-5.4 

-18.0 

EMERGING  MARKETS  INFRASTRUCTURE 

c 

Div.  Emg.  Mkts. 

Average 

154.4 

2,02 

-30.9 

-4.5 

-35.3 

-9.6 

0.0 

-14.5 

-30.5 

EMERGING  MARKETS  TELECOM. 

C 

Div.  Emg,  Mkts. 

Average 

94.3 

1.90 

-16.7 

3.0 

-18.5 

0.1 

0.0 

BOD 

-11.7 

-28.1 

EMERGING  MEXICO 

0 

Latin  America 

High 

G7.4 

1.64 

-52.0 

-2.1 

-45.3 

-1.4 

0.0 

OOQ 

-6.9 

-28.3 

ENGEX 

D 

Small-cap  Growth 

High 

10.3 

2.17 

-21.5 

-15.9 

-23.6 

-14.1 

0.0 

□□□ 

-2.3 

-28.5 

EQUUS  II 

c 

Dom.  Hybrid 

Average 

113.4 

3.98 

-18.7 

12.3 

-26.7 

12.8 

0.0 

oaa 

-7.4 

-33.3 

EUROPEAN  WARRANT 

B+ 

Europe 

Average 

223.2 

1.65 

23.8 

43.6 

42.5 

55.2 

0.0 

aoa 

-1.8 

-24.8  1. 

FIDELITY  ADVISOR  EMERGING  ASIA 

C- 

Pacific  ex-Japan 

Average 

72.5 

1.71 

-1.6 

-7.7 

2.8 

-8.6 

0.0 

□□□ 

-3.7 

-19.8  L 

FIDELITY  ADVISOR  KOREA 

F 

Pacific  ex-Japan 

Very  High 

42.7 

1.88 

145.2 

-15.0 

49.2 

-16.8 

0.0 

□□a 

47.8 

-19.0  t 

FIRST  AUSTRALIA 

C 

Pacific  ex-Japan 

Average 

151.6 

1.39 

5.7 

1.6 

2.5 

-0.6 

3.2 

BOB 

-12.9 

-28.9 

FIRST  FINANCIAL 

c 

Financial 

Average 

177.5 

1.04 

-33.4 

9.6 

-42.1 

3.2 

0.4 

ODQ 

19.5 

-6.9 

FIRST  ISRAEL 

c 

Foreign 

Average 

70.1 

2.26 

-3.6 

10.0 

-5.2 

6.8 

1.7 

BOQ 

-12.9 

-27.7 

FIRST  PHILIPPINE 

0 

Pacific  ex-Japan 

Very  High 

89.8 

1.75 

-1.5 

-22.4 

-13.8 

-22.5 

0.0 

18.9 

-20.6 

FOREIGN  &  COLONIAL  EMG.  MID.  EAST 

C 

Foreign 

Average 

43.7 

2.89 

-16.8 

11.3 

-15.9 

13.3 

0.0 

wan 

-8.3 

-28.0 

FRANCE  GROWTH 

B 

Europe 

Low 

251.9 

1.48 

35.4 

25.2 

40.3 

24.2 

5.0 

aaa 

-14.6 

-22.9 

GABELLI  EQUITY 

B+ 

Mid-cap  Blend 

Low 

1206.5 

1.14 

13.1 

17.2 

12.1 

19.6 

9.8 

Baa 

6.0 

-9.1 

GABELLI  GLOBAL  MULTIMEDIA 

Bt 

Communication 

Low 

132.6 

NA 

33.2 

25.3 

35.3 

26.9 

0.0 

Baa 

-9.4 

-19.0  L 

GENERAL  AMERICAN  INVESTORS 

A 

Large-cap  Blend 

Very  Low 

755.3 

0.98 

34.6 

28.4 

30.7 

30.3 

1.4 

aaa 

-«.3 

-14.5 

GERMANY 

B 

Europe 

Average 

505.1 

1.19 

25.6 

26.6 

24.6 

28.1 

13.6 

aaa 

-4.2 

-22.5 

GLOBAL  SMALL  CAP 

C 

World 

Average 

58.1 

1.53 

5.1 

14.9 

0.9 

14.6 

5.4 

aBB 

-9.8 

-27.1 

GREATER  CHINA 

D 

Pacific  ex-Japan 

High 

67.3 

1.88 

-28.5 

-0.5 

-35.0 

-10.6 

0.8 

aaa 

1.5 

-31.8 

H&Q  HEALTHCARE  INVESTORS 

C 

Health 

Average 

190.6 

1.57 

3.2 

7.4 

-5.6 

-1.2 

0.0 

BBB 

-13.8 

-26.5 

H&Q  LIFE  SCIENCES  INVESTORS 

C 

Health 

Average 

121.3 

1.67 

4.3 

3.4 

-9.0 

-2.4 

0.0 

□□B 

-11.3 

-25.5 

HANCOCK  BANK  &  THRIFT  OPPORTUNITY 

A 

Financial 

Low 

1013.1 

1.45 

1.1 

28.8 

-17.3 

30.2 

1.2 

aaa 

13.6 

-16.5 

HANCOCK  PATRIOT  GLOBAL  DIVIDEND 

A 

Mid-cap  Value 

Very  Low 

128.5 

1.27 

9.2 

12.1 

12.2 

9.7 

7.6 

Boa 

-9.3 

-17.3 

DATA:  MORNINGSTAR,  iNC,  C.-iiCiG 


How  to  Use  the  Tables 

Closed-end  funds  are  publicly 
traded  investment  companies. 
Their  results  are  measured  two 
ways:  one,  by  the  change  in  net 
asset  value  (NAV),  which  is  gener- 
ated by  the  fund's  manager;  the 
other,  by  the  change  in  the 
shares'  market  price.  Total 
returns,  which  include  dividends 
and  capital  gains,  are  shown  for 
one-  and  three-year  periods.  The 
three-year  figure  is  an  average  an- 
nual return.  All  returns  are  pretax. 
BUSINESS  WEEK  RATING 
Ratings  are  based  on  three-year 
risk-adjusted  performance  of  the 
fund's  portfolio.  A  rating  is  calcu- 


lated by  subtracting  a  fund's  risk- 
of-loss  factor  from  total  return. 
Equity  funds  are  rated  against 
each  other,  and  to  earn  an  above- 
average  rating,  must  beat  the  S&P 
500  on  a  risk-adjusted  basis.  For 
ratings,  municipal  bond  funds  are 
separated  from  other  bond  funds. 

A  SUPERIOR 


VERY  GOOD 

B 

ABOVE  AVERAGE 

C 

AVERAGE 

C- 

BELOW  AVERAGE 

D 

POOR 

F 

VERY  POOR 

RISK 

For  each  fund,  the  monthly  Trea- 
sury bill  return  is  subtracted  from 


the  monthly  NAV  return  in  each 
month  of  the  rating  period.  When 
a  fund  has  underperformed  Trea- 
]  sury  bills,  this  monthly  result  is 

negative.  The  sum  of  these  nega- 
j  tive  numbers  is  then  divided  by 
!  the  number  of  months.  The  result 
is  a  negative  number,  and  the 
greater  its  magnitude,  the  higher 
the  risk  of  loss. 
EXPENSE  RATIO 
Fund  expenses  for  1998  as  a  per- 
cent of  average  net  assets.  Ratio 
may  include  interest  expense, 
YIELD 

Income  earned  during  1998,  as  a 
percentage  of  yearend  NAV  per 
share,  adjusted  for  capital  gains. 


MATURITY 

The  average  maturity  of  t 
rities  in  a  bond  fund,  wei 
according  to  their  market 
HISTORY 

A  fund's  relative  perform 
during  1996,  1997,  and 
From  left  to  right,  the  nu 
designate  which  quartile 
fund  was  in  for  each  peri 
for  the  top  quartile;  B  f 
second  quartile;  B  for  th 
quartile;  and  □  for  the  b 
quartile. 

PREMIUM  DISCOUNT 

The  market  price  of  close 
funds  IS  either  less  than  t 
of  their  securities,  a  disco 
more,  a  premium,  to  their 
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to  VPN  Advantage?*  the  next  generation  virtual  private  netwnirldng         mind,  our  Proactive  Service  Guarantees  stand  as  the  ultimate  safety  net  ■ 


» from  GTE  IntemetwDrking.  Anyone  struggling  to  balance  a  teetering 
of  business  communications  needs  will  now  find  tlie  Internet  a  safer, 
cost-effective  and  comfortable  place  to  do  business.  A  place  unfettered 
iff  or  budget  limitations,  thanks  to  one  of  the  world's  largest  bstest  and 
rigorously  engineered  backbone  networks.  End-to-end  eitcryption  and 
op  monitoring  assure  you  of  tlie  highest  level  of  security  commerdally 
.  Over  £00  US  Points  of  Presence  as  well  as  global  access  deliver  the 
ior  performance  and  reach  your  company  needs.  To  furtiier  ease  your 


The  Internet  is  not  to  be  feared.  It  s  to  be  used.  Let  the  architects  of  the 
Internet  slww  you  tfie  way 


www.internetworking.gte.com  or  800. 4565 


NTERNETWORKING 


POWERED  BV  BBH- 


MUTUAL  FUND  SCOREBOARD 


Closed-End  Equity  Fuds 


FUND 


RATING  CATEGORY 


RISK        SIZE     FEES  PERFORMANCE 

ASSETS  EXPENSE 

$MIL.    RATIO  (%)    lYR     3  YRS     1 YR,    3  YRS,  (' 


NAV  RET  (%)      SHARES  RET  (%) 


YIELD 

:%) 


HISTORY  PREMIUM^)ISCOlT 

DIFFERENCE  FROMN/_ 
1998  HIGH     LOW  \m 


RESULTS  VS. 
ALL  FUNDS 


HANCOCK  PATRIOT  PREFERRED  DIV. 

A 

Mid-cap  Value 

Very  low 

104.1 

1.27 

8.6 

11.2 

-4.8 

8.2 

9.1 

BDD 

5.1 

-0.5 

-.1 

HANCOCK  PATRIOT  PREMIUM  DIV.  1 

A 

Mid-cap  Value 

Very  low 

163.8 

1.26 

10.7 

12.6 

10.1 

10.2 

7.0 

BOD 

-2.8 

-10.7 

.5 

INDIA 

c- 

Pacific  ex-Japan 

Hiph 

300.5 

NA 

9.1 

-0.3 

-14.4 

-10.7 

0.0 

-5.3 

-31.7 

A 

,1 

INDIA  GROWTH 

c- 

Pacific  ex-Japan 

Average 

98.6 

2.23 

2.1 

-3.2 

-16.2 

-15.4 

0.0 

iilHiTl 

0.8 

-36.3 

.J 

■  1^  1*  w  1^    9  m 

p 

Pacific  ex-Japan 

Vprv  Hiah 

12.5 

1.89 

-24.1 

-33.8 

-25.7 

-30.2 

0.0 

260.7 

36.3 

■1 

INVESCO  GLOBAL  HEALTH  SCIENCES 

c 

Health 

Average 

499.2 

1.22 

37.2 

22.9 

42.5 

28.6 

2.3 

ann 

-5.7 

-14.7 

IRISH  INVESTMENT 

B+ 

Europe 

Low 

126.7 

1.54 

22.5 

23.7 

19.8 

26.1 

0.0 

□DD 

-5.5 

-28.8 

ITALY 

Europe 

Average 

170.9 

1.29 

42.5 

28.5 

43.8 

27.4 

1.4 

nnci 

-13.8 

-25.6 

JAKARTA  GROWTH 

f 

Parifir  py-lfinan 

Vpru  Hloh 

fClj  lllgll 

10.7 

NA 

-24.4 

-37.0 

-26.3 

-33.3 

0.0 

10G.0 

10.0 

JAPAN  EOUITY 

#nmrii  b^^*"  '  ' 

c_ 

Jspan 

Avprsop 

67.6 

1.03 

14.5 

-15.0 

8.7 

-17.3 

0.0 

inimmi 

40.1 

-0.1 

JAPAN  OVER-THE-COUNTER  EQUITY 

D 

Japan 

High 

57.6 

NA 

19.7 

-13.2 

9.3 

-15.3 

0.1 

uau 

42.4 

-0.1 

JARDINE  FLEMING  CHINA  REGION 

D 

Pacific  ex-Japan 

High 

68.3 

NA 

-36.5 

-12.3 

-43.6 

-17.9 

0.0 

1.7 

-31.0 

■U 

JARDINF  FLFMINC  INDIA 

Pacific  ex-Japan 

74.5 

NA 

-13.6 

-5,7 

-28.3 

-17.8 

0.0 

-5.5 

-33.4 

17 

KOREA 

p 

Parifir  pv-t^^nan 

Very  High 

392.5 

1.63 

1 16.7 

-20.5 

40.9 

-23.1 

0.0 

57.0 

-7.8 

KOREA  COUITY 

Pnrifir  pv-lsn^n 

Very  High 

32.5 

NA 

88.3 

-24.8 

17.0 

-25.3 

0.0 

54.8 

-13.0 

KOREAN  INVESTMENT 

F 

Pacific  ex-Japan 

Very  High 

30.6 

2.11 

85.3 

-23.8 

11.8 

-25.9 

0.0 

□OH 

48.5 

-16.8 

LATIN  AMERICA  EQUITY 

C- 

Latin  America 

High 

86.7 

1.89 

-40.9 

-8.3 

-46.9 

-13.8 

1.1 

ODE! 

-15.2 

-32.4 

LATIN  AMERICA  INVESTMENT 

C- 

latin  America 

Average 

91.1 

NA 

-33.4 

-5.0 

-38.7 

-10.4 

5.4 

Eoan 

-15.0 

-31.S 

LATIN  AMERICA  SMALLER  COMPANIES 

D 

latin  America 

High 

49.1 

2.30 

-51.1 

-17.2 

-41.8 

-14.8 

0.9 

-0.9 

-34.7 

LATIN  AMERICAN  DISCOVERY 

C 

latin  America 

High 

111.1 

1.82 

-33.0 

12.2 

-42.6 

5.8 

0.7 

HOB 

53.6 

-29.8 

LIBERTY  ALL-STAR  EQUITY 

B 

large-cap  Blend 

low 

1350.7 

1.01 

19.7 

22.6 

8.7 

19.3 

0.4 

□DO 

2.0 

-8.9 

3 

LIBERTY  ALL-STAR  GROWTH 

B 

large-cap  Blend 

Average 

198.5 

NA 

15.0 

20.1 

7.7 

19.1 

0.0 

□HE! 

-0.5 

-14.5 

1. 

MALAYSIA 

F 

Pacific  ex-Japan 

Very  High 

26.3 

1.35 

-39.4 

-42.0 

-38.7 

-34.4 

0.9 

108.4 

29.8 

1. 

MEXICO 

C- 

latin  America 

High 

790.6 

0.91 

-39.2 

4.8 

-43.6 

-0.5 

4.5 

una 

-17.0 

-30.5 

E. 

MEXICO  EQUITY  AND  INCOME 

C 

latin  America 

Average 

129.4 

1.49 

-40.0 

7.3 

-^3.2 

2.4 

17.9 

ana 

-14.5 

-29.0 

k 

MFS  SPECIAL  VALUE 

B 

Small-cap  Blend 

low 

101.5 

NA 

16.0 

17.3 

-9.3 

15.0 

10.2 

□oo 

40.5 

11.6 

MORGAN  FUNSHARES 

B 

large-cap  Growth 

low 

8.9 

NA 

19.4 

18.6 

22.5 

18.3 

0.5 

aao 

15.5 

-18.4 

MORGAN  CRE!NFFLL  <«MALLCAP 
i«i\#num^  unbnrbkb  siTmkkwnr 

^mntl-rnn  Rrnwth 

ulllclll  Utip  UIUITIII 

Aupr^QP 
nvci  Ogc 

114.0 

1.42 

0.7 

13.0 

-12.4 

9.5 

0.0 

0.4 

-16.2 

MfkROAM  QT&NI  FY  AFRIf^A  INVFQTMFMT 
mi/nwHn  oiMnLti  MrniwH  invK9  i  ifitn  i 

Q 

FnrpicFfi 

Aifpronrp 
nvci  dgc 

180.9 

1.77 

-11.7 

-0.5 

-20.8 

-2.3 

1.5 

-13.9 

-29.5 

MnRftAM  ^TANI  FY  A^IA-PAPIFIP 

UIV.  rdUMIL 

nvci dgc 

508.7 

1.34 

-0.3 

-11.1 

-5.8 

-16.7 

0.1 

-5.0 

-25.3 

MORGAN  STANLEY  EMG.  MKTS. 

c- 

DIv.  Emg.  Mkts. 

Average 

225.6 

1.84 

-19.7 

-3.2 

-24.9 

-12.3 

1.1 

Baa 

3.3 

-26.3 

MORGAN  STANLEY  INDIA  INVESTMENT 

c- 

Pacific  ex-Japan 

High 

306.8 

2.06 

4.8 

1.3 

-19.4 

-9.6 

0.0 

□□B 

9.0 

-32.2 

mvniaMn  9iMnLti  nu99iM  oi  ntn  cunurn 

Piirnno 

cui  upc 

58  8 

2  50 

-50.6 

NA 

-57  4 

NA 

0  0 

SKI 

0  3 

-28.1 

B+ 

Ldlgc-tjdp  DICIIU 

low 

19  5 

NA 

19  7 

22  8 

-24  9 

19.2 

1.2 

nnn 

46.9 

-17.2 

A 
M 

Oom.  Hybrid 

Very  low 

J  J. 9 

1  111 

q  7 

19  7 

7  ft 
1.0 

In. J 

J.O 

EaUBJi 

n  1 

—118 

NEW  GERMANY 

B 

Europe 

low 

233.0 

0.99 

28.1 

21.2 

21.4 

22.3 

8.5 

nna 

-13.8 

-25.9 

NEW  SOUTH  AFRICA 

D 

Foreign 

High 

41.9 

2.35 

-26.1 

-16.1 

-17.9 

-11.7 

0.0 

-5.1 

-31.7 

PAKISTAN  INVESTMENT 

D 

Pacific  ex-Japan 

Very  High 

32.5 

NA 

-56.9 

-26.6 

-58.0 

-26.9 

8.7 

ana 

-13.1 

-37.0 

PETROLEUM  AND  RESOURCES 

c 

Nat.  Resources 

Average 

474.8 

0.47 

-11.1 

9.8 

-9.8 

9.7 

2.7 

□OQ 

5.5 

-12.7 

PORTUGAL 

B 

Europe 

Average 

98.1 

1.56 

21.6 

30.6 

27.5 

31.4 

0.2 

□OQ 

-5.B 

-23.9 

ROC  TAIWAN 

C- 

Pacific  ex-Japan 

Average 

246.3 

1.51 

-17.9 

6.0 

-20.4 

-4.7 

4.7 

una 

-7.0 

-28.5 

ROYCE  GLOBAL 

C 

Small-cap  Value 

Average 

47.4 

0.94 

1.0 

8.6 

4.3 

11.6 

9.8 

Bua 

-9.2 

-21.9 

ROYCE  MICRO-CAP 

c 

Small-cap  Value 

low 

135.5 

0.83 

-4.0 

12.5 

-9.3 

11.7 

0.8 

nna 

-4.2 

-16.0 

ROYCE  VALUE 

c 

Small-cap  Value 

low 

516.9 

0.67 

0.9 

14.1 

-1.0 

14.0 

5.5 

naa 

-3.4 

-13.6 

SALOMON  BROTHERS 

A 

large-cap  Blend 

low 

1696.2 

NA 

19.1 

24.4 

20.9 

29.2 

0.8 

nnn 

1.0 

-13.4 

SCUDDER  NEW  ASIA 

C 

Div.  Pacific 

Average 

102.8 

1.90 

3.8 

-6.0 

-3.9 

-11.3 

0.0 

□□EI 

3.0 

-26.7 

SCUDDER  NEW  EUROPE 

A 

Europe 

low 

374.0 

NA 

34.9 

29.6 

38.6 

28.3 

0.1 

nan 

-13.7 

-27.3 

SCUDDER  SPAIN  AND  PORTUGAL 

B-t- 

Europe 

Average 

22.3 

1.74 

33.6 

32.9 

38.0 

43.7 

3.8 

aao 

15.5 

-15.4 

SINGAPORE 

D 

Pacific  ex-Japan 

High 

72.6 

1.87 

8.8 

-14.8 

-6.4 

-19.9 

1.6 

□□□ 

20.5 

-16.9 

SOURCE  CAPITAL 

B 

Mid-cap  Value 

low 

363.6 

0.87 

5.4 

17.5 

5.4 

18.8 

9.4 

aDB 

14.3 

-2.3 

SOUTHEASTERN  THRIFT  &  BANK 

B+ 

Financial 

low 

100.2 

1.06 

-4.8 

24.8 

-18.0 

23.8 

1.3 

□□□ 

12.6 

-17.6 

SOUTHERN  AFRICA 

C- 

Foreign 

High 

73.3 

2.05 

-24.3 

-6.6 

-23.6 

-4.5 

4.1 

ana 

-14.5 

-28.5 

SPAIN 

A 

Europe 

low 

203.6 

1.55 

56.0 

40.4 

53.0 

44.8 

2.6 

nnn 

-10.4 

-20.5 

SWISS  HELVETIA 

C 

Europe 

Average 

469.9 

1.17 

23.0 

20.8 

24.0 

19.6 

0.4 

□□Q 

-15.6 

-25.2 

TAIWAN  EQUITY 

C- 

Pacific  ex-Japan 

High 

59.2 

NA 

-9.5 

8.6 

-14.4 

-2.9 

0.0 

OBQ 

-13.9 

-32.2 

TAIWAN 

C- 

Pacific  ex-Japan 

High 

259.6 

NA 

-14.0 

5.5 

-18.4 

-5.1 

0.0 

aa^ 

-6.3 

-29.1 

TEMPLETON  CHINA  WORLD 

D 

Pacific  ex-Japan 

High 

156.1 

NA 

-18.5 

-6.7 

-26.7 

-12.6 

3.5 

naa 

-0.0 

-29.4 

TEMPLETON  DRAGON 

C- 

Pacific  ex-Japan 

High 

528.5 

1.53 

-18.0 

-4.5 

-25.7 

-11.2 

7.7 

naa 

1.7 

-28.0 

TEMPLETON  EMERGING  MARKETS 

C 

Oiv.  Emg.  Mkts. 

Average 

159.9 

1.67 

-15.6 

2.2 

-19.2 

-3.4 

2.1 

naa 

67.5 

-12.6 

TEMPLETON  EMERGING  MARKETS  APPREC. 

C 

Int.  Hybrid 

Average 

48.4 

1.88 

-12.0 

5.6 

-24.9 

-3.4 

4.5 

QQO 

4.6 

-20.7 

TEMPLETON  RUSSIA 

F 

Europe 

Very  High 

41.4 

1.99 

-70.9 

-5.0 

-74.8 

-5.9 

0.2 

□□□ 

78.3 

-2.1 

TEMPLETON  VIETNAM  &  S.E.  ASIA 

C- 

Pacific  ex-Japan 

High 

42.5 

NA 

14.5 

-10.5 

-7.6 

-14.0 

0.0 

Baa 

1.3 

-24.4 

THAI 

F 

Pacific  ex-Japan 

Very  High 

52.5 

1.44 

11.1 

-45.3 

14.9 

-34.4 

3.2 

□□a 

155.4 

44.3 

THERMO  OPPORTUNITY 

Technology 

15.3 

NA 

-31.2 

NA 

-37.8 

NA 

0.0 

□□ 

-11.7 

-30.5 

TURKISH  INVESTMENT 

C- 

Foreign 

High 

41.2 

1.91 

-33.0 

9.2 

-39.0 

-4.4 

2.7 

□□□ 

-8.9 

-25.2 

TUXIS  CORPORATION 

B 

Oom.  Hybrid 

Very  low 

12.4 

NA 

7.3 

5.3 

19.6 

NA 

8.2 

□□B 

1.1 

-11.3 

UNITED  KINGDOM 

B* 

Europe 

Very  low 

71.4 

NA 

10.3 

15.3 

15.2 

20.3 

2.2 

OBO 

-6.2 

-17.1 

Z-SEVEN 

C 

World 

Average 

19.9 

NA 

7.4 

8.8 

-24.4 

1.1 

0.7 

BBB 

31.1 

-6.3 

ZWESG 

B 

Dom.  Hybrid 

Low 

723.5 

1.16 

5.9 

13.9 

-8.7 

9.5 

11.2 

QOB 

13.5 

-9.1 

ZWEIG  TOTAL  RETURN 

B+ 

Dom.  Hybrid 

Very  low 

757.2 

1.04 

8.0 

9.4 

4.4 

12.1 

9.5 

BBQ 

12.4 

-1.3 

NA=Not  .^/oilable. 
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Miss  Buf  f  y 

Has  a  Great  Family 
of  Products 


V,>u  kiic.x  Mis-  li.illi  1.11  <|ii.ilitv  III  .1  will.-  i-.iiiKC  .il  pi.uhii  Is  li. 
In,/,  I,  ,liiiii,-is  1,1  p.iHi  1.  Iu>,-.s  ,.i„l  III,.,,    S,,  ,iM    111,   i.i,,ii,  ^-^,l^ 


j  \4FSC0UP0> 


SAVE  25= 

On  any  large 
family  size  meal 


Frozen 
Dinners 


SAVE  55' 

On  any  2.502  size 
Pain  Reliever  Regular 
or  extra  strength 


Pain 
Reliever 


Cat  Yum 
Yums 


L-_"__l_  J  I  1 1  -L-:j 


MFS  COUPON 


SAVE  55' 


Cat  Yum  Yums 
Makeyaur^tiSmti 


They  have  the  taste  ygjir 
cat  will  love.  And  when  you 
use  our  coupon,  they'll  have 
the  savin^you  love!! 


I 


SAVE  55* 

Miss  Buf fy's 
Cat  Yum  Yums 


"unny  how  consumers  see  a  brand  better 
when  it's  the  only  one  in  your  FS. 


If  you  manage  a  brand,  do  you  want  it  to  purr 
or  have  some  bite? 

When  you  gang  together  brand  coupons  in 
an  FSI,  you  might  not  get  what  you  want.  So 
how  do  you  make  a  case  for  a  single-coupon  ad? 

Well,  simple  logic  says  that  a.  family  of  products 
coupon  ad,  by  its  nature,  tends  to  be  more  general. 
So  there's  less  focus  on  each  individual  brand. 

Research  also  shows  that  single-coupon  ads 


versus  multiple-coupon  ads  generate  47%  higher 
redemptions,  increase  trial  42%  and  generate  38% 
more  incremented  volimie  for  your  brand.  And, 
contrary  to  conventional  wisdom,  there's  no  real 
difference  in  ROI  between  single  and  multiple  ,  ; 
coupon  ads. 

We  can  tell  you  more.  Call  the  FSI 
Council:  888-FSI-0881. 

Grrr... 


FSI  Coupons.  Rediscover  what  they're  worth. 


.Tin:  G/iar/e^  f^Breioer^  //(v/y 

How  One  Georgian 
Turned  A  Flood 
Of  Knowledge 
INTO^A  MindSpring 


MiridSpring  The  key          '  -1 

to  cyberspace  and  a 

billion  dollars  fits  the  \- 

door  to  an  ap>artment  \ 
in  Atlanta.  That's 

where  Charles  Brewer             ,  1 

started  an  Internet  j, 

services  company  called  ] 
MindSpring.  In  just 

three  short  years,  Brewer  ' 

and  some  of  Georgia's  S 
brightest  minds  turned  a 

one-man  show  into  a  billion  . 

dollar  enterprise  that  serves  \ 

more  than  400,000  subscribers.  j 

That's  the  Charles  Brewer  story,  '{ 
and  he  wrote  it  in  Georgia.'. 


WHERE'S  youK  Story  GoIng 


Founder  and  CEO  MindSpring  Entei 


G  EORG I A 

Georgia  Department  of  Industry,  Trade  &  Tourism 

385  Peach.ree  Cenrer  Ave  N  E  ,  Mar,.s  Tw'o  Tower.  Su.re  UOO,  ArUnra,  GA  30303-1230  404.656-9306  www.georg>a.ors 


UTUAL  FUND  SCOREBOARD 


Closed-End  Bond  Funds 


RATING  CATEGORY 


RISK 


SIZE    FEES  PERFORMANCE 


PORTFOLIO  HISTORY  PREMIUM/DISCOUNT 


no JL 1  J 

EXPENSE 

NAV  RET  (%) 

SHARES  RET  (%) 

YIELD 

MAT 

RESULTS  VS, 

DIFFERENCE  FROM  NAV 

$MIL 

RATIO  (%)  1  YR, 

1  YR, 

3YRS 

(%) 

(YRS) 

ALL  FUNDS 

1998  HIGH  LOW 

1/29/99 

M  GOVERNMENT  INCOME 

F 

Multlsector 

Very  High 

517.2 

NA 

-9.3 

C  0 

D.o 

1  (1  1 

—  1 U.  1 

in  R 

1  U.D 

8.9 

20.5 

□□□ 

IR  n 

lo.U 

^  9 

3  7 

M  GOVERNMENT  SECURITIES 

F 

Multisector 

Very  High 

690.2 

1.08 

-8.3 

1  n  1 

—  1  U.  1 

in  1 

1  U.J 

9.5 

16.8 

ODD 

A  fl 

7  H 

-1.8 

.lANCE  WORLD  DOLLAR  GOVT.  II 

F 

Emerg.  Mkts. 

Very  High 

694.4 

1.26  - 

-27.8 

^  ft 

in  n 
— ou.u 

J.O 

13.7 

20.9 

aua 

17.8 

-6.7 

9.0 

ERICAN  SELECT 

A 

Interm.  (Gen.) 

Low 

154.5 

NA 

11.4 

10.5 

8.4 

12.5 

8.9 

5.1 

-5.2 

-10.1 

-8.8 

ERICAN  STRATEGIC  INCOME 

A 

Interm.  (Gen.) 

Low 

61.3 

NA 

9.6 

9.4 

8.5 

10.3 

8.3 

12.8 

BBD 

-6.7 

-10.9 

-8.7 

ERICAN  STRATEGIC  INCOME  II 

A 

Interm.  (Gen.) 

Very  Low 

234.6 

NA 

10.1 

fl  R 
0.0 

19  9 

8.6 

13.7 

BBD 

7  R 

—  1,0 

1 1  R 

—  1  1 .0 

-9.8 

EX  MUNICIPAL  FUND 

A 

Muni.  Ntl.  Long 

Very  Low 

208.3 

NA 

6.1 

O.J 

D.O 

1  J.J 

8.1 

21.5 

BBB 

1  fl 
1 .0 

R  1 
— D.  1 

-4  4 

ICKROCK  INCOME 

B+ 

Long  (Gen.) 

Average 

502.3 

1.02 

6.7 

Q  R 

9.D 

R  R 

D.J 

11  7 

8.1 

23.4 

BDB 

-9.8 

-16.0 

-13  7 

\CKROCK  INSURED  MUNICIPAL  2008 

C 

Muni.  Ntl.  Long 

Average 

464.5 

NA 

6.9 

7.6 

11.3 

11.9 

4.9 

10.2 

BBB 

-5.1 

-10.1 

-9.9 

iCKROCK  NORTH  AMER.  GOVT.  INCOME 

B 

International 

High 

437.5 

0.93 

7.7 

1Q.4 

4.0 

10.8 

8.3 

16.3 

BBD 

-13.3 

-20.3 

-16.9 

ICKROCK  STRATEGIC  TERM 

B+ 

Interm.  (Gen.) 

Low 

580.4 

NA 

11.3 

R  ft 
0.0 

1^  n 

IH.U 

19  ft 

1  £.0 

5.2 

12.5 

BBD 

0  1 

-0.1 

-1  Z.J 

-8.8 

kCKROCK  TARGET  TERM 

C 

Interm.  (Gen.) 

Low 

975.1 

NA 

8.4 

R  7 
0./ 

in  fl 

in  1 

5.5 

13.8 

BOD 

A  0 

7  1 

1  R 

LONIAL  MUNICIPAL  INCOME 

A 

Muni.  Ntl.  Long 

Very  Low 

208.7 

NA 

7.8 

7  1 

/.  1 

1 1  R 

1  J.O 

11  *\ 
1  J.J 

6.1 

21.3 

Boa 

9.1 

-2.2 

R  ? 

U.L 

EVFUS  CALIF.  MUNICIPAL  INCOME 

A 

Muni.  Calif.  Interm 

Very  Low 

44.0 

0.98 

4.9 

6.6 

7.0 

16.6 

5.4 

23.5 

BBB 

8.8 

0.9 

6.8 

EYFUS  STRATEGIC  MUNI.  BOND 

B+ 

Muni.  Ntl.  Interm. 

Very  Low 

453.3 

NA 

5.9 

6.1 

-2.3 

9.1 

6.3 

20.5 

BDB 

13.5 

-3.5 

-2.1 

EYFUS  STRATEGIC  MUNICIPALS 

B+ 

Muni.  Ntl.  Interm. 

Very  Low 

590.8 

NA 

b.2 

Q.J 

—Z.J 

R  "i 
O.J 

6.2 

23.3 

BOB 

Q  A 

—0./ 

—D.J 

FF  &  PHELPS  UTIL.  &  CORP.  BOND 

D 

Long  (Gen.) 

Very  High 

526.3 

0.92 

10.7 

R  (i 

O.J 

19  1 
1  £.j 

7.7 

20.8 

□oa 

7  n 

/.u 

A  0 
-4.3 

1  n 

.SWORTH  CONV.  GROWTH  &  INCOME 

A 

Convertibles 

High 

83.3 

1.20 

13.2 

1 Q  n 

Q  9 

IR  ^ 
10. J 

3.2 

5.6 

aQO 

-3.8 

-14.5 

iR  1 

—  I  J.  1 

ST  AUSTRALIA  PRIME  INCOME 

F 

International 

Very  High 

1211.3 

1.25 

-0.1 

1.8 

-12.5 

-5.8 

12.8 

6.1 

-1.8 

-27.5 

-13.0 

WPER  MUNICIPAL  INCOME 

B 

Muni.  Ntl.  Interm. 

Low 

476.3 

1.01 

5.6 

6.6 

6.5 

10.7 

6.1 

21.9 

BEIB 

20.0 

5.4 

-0.4 

WPER  STRATEGIC  MUNICIPAL  INCOME 

A 

Muni.  Ntl.  Interm. 

Very  Low 

130.5 

0.76 

4,7 

R  7 
0./ 

1  7 

7  A 

6.0 

19.1 

BBB 

a  0 

-1.8 

U.J 

NAGED  HIGH-INCOME 

C 

High  Yield 

High 

454.3 

1 .20 

U.  / 

fl  R 
0.0 

R  7 

—0./ 

Q  1 
J.  1 

10.2 

9.4 

BBQ 

0  a 

—0.3 

R  1 

—O.J 

NAGED  MUNICIPALS 

D 

Muni.  Ntl.  Long 

Average 

428.8 

1.00 

5.4 

9  9 

A  (i 
H.J 

4.9 

21.1 

□BB 

-2.0 

-12.7 

Q  fl 

—J.O 

S  CHARTER  INCOML 

C 

Multisector 

Average 

722.9 

0.86 

4.6 

7.8 

8.4 

11.9 

8.4 

11.3 

BBB 

-1.8 

-10.2 

-4.1 

i  GOVERNMENT  MARKETS  INCOME 

C- 

Multisector 

Average 

517.1 

NA 

7.7 

6.5 

5.0 

8.5 

7.1 

11.9 

BQD 

-8.8 

-13.5 

-14.0 

5  INTERMEDIATE  INCOME 

C 

Multisector 

Low 

1091.4 

n  on 

0.1 

fi  7 
0.1 

A  f\ 
H.J 

fl  ft 

0.0 

7.5 

13.0 

BQB 

A  1 

—4.1 

1  9  Q 

-Iz.S 

1 1  R 

—  1  1 .0 

S  MULTIMARKET  INCOME 

D 

Multisector 

High 

731.2 

0.77 

0.7 

R  7 

0.1 

1  1 

—  I.I 

fl  9 

9.1 

10.9 

BBD 

-D.O 

-12.2 

1 1  fl 

—  1  1 .0 

INESOTA  MUNICIPAL  TERM 

B+ 

Muni.  S.S.  Long 

Very  Low 

65.5 

NA 

5.1 

7 

J./ 

Q  R 

fl  Q 

O.g 

5.3 

13.9 

BOB 

3.5 

-6.4 

1  1 

—  1 .  t 

DW  HIGH  INCOME  ADVANTAGE  III 

F 

High  Yield 

High 

64.0 

0.98  - 

-10.2 

2.4 

-10.9 

5.6 

11.2 

5.9 

BBQ 

29.1 

4.4 

18.3 

DW  MUNICIPAL  INCOME  OPPORTUNITY 

A 

Muni.  Ntl.  Long 

Very  Low 

186.4 

1.04 

7.3 

8.2 

18.5 

12.2 

5.9 

19.0 

BBB 

11.4 

-2.7 

7.2 

DW  MUNICIPAL  INCOME  OPPORTUNITY  II 

A 

Muni.  Ntl.  Long 

Very  Low 

181.5 

NA 

6.6 

7.7 

7.0 

8.2 

6.0 

20.8 

BBB 

-0.1 

-5.9 

^.0 

DW  MUNICIPAL  INCOME  OPPORTUNITY  III 

A 

Muni.  Ntl.  Long 

Very  Low 

106.0 

NA 

6.6 

7.5 

-0.9 

10.1 

8.4 

19.2 

BBB 

6.0 

-7.1 

-6.3 

RGAN  STANLEY  HIGH-YIELD 

A 

High  Yield 

High 

152.8 

1.06 

4.0 

13.1 

11.0 

20.1 

8.8 

9.4 

□□B 

9.8 

-11.5 

12.0 

NIASSETS 

A 

Muni.  Ntl.  Long 

Very  Low 

152.6 

NA 

4.9 

77 

8.4 

12.0 

5.8 

19.3 

BBB 

0.4 

-9.2 

-1.5 

NICIPAL  HIGH-INCOME 

A 

Muni.  Ntl.  Long 

Very  Low 

197.2 

0.74 

5.0 

7.1 

4.4 

12.2 

6.3 

21.9 

BBB 

6.9 

-4.9 

-1.2 

NIVEST  C  Muni.  Ntl.  Long  Average  619.6  0.93  6.3  7.4  9.8  12.6 

NIVIELD  B  MunL  Ntl.  Long  Average  591.3  0.91  6.4  8.2  12.4  14.1 

NIYIELD  INSURED  C-  Muni.  Ntl.  Long  Average  972.2  NA  6.9  7.5  13.6  14.3 

NIYIELD  QUALITY  C  MunL  Ntl.  Long  Average  472.3  NA  6.8  7.5  11.0  13.8 

HONS  GOVERNMENT  INCOME  2003  A  Long  Govt.  Average  147.3  NA  9.2  11.9  13.5  13.1 


5.8  19.2 

5.7  21.8 

5.4  22.4 

5.7  19.5 

6.2  10.0 


BBB 
BBB 
BBB 
□BB 
BBa 


2.2 
7.7 
5.6 
1.4 
0.0 


-55.9 
-3.9 
-8.9 


-0.5 
3.6 
0.3 


-7.5  -3.0 
-10.9  -8.1 


HONS  GOVERNMENT  INCOME  2004  A  Interm.  Govt.        Average  124.8  NA  9.9  11.9  14.4  13.6 

^EN  CALIFORNIA  MUNICIPAL  VALUE  A  Muni.  Calif.  Interm.  Very  Low  260.6  0.74  7.8  7.0  11.1  5.6 

VEEN  INS.  PREMIUM  INCOME  MUNI.  2  D  Muni.  Ntl.  Long      Average  523.3  NA  7.2  7.2  11.7  11.7 

VEEN  INS.  QUALITY  MUNICIPAL  C  Muni.  Ntl.  Long       Low  595.5  NA  6.3  6.4  5.2  9.6 

VEEN  INVMT.  QUALITY  MUNICIPAL  B  Muni.  Ntl.  Interm.    Low  567.6  NA  6.1  6.6  5.9  8.8 


6.4  10.1 

5.0  21.2 
5.3  17.8 
5.7  23.3 

6.1  20.3 


BBB  -0.1 

BQD  5.4 

□BB  -12 

BOB  3.4 

□BB  3.8 


-12.0  -6.6 

-6.2  -7.4 

-8.0  -4.9 

-3.4  -2.9 

-3.5  -1.6 


VEEN  MUNICIPAL  ADVANTAGE 

B 

Muni.  Ntl.  Interm. 

Low 

673.5 

NA 

6.0 

6.5 

9.3 

7.9 

6.1 

20.7 

BOB 

4.4 

-0.8 

0.9 

VEEN  MUNICIPAL  INCOME 

A 

Muni.  Ntl.  Interm. 

Very  Low 

95.8 

0.83 

6.0 

6.5 

8.7 

7.8 

5.7 

21.2 

BQB 

6.2 

-1.8 

0.2 

VEEN  MUNICIPAL  MARKET  OPPORT. 

B+ 

Muni.  Ntl.  Interm. 

Very  Low 

717.7 

NA 

6.1 

6.5 

8.1 

8.2 

6.1 

20.8 

BDB 

5.0 

-1.7 

1.4 

VEEN  MUNICIPAL  VALUE 

B+ 

Muni.  Ntl.  Long 

Very  Low 

1999.5 

0.68 

6.6 

6.9 

8.6 

7.0 

5.3 

20.8 

BBB 

-2.0 

-8.0 

-4.7 

VEEN  PERFORMANCE  PLUS  MUNICIPAL 

B+ 

Muni.  Ntl.  Interm. 

Low 

918.1 

0.77 

6.4 

6.7 

4.3 

5.9 

6.2 

21.7 

BOB 

3.8 

-4.7 

-4.8 

VEEN  PREMIUM  INCOME  MUNICIPAL 

B 

Muni.  Ntl.  Long 

Low 

998.8 

NA 

7.2 

7.3 

9.2 

8.4 

5.8 

22.4 

BBB 

-1.0 

-6.8 

-2.6 

VEEN  QUALITY  INCOME  MUNICIPAL 

8+ 

Muni.  Ntl.  Interm. 

Very  Low 

848.7 

0.78 

5.8 

6.7 

9.1 

11.5 

6.0 

21.3 

BBB 

9.3 

1.4 

3.9 

VEEN  SELECT  QUALITY  MUNICIPAL 

B+ 

Muni.  Ntl.  Interm. 

Low 

527.8 

NA 

6.1 

6.8 

6.2 

10.4 

5.9 

21.3 

BBB 

6.3 

0.1 

0.8 

GRIM  PRIME  RATE  TRUST 

B+ 

Ultrashort 

Very  Low 

1751.3 

1.39 

7.7 

7.7 

-2.5 

9.2 

8.8 

5.6 

BOD 

12.2 

-1.2 

3.2 

EFERRED  INCOME 

A 

Long  (Gen.) 

Low 

159.6 

1.34 

6.2 

11.6 

7.4 

16.5 

6.9 

32.4 

BDB 

-0.1 

-7.8 

-5.6 

EFERRED  INCOME  MANAGEMENT 

A 

Long  (Gen.) 

Low 

149.5 

1.60 

6.4 

12.6 

-7.3 

12.4 

7.3 

32.8 

□DB 

-0.5 

-17.8 

-21.3 

EFERRED  INCOME  OPPORTUNITY 

A 

Long  (Gen.) 

Low 

148.8 

NA 

6.9 

12.5 

8.5 

17.8 

7.3 

NA 

BDB 

-1.3 

-9.5 

-6.8 

TNAM  DIVIDEND  INCOME 

A 

Long  (Gen.) 

Low 

65.7 

1.46 

5.8 

9.9 

11.0 

12.5 

6.3 

NA 

BBB 

-4.9 

-12.2 

-8.3 

TNAM  HIGH  YIELD  MUNICIPAL 

A 

Muni.  Ntl.  Long 

Very  Low 

202.9 

1.12 

5.2 

6.5 

9.6 

12.1 

6.1 

22.1 

B^B 

26.0 

11.9 

17.0 

p4AM  MANAGED  MUNICIPAL  INCOME 

C 

Muni.  Ntl.  Long 

Low 

453.6 

1.18 

4.3 

5.4 

5.8 

10.1 

6.5 

20.1 

□DB 

23.1 

4.4 

9.7 

TNAM  MASTER  INCOME 

D 

Multisector 

High 

439.5 

0.93 

-0.9 

5.9 

-1.6 

9.2 

9.4 

11.5 

BDD 

0.9 

-9.9 

-2.2 

TNAM  MASTER  INTERM.  INCOME 

C- 

Multisector 

Average 

797.5 

1.01 

1.7 

6.3 

5.2 

11.4 

8.7 

7.8 

BDB 

0.8 

-10.4 

0.3 

TNAM  PREMIER  INCOME 

D 

Multisector 

High 

1113.7 

0.82 

-0.5 

6.1 

5.3 

11.9 

9.0 

13.1 

BDD 

5.0 

-9.4 

3.5 

TNAM  TAX-FREE  HEALTH  CARE 

A 

Muni.  Ntl.  Long 

Very  Low 

206.0 

0.89 

5.3 

7.7 

11.9 

14.3 

5.8 

19.8 

BBB 

6.5 

^.4 

-3.6 

RATEGIC  GLOBAL  INCOME 

A 

international 

Average 

265.4 

1.20 

9.2 

10.5 

6.2 

11.8 

9.2 

13.6 

ODD 

-9.7 

-20.1 

-13.0 

W/DW  TERM  TRUST  2000 

B 

Short  (Gen.) 

High 

455.3 

NA 

9.3 

9.5 

9.0 

13.8 

5.9 

15.0 

BBD 

-3.8 

-7.4 

-3.8 

MPLETON  EMG.  MKTS.  INCOME 

F 

Emerg.  Mkts. 

Very  High 

529.1 

1.19 

-8.8 

8.4 

-14.0 

4.8 

13.1 

10.8 

DBD 

-0.7 

-12.9 

-14.8 

MPLETON  GLOBAL  INCOME 

C- 

International 

Average 

942.8 

0.75 

6.4 

7.2 

2.4 

8.6 

8.5 

6.3 

BDB 

-7.4 

-14.8 

-12.9 

N  KAMPEN  MUNICIPAL 

B 

Muni.  Ntl.  Long 

Low 

610.0 

1.61 

7.0 

7.9 

13.7 

14.1 

5.5 

21.2 

BBB 

1.0 

-7.8 

-4.3 

N  KAMPEN  INVESTMENT  GRADE  MUNIS. 

C 

Muni.  Ntl.  Long 

Average 

472.3 

NA 

6.3 

7.8 

13.1 

10.6 

5.7 

20.6 

BBB 

-0.2 

-9.8 

-7.1 

=Not  avdilablt 
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It's  as  if  the  term  "the  great 
outdoors"  was  invented  for  West  Virginia.  The 
majestic  mountain  scenery  has  been  known  to 
inspire  a  passion  for  nature  in  even  the  most 
jaded  urbanite.  The  countryside  can  take  your 
breath  away,  so  the  next  time  you're  driving 


^„,o*a  Motor  Manu^ac,,,,.^ 


^^^<  Virginia,  US^ 

through  this  natural  wonder,  do  what  the  locals 
often  do.  Stop  the  car  and  see  what  the  moun- 
tain air  will  inspire  in  you. 

Of  course,  if  you  happen  to 
be  driving  a  Toyota  through  the  Mountain  State 
in  the  near  future,  you  may  have  the  advantage 
of  some  local  passion  right  there  with  you. 

That's  because  West  Virginians 
are  now  producing  Toyota  engines  at  a  brand- 
new  manufacturing  plant  in  Putnam  County. 
By  the  time  it's  fully  operational,  this  $900  mil- 
lion plant  will  have  the  capacity  to  build  500,000 
engines  and  360,000  transmissions  per  year, 
using  many  U.S.  parts. 

Local  people  manufacture 
Toyota  vehicles  and  components  in  25  coun- 
tries around  the  world.  It  helps  the  products  we 
sell  answer  the  special  needs  and  standards  of 
all  our  drivers,  wherever  they  may  be. 

Here  in  America,  our  sec- 
ond-largest manufacturing  base,  Toyota  has 
invested  nearly  $8  billion  in  manufacturing, 
research  and  design. 

Local  investment.  It's  the 
engine  for  growth  in  West  Virginia  -  and  in 
communities  around  the  world. 

TOYOTA  People  Drive  Us 


The  Corporation 


INVESTIGATIONS 


The  SEC's  case  against  Livent 
execs  points  up  a  dangerous 
career  path:  From  outside 
auditor  to  inside  player 

Each  time  Maria  Messina  walked 
down  the  hall  of  the  executive  suite 
at  Livent  Inc.  in  late  1997,  she 
looked  a  little  more  strained,  re- 
calls Maily  Bell,  Livent's  fomier  senior 
vice-president  for  creative  affau's.  As  a 
vice-pi'esident  and  cliief  financial  officer  at 
the  financially  strapped  Broadway  pro- 
ducei;  Messina  would  natm'ally  be  under 
some  pressiu'e.  But  to  Bell,  it  seemed 
as  if  all  the  weight  of  the  Toronto-based 
company's  problems  fell  on  her  shoul- 
ders. "I  could  tell  something  was  get- 
ting to  her,"  Bell  recalls,  noting  that 
Messina  at  other  times  had  discussed  the 
stresses  of  her  work.  "She  was  canying 
around  something  she  wouldn't  talk 
about." 

Now,  Bell  and  other  former  Livent 
colleagues  know  just  how  much  of  a  bm- 
den  Messina  was  canying.  Messina,  who 
joined  Livent  in  1996  after  sei-ving  as 
its  outside  auditor  at  Deloitte  &  Touche 
since  199-3,  had  been  immersed  in  what 


the  Secmities  &  Exchange  Commission 
charges  was  "a  multifaceted  and  perva- 
sive accoimting  fi'aud."  For  her  role  in 
helping  carry  out  the  alleged  scheme, 
Messina  pleaded  guilty  on  Jan.  7  to  a 
federal  felony  charge.  The  36-year-old 
single  mother  of  a  10-year-old  gii-1  now 
faces  up  to  five  years  in  jail  and  fines 
as  high  as  $250,000.  She  dechned  to  dis- 
cuss the  case. 

"EGREGIOUS."  As  described  in  comt  pa- 
pere  filed  in  the  LI.  S.  and  Canada,  the  al- 
legations siuTounding  Livent  provide  a 
distm'bing  look  at  how  outside  auditors 
can  be  hoodwinked  by  managers  deter- 
mined to  cook  the  books.  The  case  also 
offers  an  unsettling  example  of  an  inde- 
pendent auditor  who  was  lured  to  a 
client — an  all-too-common  move  that  wor- 
ries regulators  because  they  believe  the 
opportunity  might  tempt  an  auditor  to 
tread  lightly.  In  Livent's  case,  Messina 
even  joined  the  scheme  later.  Says  SEC 
enforcement  dii'ector  Richai-d  H.  Walker: 
"This  is  one  of  the  most  extreme  and 
egi'egious  types  of  cases." 

Messina  and  five  othei'  former  Livent 
insiders  who  have  tiuned  state's  evidence 
in  the  case  wei-e  just  supporting  actors, 
according  to  the  U.  S.  Attomey's  Ofiice  in 
New  York  and  sepai-ate  lawsuits  filed  by 
the  SEC  and  new  management  at  Livent. 


The  alleged  fraud,  the  authoiitie 
was  directed  by  Livent  founder  a: 
Cliief  Executive  Officer  Gaith  H.B 
binsky  and  his  longtime  partner,  f* 
Livent  President  Myi'on  I.  GottliebD 
binsky  and  Gottheb  built  a  $200  rk 
company,  with  the  concept  of  bri 
corporate  management  to  Broa^ 
along  with  such  awai'd-winning  sho 
Ragtime.  Now,  both  ai"e  tai'gets  of 
eral  indictment. 

Drabinsky  and  Gottlieb  den: 
chai'ges,  claiming  they  spring  from 
spiracy  to  drive  them  out  of  Live 
chesti-ated  by  Roy  Fminan,  the  c 
ny's  current  chairman  and  CEO 
Hollywood  investor  and  former 
Pi'esident  Michael  S.  Ovitz.  In  Nov( 
they  filed  a  coimtereuit  in  Toronto  a 
Livent's  current  management.  "We 
of  no  alleged  illegal  accounting  pi-ac 
Drabinsky  said  at  a  press  conferer 
ter  the  indictment  was  announc 
Jan.  13.  Neither  would  comment  o 
cific  allegations.  A  Livent  spokesma 
present  management  believes  the  m 
indictment  of  the  pan-  "makes  verj 
what  happened." 

By  using  specially  tailored  sof 
to  cany  out  exhaustive  manipuh 
the  SEC  alleges,  the  top  Livent 
fives  masked  losses  and  shifted 


r 
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dressing  up  results 
well  enough  to  en- 
able them  to  raise 
more  than  SI  79  mil- 
lion in  public  equity 
and  debt  markets. 
At  first,  a  chief  goal 
of  Livent's  accoun- 
tants appears  to 
have  been  to  fool 
outside  auditoi"s.  as 
described  by  the 
SEC.  Had  Livent  ex- 
ecs been  recording 
changes  in  indixidual 
journal  entries,  for 
instance,  that  would 
have  raised  a  red 
flag.  So,  regulators 
allege,  Livent's  se- 
nior vice-president 
for  finance,  Gordon 
C.  Eckstein,  in  1994 
had  infoiination- 
management  staffei"s 
WTite  a  computer 
progi*am  that  would 
let  accountants  make 
wholesale  adjust- 
ments on  millions  of 
dollars  of  invoices. 

Eckstein  and  his 
colleagues  also 
sought  to  hide  the- 
atrical disappointments,  the  sec  chai-ges. 
From  1994  on.  they  allegedly  shifted 
costs  fi-om  the  failed  Sunset  Boulevard  to 
shows  in  development,  such  as  Show 
Boat.  Eckstein,  who  refused  comment, 
pleaded  guilty  on  Dec.  30  to  a  fedei-al 
chai-ge  of  conspiiing  with  Drabinskj-  and 
Gottheb  to  manipulate  Livent's  results. 
More  i"ecently.  he  consented  to  an  sec  in- 
junction against  breaking  secuinties  laws, 
and  he  is  now  cooperating  with  the 
government. 

GARBAGE  IN.  As  described  by  the  U.  S. 
attoiTiey,  Messina  and  her  colleagues  at 
Deloitte  combed  the  company's  reports 
routinely  before  signing  off  on  them  each 
year.  As  auditors  tj^Dically  do,  they 
scanned  accounts  payable,  reviewed 
schedules  of  preproduction  costs,  exam- 
ined fixed-asset  accounts,  and  sought 
wiitten  assm-ances  fi'om  Livent  managei-s 
about  the  accui^acy  of  the  figures.  Theii' 
goal:  to  make  sui-e  the  figures  met  ac- 
counting standaixls.  But  they  didn't  know, 
authorities  say,  that  the  i-ecoitls  had  been 
doctored. 

The  manipulations  were  so  exhaustive, 
the  government  chai-ges,  that  Eckstein  in- 
sisted that  Livent  keep  t^vo  sets  of  books. 
From  1995  to  1998.  Senior  ControUer  D. 
Gnmc  Malcolm  allege<lly  maintained  com- 
puter files  of  tlie  changes  to  keep  Q-ack  of 


WHAT  THE  SEC  SEES 

Federal  prosecutors  and  the 
Securities  &  Exchange  Commission 
allege  that  Livent  pumped  up  its 
results  using  these  techniques.  The 
company's  past  management  says 
the  allegations  are  "baseless"  and 
reflect  a  conspiracy  by  present 
management  to  gain  control. 

THE  "EXPENSE  ROLL"  Livent  s 
accounting  staff  pushed  expenses 
from  one  quarter  into  the  next, 
often  erasing  entries  in  the  general 
ledger  and  then  reentering  them. 

THE  "AMORTIZATION  ROLL"  After 
spreading  current  production  costs 
over  several  years,  staffers  reversed 
large  shares  of  the  costs  periodical- 
ly and  didn't  log  them  as  expenses. 
This  reduced  amortized  expenses 
and  inflated  net  income. 

SHIFTING  COSTS  Staff  erased 
operating  expenses  from  ongoing 
productions  and  reentered  them  as 
preproduction  costs  for  other 
shows.  Because  preproduction  costs 
are  treated  as  assets,  Livent's  net 
income  and  assets  seemed  higher. 


Livent's  true  fi- 
nances. The  SEC 
chai-ges  that  he  had 
to  "distinguish  be- 
tween the  real  and 
phony  numbers." 
Malcolm  has  con- 
sented to  an  SEC  in- 
junction against  se- 
curities violations 
without  admitting  or 
den\ing  the  allega- 
tions. He  is  cooper- 
ating with  the  SEC's 
ongoing  investiga- 
tion. Eckstein,  al- 
leges the  SEC,  fuUy 
briefed  Di-abinsk>-  on 
the  manipulations. 

Shouldn't  Deloitte 
have  caught  such 
massive  fi'aud? 
That's  the  common 
perception.  says 
Ramy  EUtzur,  an  ac- 
coimtant  and  foiTner 
auditor  who  teaches 
at  the  Univei-sity  of 
Toronto's  Rotman 
School  of  Manage- 
ment. But  under 
current  U.  S.  and 
Canadian  accounting 


practices,  auditors 
ai-e  obligated  only  to  ensiu-e  that  financial 
statements  ai-e  prepai-eti  in  line  with  gen- 
ei-ally  accepted  accounting  piinciples  and 
report  fi'aud  if,  while  following  those 
standai'ds,  they  find  it.  ""WTien  manage- 
ment conspii'es,  it's  veiy,  veiy  difficult 
for  auditoi-s  to  detect  fi-aud,"  Elitziu-  says. 
Deloitte  says  it  followed  standard  ac- 
counting piinciples.  And  it  continues  to 
audit  Livent's  books. 

Messina  seems  to  have 
been  kept  in  the  dark 
while  at  Deloitte.  But  she 
admitted  in  her  plea  that 
she  eventually  joined  in  the 
scheme  after  aniving  at 
Livent.  The  sec  alleges 
that  in  1996,  the  yeai-  she 
was  hired,  she  helped  keep 
her  former  Deloitte  col- 
leagues fi'om  learning  of 
certain  fees  Livent  had  to 
pay  for  the  rights  to  per- 
foi-m  Show  Boat.  Those 
fees  would  have  hiked  re- 
ported liabilities,  the  sec  ,  •  p, 

says.  Messina  disputes  that  The  new  chief  brought 

she  knew  w  hat  was  going  in  CKitZ.  0\itZ  brought 
on  in  1996,  and  she  has  not 
i^ettled  the  sec  charges. 
But  she  doesn't  disagi'ee 

that  bv  October,  1997,  she  reluctant  to  talk  to  him 


CEO  FURMAN 


in  a  new  accountant, 
who  found  staffers 


had  learned  about  such  manipulati . 
the  "expense  roD,"  where  Livent  a  ; 
tants  ei"ased  ex'penses  in  one  quait' 
entered  them  in  the  next  one.  Ii 
than  protest,  Messina  signed  the; 
fled  statements  cnacial  to  Livent's; 
million  debt  offeiing  in  1997,  she  ^ 
ted  in  her  federal  guilty  plea. 

WTiile  Messina  declined  commei 
fiiend  Bell  believes  she  felt  trappt 
intimidated.  "She  was  probably  1 
into  it,"  says  Bell,  who  w'as  let  g 
cost-related  downsizing  last  fall.  B 
SEC  takes  a  tougher  \iew,  sajing  M 
should  have  quit  or  blown  the  v 
to  the  Livent  board  or  to  outsii 
thorities.  Ai-gues  Walker:  "Ther 
ways,  always  people  to  complain  t 
NEW  GUY.  The  SEC  says  the  scheij 
gan  unraveling  for  financially  st: 
Livent  in  mid-1998,  when  Dral 
agi'eed  to  biing  in  longtime  frien 
now  critic — FuiToan,  a  founding 
of  brokerage  Fm-man  Selz  Inc., 
Fui-man  pei-suaded  0\itz  to  invej 
million.  Ovitz,  in  turn,  brought 
counting  heavj^weight  Robert  B 
ster  from  KPMG  Peat  Mai-wick. 
saibed  in  com!  papei-s  filed  in  Can 
Livent,  Webster  was  troubled  lai  ".'^ 
by  staffei*s'  reluctance  to  deal  wit  ?'" 
Drabinsky,  he  heai'd,  was  telling 
to  hold  back  infoiTnation.  Late  on 
Messina  and  foui*  othere — not  ini 
Eckstein — came  forward.  Webstei 
tioned  them  for  two  days  anc  " 
briefed  the  boaitl.  Di-abinskj'  and  C 
were  promptly  suspended.  By 
ber,  they  had  been  fu-ed,  and 
plunged  into  banki-uptcy  reorgani 
For  Messina  and  her  colle. 
Broadw-ay  glitz  has  turned  tawdi 
spite  theii"  cooperation  and  over 
jections  of  cm-rent 
agement,   all  five 
went  to  Webster  w 
go  at  the  demand 
SEC.  "A  whistle-blo 
a  good  soldier  to  oi 
son  and  a  person 
created  a  fi-aud  to 
er,"  says  the  SEC's  ^ 
"We  charged  then 
fi-aud." 

Livent's  legal 
could  play  far  longe 
some  of  its  Broadw: 
ductions.  And  wh( 
curtain  finally  drops, 
wiU  leave  behind  a 
ing  script  on  the  fei 
accounting  safeguar 
ethics. 

By  Joseph  Wei 
Toronto,  with  iS 
Byrnes  in  Washingi 
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EPiNG  ON 
RIGHT  SIDE 
HE  BRAIN 


DV  PUBLISHED  IN  THIS 

(  :  issue  of  Nature  gives 
•  aning  to  the  phrase 
J  on  the  job."  Sleep 
:'crs  at  Indiana  State 
■~ity  say  most  birds 
ivolved  the  ability  to 
ivith  one  eye  open  and 
lalf  of  their  brains 
,  a  phenomenon  called 
nispheric  sleep.  Ac- 
g  to  Niels  C.  Ratten- 
the  study's  lead  re- 
?r,  this  means  the  birds 
it  much  needed  rest 
simultaneously  watch- 
:  foi'  lurking  dangers, 
inderstand  when,  and 
)irds  sleep  this  way, 
borg's  team  videotaped 
;  mallard  ducks.  They 
that  when  the  ducks 
.n-anged  in  a  row,  the 
cks  spent  tlrree  times 
in  unihemispheric  sleep 
leir  center  neighbors, 
le  end  ducks  controlled 
side  of  the  brain  slept 
ich  side  stayed  awake, 
ig  their  open,  wakeful 
toward  perceived 
1  and  away  from  the 
lucks.  Measurements 
n-wave  activity  con- 
the  behavioral  studies, 
^  a  one-to-one  corre- 
ice  between  open  eyes 
keful  brains.  Can  hu- 
leep  like  this?  Unfor- 
y  not,  although  Rat- 
;  says  that  some  sleep 
rs,  like  sleepwalking, 
ve  their  roots  in  uni- 
leric  sleep.  □ 


FLUORESCENT 
LIGHTS  GET 
A  GREEN  GLOW 

FLUORESCENT  LIGHTS  ARE 
cheap,  efficient,  and  bright. 
But  because  they  contain 
mercury,  a  highly  toxic  gas 
that  damages  the  environ- 
ment, they  are  far  ft'om  per- 
fect. Now,  in  this  week's  Sci- 
ence, researchers  ft'om 
Utrecht  University 
in  the  Nether- 
lands report  an 
important  ad- 
vance in  the 
quest  for  a 
"gi'eener"  fluo- 
rescent light. 

Turning  on  a 
fluorescent  lamp 
involves  more  than 
flipping  a  switch, 
requires  both  particle 
physics  and  chemistiy  to  do 
the  job.  When  electricity 
passes  through  the  mercury- 
filled  tube,  the  liquid  vapor- 
izes and  emits  ultraviolet  (uv) 
hght  particles  called  photons. 
Next,  phosphors,  crystals  on 
the  inner  walls  of  the  tube, 
absorb  the  uv  light  and  re- 


emit  the  energy  to  make 
white  light. 

Replacing  the  mercury  in- 
side the  tube  with  an  inert 
gas  like  xenon  would  bypass 
the  current  environmental 
hazards,  but  the  stumbling 
block  has  been  the  phosphors. 
The  cuiTent  crystals  can't  ef- 
ficiently transfer  the  energy 
from  the  xenon-produced  pho- 
tons to  make  visible  hght.  So 
the  Dutch  researchers, 
led  by  Andries  Mei- 
jerink,  searched 
for  new  phos- 
phors and  dis- 
covered two 
that  work  to- 
gether to  emit 
red  light. 
Because  plain 
red  light  isn't  use- 
ful in  most  commer- 
settings,  Meijerink 
is  currently  hunting  for 
phosphors  that  emit  green 
and  blue  photons,  which  can 
be  used  in  combination  with 
the  red  photons  to  create 
white  light.  Meantime,  Royal 
Philips  is  helping  the  Dutch 
gi-oup  optimize  the  new  phos- 
phors for  futm-e  commercial 
applications.  □ 


A  STARVATION  DIET  FOR  TUMORS 

A  NEW  ("LASS  OF  TUMOR-FIGHTING  DRUGS  CALLED  VASCULAR 

targeting  agents  (vtas)  are  able  to  home  in  on  and  de- 
stroy large  solid  tumors  that  can't  be  treated  by  more 
conventional  kinds  of  therapy,  researchers  report  in  a 
recent  issue  of  Cancer  Research.  The  drugs,  the  brain- 
child of  Dr.  Phihp  Thorpe  of  the  Maine  Medical  Re- 
search Institute,  are  being  patented  and  developed  by 
biotechnology  company  Techniclone  Corp.,  based  in 
Tustin,  Calif. 

The  VTAS  work  by  insidious  means,  shutting  off  the 
supply  of  oxygen  and  nutrients  to  the  tumor  cells  by  in- 
ducing clots  in  the  blood  vessels  that  smround  them. 
Without  an  oxygen  source,  the  tumor  cells  die  off  Ln  a 
matter  of  days  or  weeks.  Because  the  vtas  target  the 
suiTounding  blood  vessels,  not  the  tumor  cells  them- 
selves, they  don't  have  to  penetrate  the  inneiTnost  lay- 
ers of  the  tumor  to  have  an  effect. 

This  means  much  less  drug  is  needed,  minimizing  po- 
tential harmful  side-effects.  And  drag  resistance  is  not 
likely  to  be  a  problem  either,  because  mutations  in  tu- 
mor cells  will  not  affect  the  drag's  effectiveness.  The 
company  is  planning  to  begin  clinical  trials  with  vtas  in 
the  next  12  to  18  months.  □ 


AIDS  DRUGS  MAY 

REHABILITATE 

THE  IMMUNE  SYSTEM 

SOME  POWERFUL  DRUGS  ARE 

keeping  the  aids  virus  un- 
der control  in  thousands  of 
patients.  And  the  fact  that 
certain  immune  cells,  called 
CD4  cells,  increase  in  number 
after  drug  treatment  sug- 
gests that  patients'  immune 
systems  have  at  least  partly 
recovered.  But  doctors  wor- 
ry that  recovering  immune 
systems  might  still  be  vul- 
nerable to  diseases  like 
Pneumocystis  carinii  pneu- 
monia (PCP),  one  of  the 
many  so-called  opportunistic 
infections  that  strike  aids 
victims.  That's  why  physi- 
cians continue  to  recommend 
taking  medicine  to  prevent 
these  infections. 

Researchers  in  Machid  and 
Barcelona  decided  to  find  out 
what  happens  when  patients 
call  a  halt  to  preventive 
treatment.  The  researchers 
recruited  332  people  infected 
by  the  hiv  viras  whose  CD4 
cell  counts  had  gone  up  after 
taking  anti-AiDS  drugs. 
Roughly  half  of  them  contin- 
ued to  take  drags  to  prevent 
PCP.  The  other  half  went 
without. 

The  results,  reported  on 
Feb.  4  at  the  6th  Conference 
on  Retroviruses  &  Oppor- 
tunistic Infections  in  Chicago, 
were  dramatic.  Although 
AIDS  patients  are  extremely 
susceptible  to  PCP  infections, 
none  of  the  study  partici- 
pants came  down  with  the 
disease  during  the  six-month 
investigation. 

Experts  were  encouraged 
by  the  findings.  Dr  Constance 
A.  Benson,  the  vice-chairman 
of  the  retroviral  meeting's  sci- 
entific program  committee, 
says  that  there  is  now  a 
growing  body  of  evidence 
suggesting  "that  with  potent 
anti-retroviral  therapy,  peo- 
ple can  recover  some  immune 
function,  which  can  protect 
them  against  opportunistic 
disease."  John  Carey 
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EUROPE  S  LEADING  BANKING  GROUP  IN  Tl 
FINANCING  OF  PUBLIC  SERVICE  FACILITI 


A 


.  fter  years  of  planning,  the  roll- 
out of  the  Euro,  the  single  European 
currency.  Is  underway  But  will  busi- 
nesses and  government  agencies  that 
have  been  operating  locally  have  what 
It  takes  to  expand  now  that  economic 
borders  have  been  remo\ed'' 

They  will  If  they  choose  banking 
partners  that  understand  the  new  rules.  One  such  establishment  is  the 
European  group  Dexia.  formed  in  1996  from  the  merger  of  the  Credit 
local  de  France  and  the  Credit  Commu- 
nal de  Belgique.  With  total  assets 
of  €  187  billion  (S161  2  billion)  as  of  June 
1998,  It  IS  a  banking  group  that  was 
designed  expressly  to  serve  the  needs  of 
the  European  Community  as  it  evolves 
under  the  new  currency. 

"The  Euro  will  allow  the  group  to 
fully  play  a  role  as  a  European  banking 
group  in  a  market  of  300  million 

inhabitants, "  explains  Pierre  Richard,  co-chairman.  "Indeed,  the  cre- 
ation of  the  group  was  inspired  by  the  Euro  and  it  is  the  specialized 
nature  of  the  group  that  gives  it  its  strength." 
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■JANCED  BY  DEXIA:  VASCO  D 
GAMA  BRIDGE,  PORTUGAL 


'The  £uro  will  allow  the  group  to 
^ully  play  a  role  ad  a  European 
bankins  group  in  a  market  o^ 
300  miUion  inhabitantd." 
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DEXIA:  ONE  OF  THE  TOP  25f 
LARGEST  EUROPEAN  BANKi  ; 

Its  main  core  business  being  thi  mj,^; 
ing  of  public  service  faciiitie  ^.j^j^ 
struaure  projects  and  financial 
to  local  governments.  Dexia  w 
ed  through  the  alliance  of  thinii|,(j^ 
local  de  France,  the  chief  finani  up^^j 
ner  of  French  local  governments  and  the  Credit  Communal  de  1  .(rg^^ 
which  IS  the  leader  in  local  government  financing  in  Belgium  rjji^j^ 
of  the  country's  largest  deposi  u  .j 

Those  two  operating  compan 
under  the  aegis  of  two  hoidim  5t.j,,j|^^ 
nies.  They  are  Dexia  France, 
quoted  on  the  CAC  40,  and  D 
gium,  listed  on  the  Brussels  < 
(BEL20).  Together,  they  boast  a  i 
italization  of  €9  ;  billion  ($8. if 
as  of  September.  1998. 

Dexia  is  managed  by  a  co 
comminee.  made  up  of  the  two  co-chairmen,  Pierre  Richard,  w 
chairman  of  Credit  local  de  France,  Francois  Narmon,  who  is  a 
man  of  Credit  Communal  de  Belgique,  Rembert  von  Lowis, 
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Vanzeveren.  The  consortium 
lommittee  determines  the  group's 
main  objectives  in  terms  of  prof 
itabihty  and  development,  financial 
communications,  and  audit.  Cur- 
rently, Dexia  is  one  of  the  top  25 
banks  of  its  kind  in  Europe,  with 
some  12,000  employees. 

THE  FINANCING  OF  PUBLIC 
SERVICE  FACILITIES 

As  early  as  a  year  after  its  creation, 
Dexia  expanded  out  of  its  original 


and  began  offering  similar  financial  services  throughout 
i  rhrough  Dexia  Public  6  Project  Finance  International  Bank,  it  now 

iiches  in  most  European  countries,  including  Germany,  the  Unit- 
lom,  Italy,  Spain,  Sweden,  and  Portugal.  It  also  has  operations  in 
I  hrough  equity  interests  in  a  local  bank.  There  are  branches  of 
•cal  de  France  and  Credit  Communal  de  Belgique  in  New  York. 
;ach  is  worldwide,  but  for  the  moment,  the  focus  is  Europe  where 
i  p  claims  a  i;%  share  of  the  region's  highly-specialized  public 
I  lector.  This  puts  it  in  a  unique  position  to  help  clients  chart  a 
j  curse  around  the  new  currency,  and  ensure  its  own  growth 
'.  lairmen  Pierre  Richard  and  Francois  Narmon  predict  that 
i  I  have  at  least  a  10%  market  share  in  public  sector  financing  in 
)pean  market  where  it  is  present.  In  its  home  markets,  France 
i  urn,  it  dominates  the  sector  with  a  42%  and  93%  market  share, 
!l  ?ly.  In  Spain  it  has  a  40%  market  share,  the  result  of  the  recent 
^   of  40%  of  the  Banco  de  Credito  Local,  with  which  the  local 
i  ik  will  be  merged. 

e  ANKING 

Miunal  de  Belgique  and  Banque  Internationale  a  Luxembourg 
ond  core  business  of  the  Group.  They  offer  a  wide  range  of 
11  banking  products  and  services  through  more  than  1,000 
*    around  Belgium  and  Luxembourg.  They  both  serve  more 
million  customers.  Bank  insurance  is  another  area  that 
.irgeted  for  growth.  Therefore,  the  group  will  soon  acquire 
I  ommune  de  Pensions  de  la  SMAP  in  Belgium,  "making  it 
n  group  insurance  in  Belgium, "  explains  Francois  Narmon.  "This 
will  also  enable  the  Dexia  Group  to  broaden  the 
he  financial  services  it  offers  local  government  clients  to 
cirance  products." 


PRIVATE  BANKING  AND  ASSET  MANAGEMENT 

Among  the  other  services  it  has  targeted  for  expansion  are  private 
banking  and  asset  management  which  are  the  third  core  business 
activities  offered  by  Banque  Internationale  a  Luxembourg  and  Credit 
Communal  de  Belgique.  Dexia  has  also  recently  created  a  subsidiary, 
Dexia  Asset  Management,  called  Dexiam,  which  specializes  in 
institutional  investing,  notably  pension  funds. 

"Here,  we  have  set  the  ambitious  goal  of  tripling  what  we  are 
currently  managing,  bringing  it  to  a  total  of  $50  billion  ('^58  billion) 
by  the  year  2001,  "  explains  Francois  Narmon  "This  will  be  through 
acquisitions,  like  the  recent  takeover  of  BIMP  (Banque  Industrielle  et 
Mobiliere  Privee)  and  UBS  Asset  Management  in  France,  or  the  creation 
of  off-shore  funds." 

"Asset  management,  particularly  for  the  private  clientele,  is  a  highly 
profitable,  low-risk  activity,"  Francois  Narmon  adds.  "It  is  a  strong  growth 
area  in  which  we  intend  to  play  a  significant  role." 


A  GROVVTH  STRATEGY 

Numerous  acquisitions  over  the  past  two  years  are  testimony  to 
Dexia  s  successful  strategy  for  growth.  As  of  June,  1998,  net  profits 
were  €350.8  million  (5302.4  million),  up  10.5%  over  the  previous  year. 
Compared  to  June,  1997,  profits  are  up  by  30%.  As  of  June,  1998,  share- 
holder equity  stood  at  €6.14  billion  ($5.29  billion),  total  assets  were 
€  187  billion  (Sr6i.2  billion),  outstanding  loans  totaled  €99.7  billion  (S86 
billion):  and  total  customer  deposits  were  €70.9  billion  (S61  1  billion). 
Return  on  equity  stood  at  14.2%.  up  from  11.9%  as  of  December,  1997. 

Such  successes  have  been  based  on  specialization,  but  Dexia's  plan 
for  the  future  is  to  become  more  of  a  general  banking  group,  offering 
a  wide  range  of  services  to  its  customers. 

■'We  may  be  specialized  in  the  public-seaor  financing  but  clients  today 
are  very  demanding  and  banks  must  be  able  to  offer  a  wide  variety  of 
financial  services,"  Pierre  Richard  notes. 

Some  85%  of  Dexia's  activities  are  centered  in  Europe,  with  Europe 
and  the  United  States  accounting  for  95%  of  all  activities.  It  has  a  low 
profile  in  emerging  markets,  preferring  instead  to  concentrate  on 
regions  with  more  certain  growth  potential.  Such  clear,  narrow  target- 
ing is  a  strategy  that  has  worked  well  for  the  group. 

"Since  its  creation,  Dexia  has  generated  significant  and  regular 
growth,  "  Pierre  Richard  says.  "We  plan  to  continue  on  that  track  and 
we  face  the  future  with  serenity. " 
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Guarding  Your  Laptop 
-And  Its  Secrets 


THE  MOBILE 
EXECUTIVE 


SECURITY 


Too  bad  youi'  attention  is  focused  on  catching 
a  plane,  because  you're  about  to  become  a 
crime  victim.  At  the  airport  security  check- 
point, you  place  your  notebook  PC  on  the  X-ray 
conveyor  belt.  As  you're  about  to  walk  through 
the  metal  detector,  a  mde  passenger  jumps  in 
front  of  you  and  triggers  the  alami.  You  fume 
while  the  person  fiddles  with  her  jeweliy.  fum- 
bles with  her  change,  and  makes  a  fuss. 
While  your  attention  is  diverted,  her 
accomplice  who  has  already  passed 
through  security,  snatches  youi*  laptop. 

This  all-too-common  scam  shows  how 
vulnerable  you  are  when  you're  cart- 
ing around  valuable  computer  gear. 
Next  to  viruses,  laptop  theft  was  the 
most  prevalent  computer  crime  in  1998, 
according  to  the  520  security  practi- 
tioners at  companies,  universities,  and  govern- 
ment agencies  who  responded  to  a  Computer 
Security  Institute  (csi)  and  FBI  sui-vey. 

Portable  PCs  are  easy  targets  for  thieves  out 
to  make  a  quick  buck.  But  what's  inside  the  lap- 
top can  be  worth  much  more.  Is  an  industrial 
spy  after  the  secrets  contained  on  your  hard 
drive?  "I  can  get  .$3,000  for  a  top-of-the  line  lap- 
top," says  John  Kauza,  a  secuilty  vice-president 
at  AT&T.  "But  I  can  get  a  million  to  a  million-and- 
a-half  dollars  for  your  marketing  plans." 


Safe  Travel  with  Your  PC 

►  Never  let  a  laptop  out  of  your  sight  in  an  airport  or  other 
public  area. 

►  Attach  permanent  labels  with  your  name,  company  name, 
and  office  phone  number. 

►  Never  keep  passwords  or  access  phone  numbers  on  the 
machine  or  in  the  case. 

►  In  hotel  rooms,  use  cable  locks  to  attach  laptops  to  sta- 
tionary furniture,  or  store  the  machine  in  a  safe. 

►  At  the  airport,  don't  check  your  laptop  with  your  luggage. 

►  Don't  store  a  laptop  in  the  overhead  compartment  of  a  plane. 

►  Back  up  your  data  frequently.  If  you  do  it  on  floppies, 
don't  store  them  in  the  laptop  case. 

►  Encrypt  all  confidential  files  and  E-mail 


This  doesn't  have  to 
happen.  To  minimize 
the  chances  your  la{> 
top  or  its  contents 
will  fall  into  the 
wi'ong  hands, 
there  are  plenty 
of  measures  you 
can    take — from 
something  as  sim- 
ple as  buying  a 
lock  to  installing 
sophisticated  soft- 
wai'e  that  scrambles 
your  data  so  others 
can't  read  it. 

Many  safeguai'ds  come 
under  the  heading  of  com- 
mon sense.  For  instance,  tu 
avoid  the  ahport  scam,  don't  place 
your  laptop  on  the  belt  until  you're  - 
sui'e  no  one  can  cut  in  front  of  you.  .•\l| 
alert  the  security  people  that  it's  youi-  m 
rolling  to  the  other  side,  says  John  O'Les 
rector  of  education  at  csi. 

Don't  drop  your  guard  after  you've 
through  security,  either.  Never  leave  you 
puter  unattended,  even  if  the  chummy 
sitting  ne.xt  to  you  says  he'll  watch  it  whljj'j.* 
grab  a  hot  dog.  "If  you  have  sensitive  in  (Rd;, 
tion  that  would  do  the  company  harm,  you  jdat, 
to  have  some  level  of  paranoia,"  says  Bi 
Kee,  dir-ector  of  corjjorate  infoiTnation  seci 
Hartford  Financial  Sei-vices  Group. 
FOOLPROOF?  Another  tip:  Hide  your  PC  sf,^ 
that  doesn't  resemble  a  laptop  carryinj| 
And  foolish  as  it  seems,  some  people  stic 
it  notes  with  passwords  or  phone  numbers 
cess  corporate  networks  on  the  machine  oi  y^jf,, 
case.  Don't  store  passwords  on  your  hare 
If  you  leave  the  computer  in  a  hotel,  1 
Othei-wise,  an  intruder  could  copy  the  conl 
yoiu"  hard  drive.  You  may  want  to  remc 
drive,  if  you  can,  and  take  it  with  you 

Invest  in  a  lock  such  as  Kensington  Te 
gy's  Notebook  MicroSaver  Security  Syste 
wwTv.kensington.com).  It's  a  six-foot  stee 
and  key  lock  that  fits  into  a  slot  built  int 
laptops.  You  loop  the  cable  around  a 
other  immovable  object,  as  you  would 
bicycle  cable. 

On  some  occasions,  a  piercing  alarm  rm 
Port's  $50  Defcon  1  Motion  Detector  (» 
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I  i  aclies  to  youi"  carrying  case  with  a  com- 
1  iock  and  goes  o&  when  someone  tries  to 
machine  without  knowing  the  combina- 
he  Trackit  Portable  Anti-Theft  System 
)8  487-2251  or  www.trackitc0rj5.com)  has  a 
ire  radio  receiver  that  attaches  to  yom* 
and  a  transmitter  that  hooks  on  to  your 
ft  in.  If  your  PC  is  more  than  40  feet  away 
)u,  a  siren  goes  off. 

Alarms  may  stymie  common  thieves,  but 
eed  something  more  bulletproof  if  a  rival 
■  confidential  files.  So  companies  such  as 
nd  Detroit  Edison  require  certain  em- 
to  can-y  SecuriD  tokens  in  the  form  of 
;ards  or  keychain  readers  from  Security 
ics  (www.securitydynamics.com).  To  get 
coi"porate  network,  you  fii'st  enter  a  pin 
•  or  password,  then  type  an  electronic 
at  is  displayed  on  the  Secui-ID  token.  The 
langes  about  every  minute.  A  control 
at  the  network  recognizes  the  code  in 
•J  ition  with  your  pin.  Many  companies  are 
;t.a  ?  on  retina,  voice,  or  fingei"print  scanners 
ent  unauthoiTzed  users  fi'om  accessing  a 
i  or  your  laptop.  But  biometric  schemes 
hit  prime  time  yet. 

best  way  to  keep  unwanted  eyes  ft"om 
ita  is  to  encrypt  it  using  heavy-duty 
I  latical  algorithms  that  scramble  your  fUes 


into  an  indecipherable  code.  P(!P  For  Personal 
Privacy  ($40)  from  Network  Associates  and 
RSA  Securpc;  ($59)  from  rsa  Data  Security 
are  leaders  in  the  field.  Symantech's  $90 
Norton  Your  Eyes  Only  encryption 
software  also  prevents  interlopers 
from  booting  up  into  Windows  95 
systems  without  knowing  a  pass- 
word, even  if  they  use  a  floppy 
disk.  Be  aware  that  because  of 
U.  S.  laws,  you  cannot  export 
files  with  strong  encryption 
without  special  permission. 

Security  always  involves  a 
trade-off  betv/een  the  level  of 


Security  always  involves  a  trade-off 
between  the  level  of  protection 
you  choose  and  convenience 


protection  you  choose  and  conve- 
nience. Longer  passwords  are  more 
secure    but    harder    to  remember. 
Hewlett-Packard  and  IBM  have  unveiled 
$199  security  kits  based  on  smart  cards 
whose  readers  fit  into  a  type  II  pcmcia  slot  on 
a  notebook.  The  systems  can  prevent  access  to 
the  computer  and  encrypt  and  deciyj^t  data.  But 
each  time  you  need  the  pcmcia  slot  for  another 
purpose,  you  must  deactivate  the  programs  and 
pull  out  the  readers. 

You  might  be  able  to  recover  a  purloined  PC 
if  you  sign  up  with  the  Stolen  Computer  Reg- 
istry (www.nacomex.com).  Enter  the  make, 
model,  and  serial  number  of  the  unit  on  the 
free  Web  database.  A  reseller  or  police  officer 
might  find  your  PC  listed  on  the  site  and  return 
it  to  you.  Only  1%  of  PCs  have  been  retrieved 
since  the  database  went  up  on  the  Web  three 
years  ago. 

You  might  stand  a  better  chance  with  The 
CyberAngel  from  Computer  Sentry  Software 
(www.sentryinc.com)  or  CompuTrace  fi'om  Ab- 
solute Software  (www.computrace.com).  As  soon 
as  someone  connects  youi"  stolen  computer  to  a 
phone  line,  your  modem  will  silently  dial  a  cen- 
tral monitoring  sei-vice  that  can  trace  the  call. 
CyberAngel,  which  charges  $75  the  first  year 
and  $50  foi'  each  following  year,  would  fax  oi-  E- 
mail  you  an  alert,  then  lock  off  the  communica- 
tions port  to  the  laptop's  modem.  CompuTrace 
costs  $90  the  first  year  and  $60  thereafter.  You 
must  notify  the  company  that  your  PC  has  been 
stolen  and  present  a  theft  report.  The  company 
then  helps  police  hunt  for  your  machine. 

Youi'  own  negligence  can  do  as  much  damage 
as  a  thief.  To  avoid  losing  critical  data,  you  need 
to  back  up  your  hard  drive  religiously,  say  ex- 
perts. You  can  caiTy  floppies  or  back  up  data  via 
the  Web.  When  you  have  custody  of  your  compa- 
ny's secrets,  remember  that  the  weakest  link  in 
any  security  system  is  you.       Edward  C.  Baig 
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EASY 
BACK-UPS 

■  You  can  back  up  data 
via  the  Web  using  ser- 
vices such  as  U  S  West 
e-Backup  ($19.95  a 
month  from  www.uswest. 
com/ebackup).  It  stores 
and  encrypts  files  on  a 
remote  server  and  lets 
you  schedule  automatic 
scans  of  your  hard  drive 
each  time  you  log  off 
Windows  or  on  particular 
days.  To  retrieve  files, 
punch  in  a  password 
and  download  them.  If 
you  need  multiple  files, 
you  can  get  a  CD  ROM 
sent  overnight  at  an  ad- 
ditional cost. 
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THE  NET  IN 
YOUR  PALM 

■  If  you  can't  exist 
without  the  Internet, 
the  Palm  VII  organizer 
from  3Com  (www.Scom. 
com)  is  for  you.  This 
descendant  of  the  pop- 
ular Palm  Pilot  fits  in  a 
shirt  pocket  and  will 
let  you  send  and  get 
messages,  check  air- 
line schedules,  and 
even  trade  stock  via 
its  wireless  connection 
to  the  Web  and  in- 
tranet sites.  It's  due 
out  later  this  year  for 
less  than  $800. 


judge  laptops  by  the  size  of  the 
bioiise  they  leave  on  my  shoulder. 
.That's  why  I  give  high  grades  to 
the  latest  crop  of  lightweight,  ultra- 
thin  notebooks.  I  was  actually  able  to 
lug  home  four  of  these  minimar- 
vels  at  once  without  gi'eat  dis- 
comfort. 

Sony  set  the  standard  for 
tliin  computing  last  summer 
with  its  less-than- 
an-inch-thick  Vaio 
505.  It  has  a  foot- 
print roughly  the 
size  of  this  maga- 
zine. I  examined 
the  latest  Vaio  5o.5tx, 
a  2.7-pounder  that's 
0.9  inches  high,  along  with 
three  others:  Hewlett- 
Packard's  Omni- 
Book  900,  IBM's 
ThinkPad  .560Z, 
and  the  Toshiba  Portege 
3015CT.  For  comparison,  I  also 
checked  out  a  notebook  in  a  slightly 
heavier  weight  class, 
the  5.2-pound  Gate- 
way Solo  3100  Fire- 
Ant,  selling  for 
$3,199.  You'll  feel  the 
extra  poundage,  but 
the  FireAnt  contains 
a  digital  videodisk 
(DVD)  player  that 
lets  you  watch 
movies  on  its  lovely, 
12.1-inch  active-ma- 
trix display.  You 
may   not  get  two 
hours  out  of  its  lithi- 
um ion  battery,  so 
carry  an  0.9-pound 

spare  to  watch  a  comi)lete  flick  on  an  airplane. 
VERY  CHIC.  I  had  (|uibbles  with  each  of  the  ma- 
chines reviewed  here,  but  for  my  computing 
needs — mainly  writing  and  connecting  to  the 
Net — they  do  just  fine.  Foi'  those  who  view  styl- 
ish laptops  as  trophies  akin  to  sporty  automo- 
biles, all  the  ultrathins,  and  especially  the  piuple 
Sony,  registered  high  on  the  chic  meter. 

To  be  sure,  the  most  diminutive  notebooks 
force  you  to  make  trade-offs.  Tlieu'  batteiy  life  is 
so-so,  they  lack  built-in  floppy  or  C'D-rom  drives, 
and  the  smallest  models  fi'om  Sony  and  Toshiba 
have  cramped  keyboards.  These  two  make  you 
connect  a  separate,  half-pound  gizmo  called  a 


Laptops  on  a  Diet 


port  replicator  if  you  plan  to  hook  up  a  p: 
or  serial  device.  All  the  ultrathins  gain  wei| 
you  want  to  hook  them  up  to  an  external 
or  CD-ROM  drive. 

Until  recently,  the  smallest  machines 
nm  the  fastest  processors  either  But  on  Jt; 
Intel  introduced  a  new  line  of  speedy 
earmarked  for  ultrathins.  They  will 
things  faster  and  consei-ve  power.  The 
poweiful  of  these  new  mobile  chips 
tium  II  running  at  36(3  MHz.  is  inside  t 
OmniBook  900.  The  model  includes  a  | 
ous  6.4-gigabyte  removable  hard  driv 
splendid  12.1-inch  screen.  It's 
than  the  Vaio  and  Portege  but 
lighter  than  the  ThinkPad. 
Like  the  IBM  entry,  the 
Book  doesn't  need  a  port  n 
tor  for  printing  and  other 
Its  power  adapter  and  coiloi 
just  under  a  poimd  to  youj 
eling  weight,  and  desj  f 
I  T'    •"."■""—■««     size,  the  hp  machii 
accommodate  ex 
CD-ROMS  and  oth( 
vices  that  fit  into 
notebooks  in  the  Omr 
series.  It  was  also  thf|lt»!jt 
machine  I  tested  that 
with  a  TouchPad  and  the 
point  eraser-head  pointing  def*'"'P* 
The  TliinkPad  560Z  boasts  tht 
size  hard  drive  and  screen  as  th  T 
niBook  900  but  has  a  slower,  30' 
Pentium  II  processor.  But  I've 
been    a  fa 


}m«{ 


UNIT 

PROCESSOR 

PRICE 

WEIGHT 

POUNDS 

SONY  VAIO  5G5TX 

Pentium  MMX, 
300  MHz 

$2,500 

2.7 

TOSHIBA 

PORTEGE  301 5CT 

Pentium  MMX, 
266  MHz 

1,799 

2.9 

HEWLEn-PACKARD 
OMNIBOOK  900 

Pentium  II, 
366  MHz 

3,200- 
3,500 

4.0 

IBM 

THINKPAD  560Z 

Pentium  II, 
233  MHz 

2,500- 
2,700 

4.1 

ip.ioni 


ThinkPad 
and  keyboard 
tliis  one  measu 
nicely. 

Not  so  thd 
boards  on  thfl, 
.5  0  5  T  X  and 
Portege  3oi5Ci 
take  getting 
but  given  th 
tarn  weight 
machines,  I'd 
ing  to  make  t 
rifice.  I  prefer! 
way  the  keyij 
laid  out  0 
Sony — on  the  Portege,  I  repeatedly  hit 
instead  of  "backspace."  But  I  also  pi-efe: 
eraser-head-type  pointing  device  on  the 
to  the  TouchPad  on  the  Vaio.  Both  m: 
have  bright  10.4-inch  screens,  but  the  V; 
a  faster  processor  and  bigger  hard  dri\j 
the  Toshiba,  though  Toshiba  is  expected 
the  gap  soon  with  an  upgi*aded  version, 

301.5CT. 

The  Sony  featiu'es  a  digital  interface  p' 
will  make  it  easy  to  captm-e  and  edit  stOlt 
digital  videocamera.  Given  Vaio's  weight  aj 
I  can  probably  stow  it  and  a  videocamer^ 
bag  and  still  feel  no  pain.  Edward 
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Dale  Carnegie  Training 

www.dalc-carnegie.com 

Dell  Computer 

www.dcll.com 

Deloitte  &  Touche 

Consulting  Group 

www.dccg.com 

Diners  Club  International 

www.dinersclub.com 

EMC 

www.emc.coni 

Equitable/AXA 

www.equitable.com 

Ericsson 

www.ericsson.se 

E*TRADE 

www.etrade.com 

Federal  Express 

www.tedex.com 

Flexilntemational  Software 

www.flexi.com 

Ford 

www.ford.com/ 
FTD 

www.ftd.com 
Fujitsu 

www.lujitsu.com 
General  Motors 
www.gm.com 
GTE 

www.gte.com 
Hewlett-Packard 
www.hp.com 
Honda 

www.honda.com 

Hyatt  Hotels  Corporation 

www.hyatt.com 

IBM 

www.ibm.com 
Infiniti 

www.infiniti-usa.com 


St  Union  Bank 
sreased  profits 
$10  million... 
a  single  month 


Intelliguard 

www.iguard.com 

International  Paper 

www.ipapercom 
Iomega 

www.iomega.com 
Iowa  Department  of 
Economic  Development 

www.smart.stalc.ia.iLS 

J.D.  Edwards  &  Company 

www.jdedwards.com 

Lawson  Software 

www.  1, awson.com 

Lexus 

www.lexus.com 
Lincoln 

www.lincolnvehicles.com 
Lotus 

www.lotus.com 
Lucent  Technologies 

www.lucent.coni 
MCI 

www.nici.com 
Mercedes-Benz 
www.MBUSA.com 
Mercury 

www.mercuryvehicles.com 
Merrill  Lynch 
www.ml.coni/ 
Microsoft 

www.microsoft.com/ 
Mississippi  Department  of 
Economic  &  Community 

Development 
www.mississippi.org 
Mitsubishi  Electric 
www.mitsubishielectric.com 
Mitsubishi  Electronics 
America,  Inc./Electronic 

Device  Group 
www.mitsubishichips.com 
MOVADO 
The  Museum  Watch 
www.niovado.com 
NTT  Corp. 

http://into.ntt.co.ip/global 
National  Business  Aviation 
Association,  Inc. 
wwwnb.ia.org/why 
National  Computer  Systems 
Pte  Ltd. 
www.ncs.coni.sg 


Nationwide  Financial 
Services-The  BEST  of 
AMERICA 

www.bestotamerica.com 
Netscape 

www.netscape.com 
Nortel 

www.nortel.com 
Northwest  Airlines 
www.nwa.com 
Novell 

wvw.novell.com 

PeopleSoft 

www.pcoplesoft.com 

Phillips  Petroleum 

Corporation 

www.phillips66.com 

Praxair 

www.praxaircom 

The  Principal  Financial 

Group 

www.principal.com 

The  Prudential  Insurance 

Company  of  America 

www.prudential.com 

QAD  Inc. 

www.QAD.coni 

Roberts  Express,  Inc. 

www.roberts.com 

SAS  Institute 

www.sas.com/ 

Savin 

www.sales@savin.com 
Charles  Schwab 
www.schwab.com 
Seagate 

www.seagate.com 
Siemens  Corporation 
www.usa.sieniens.com 
Siemens  Microelectronics 
www.smi.sieniens.com 
Silicon  Graphics,  Inc. 
www.sgi.com/go/visual 
Sprint 

www.sprint.com 


Star  Alliance 

www.star-alliance.com 
Sun  Microsystems 
www.sun.coni 
Symbios  Logic 
www.synibios.com/bw.htm 
Tektronix 

www.colorarwork.com 

Teligent,  Inc. 

www.teligent.com 

TIBCO 

www.tibco.coni 

Toshiba  America 

Information  Systems 

www.coniputers.toshiba.com 

Toyota  in  America 

www.toyota.com/usa 

Toyota  Motors 

www.toyota.com 

T.  Rowe  Price 

www.troweprice.com 

United  Technologies 

www.utc.com 

UBS 

www.ubs.com 
UPS 

www.ups.com 
USPS 

www.usps.com 
UUNET  Technologies 
www.uu.net 
Visio 

www.visio.com/standard 
Vivendi 

www.vivendi.com 
Williams  Communications 
Group 

www.willtales.com 
World  Mastercard 
www.niastercard.com 
Xerox 

www.xerox.com 

Zurich  Financial  Services 

www.zurich.com 
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Scoping  Out  Stocks  For 

A  World  on  the  Go 


obile  computing  isn't  just  for  road 
wan-iors.  For  investors,  mobility  is  a 
tantalizing  theme,  offering  a  multi- 
tude of  stocks  to  watch.  Mobile  computing 
is  one  of  the  fastest-growing  areas  in  liigh 
tech.  Market  researcher  Data- 
quest  estimates  that  U.  S.  sales 
of  handheld  computers  alone  will 
increase  63%  over  the  next  two 
years,  from  1.7  million  to  2.7 
million  units.  Dataquest  fig- 
ures   U.  S.  unit 
sales  of  all  mo- 


up 


traded  at  a  i)ric(. 
ings  multiple  of  lij 
Wall  Street's  co: 
earnings  estim; 
$1.37  per  share  :i 
fiscal  year  endini, 
31.  Nokia's  Ameriir 
positary  receipts 
265%  last  yeai"  an.', 
5%  this  year  through  Feb.  1.  Elija) 
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INVESTING 

bile  computing 
devices,  including 
laptops,  will  grow 
25%-  in  two  years. 
While  few  companies 
focus  exclusively  on  mobile 
computing,  some  leading  industry 
suppliers  stand  to  benefit  from  its  rapid  gi'owth. 
3Com  and  Nokia  are  both  potential  winners, 
says  Ronald  Elijah,  manager  of  Robertson 
Stephens  Information  Age  fimd.  Elijah,  whose 
mutual  fund  posted  a  52%  total  return  last  year, 
thinks  3Com's  soon-to-be  introduced  Palm  VII 
organizer,  with  its  wii'eless  Intei'net  connection, 
will  ignite  a  new  round  of  gi'owth  of  handheld 
devices.  He  also  likes  prospects  for  the  Nokia 
9000,  a  mobile  phone  with  Internet  access. 
Neither  stock  is  cheap  (table).  3Com  recently 


Mobile  Computing  Plays 


COMPANY 

STOCK  PRICE* 

P/E** 

COMMENT 

ANALOG  DEVICES 

$29 

28 

Makes  chips  for  mobile  devices 

HUGHES  ELECTRONICS 

47 

75 

Satellites  support  mobile  communications 

MAXIM  INTEGRATED 

48 

37 

Specialty  chips  for  mobile  computing 

NOKIA 

137 

38 

Leader  in  multimedia  portable  phones 

TEXAS  INSTRUMENTS 

95 

33 

DSP  chips  widely  used  in  mobile  devices 

3COM 

47 

33 

Palm  VII  with  wireless  Net  link  due  soon 

*Feb. 


**Estimated  1999  earningSDATA:  BLOOMBERG  financial  MARKETS,  BUSINESS  WEEK 


likes  the  long-termi  outlook  for  both  comp 
suggests  buying  on  dips.  j 
High  valuations  are  just  one  reason  inj 
should  be  cautious.  These  shai-es  can  be 
Sometimes  even  powei'ful  gi'ovirth  doesr 
well.  Nokia  dropped  shaiply  on  Feb.  1 
its  66%'  increase  in  1998  profits,  reported  h 
didn't  beat  analyst's  expectations  by  enoi 
OUTDOOR  FAVORITES.  Merrill  Lynch  a 
Thomas  Watts  favors  a  company  focuM 
mobile  executives  who  need  help  to  get? 
they're  going.  That  outfit  is  Orbital  S(^i 
maker  of  global  positioning  satelliti 
devices.  Hertz  is  installing  them  iro' 
rental  cars,  and  low-cost  versionso 
hital's  Magellan  cps  devices  are  j) 
with  liikers  and  boaters.  Watts  thit 
bital's  profits  will  gi"ow  19%  tliis  yv 
could  rise  faster  if  carmakers  deui 
make  the  technology  standard  equBi 
Two  other  promising  companies  makti- 
conductor  chips  for  mobile  devices.  Chart  i' 
ris,  manager  of  the  T.  Rowe  Price  Scii< 
Technology  fund,  likes  Analog  Devices  ar 
im  Integi-ated  Products.  Chips  they  procf 
handheld  computers  and  portable  pho| 
among  their  fastest-selling  products.  An£ 
vices,  whose  profits  are  expected  to  giw 
its  fiscal  year  ending  Oct.  31,  recently! 
neai'  its  52-week  high.  Maxim's  fiscal  199f 
are  only  expected  to  increase  12%,  but  i'  ; 
have  been  soaring,  and  its  stock  is  U]!  14 
$48,  since  October's  mai'ket  crash. 

Texas  InstiTiments  is  a  major  suppliei'  :"  ■ 
conductors  to  the  mobile  computing  li  t 
Last  yeai'  it  restmctured  its  huge  cliip  o}  pii 
to  focus  on  digital  signal  processors,  wliel; 
critical  components  in  mobile  devices  a( 
cell  phones.  Mernll  Lynch  chipai 
Thomas  Kurlak  estimates  that 
phone  business  gi'ew  60%<  last  j  r, 
on  Jan.  20  he  raised  his  1999  (  I! 
estimate  to  $2.60  per  share,  1  J 
The  new  estimate  would  put  T  p 
gi-owth  this  year  at  150%. 

No  mutual  funds  focus  exc  i 
on  mobile  computing.  But  so: 
fimds  have  big  holdings  in  thi  e 
PiMCo's  Innovation  Fund  and  i 
Select  Technology  both  hac  i 
among  their  top  10  holdingsp' 
Technology  also  listed  Texas 6 
ments  among  its  top  10.  So 
time  you  buy  mobile  computi 
examine  it  closely.  You  may  fin 
investment  inside.  Geoffr 
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The  Innovation 
corporation: 

The  Power  of  New  Ideas 


No  one  minded  when  author  Don 
Tapscott  hkened  the  new  digital 
economy  to  the  wild,  wild  West.  The 
several  hundred  senior  executives  in 
attendance  at  Business  Week's  Third 
Annual  Conference  on  the  Digital 
Economy,  held  in  San  Francisco, 
December  2-3,  1998  knew  better 
than  most  that  the  Internet  had 
spawned  a  business  environment  as 
chaotic  and  fraught  with  risk  as  any 
frontier  ever  was. 

"This  is  your  standard  door-num- 
ber-one and  door-number-two  situa- 
tion," Tapscott,  author,  most  recently 
of  the  Blueprint  to  the  Digital  Economy: 
Creating  Wealth  in  the  Era  of  E- 
Business,  told  the  crowd.  "Door  number 
one  is  called  the  status  quo,  and  com- 
panies that  take  that  route,  the  future 
is  going  to  be  bleak.  Door  number 
two  is  a  different  route.  It's  an  under- 
standing that  we  have  a  new  infra- 
structure that  can  enable  new  busi- 
ness models,  the  creation  of  wealth 
in  different  ways,  which  will  be  at 
the  heart  of  national  competitiveness, 
and  which  probably  will  call  into 
question  the  nation/state  itself." 

Sound  dramatic?  It  is.  With 
Internet  bandwidth  doubling  in  size 
every  three  months  and  thousands 
of  new  users  logging  on  each  day, 
the  Digital  Revolution  is  well  under 
way.  The  computer  has  become  a 
powerful  new  communications 
medium  and  is  extending  itself 
throughout  the  economy.  In  order 
to  survive,  businesses  must  adapt 


or  die.  The  conference,  titled  "The 
hmovation  Corporation, "  gathered 
leading  thinkers  on  the  topic  to 
hammer  out  solutions. 


Public  Infrastructure 

Central  to  the  task  of  creating  a 
platform  for  such  endeavors  is  the 
idea  of  a  public  information  utility  - 
a  far-reaching,  all  encompassing 
public  utility  for  information  and 
knowledge  as  ubiquitous  as  water, 
gas,  and  electric  utilities  are  today. 
The  information  utility  is  on  the  way 
now,  many  speakers  told  the  con- 
ference. The  Internet  and  the  Web 
were  but  the  first  step. 

"What  if  we  could  expand  our 
business  by  aggregating  services 
that  are  provided  by  other  com- 
panies that  are  using  the  information 
utility?"  Lewis  E.  Piatt,  chairman, 
president,  and  CEO  of  Hewlett- 
Packard  Company,  posed  to  confer- 
ence attendees.  "The  nice  thing 
about  the  utility  model  of  computing 
as  it  emerges  is  that  information  and 
services  will  be  device,  location,  and 
user-independent.  We  think  it's  going 
to  do  for  services,  such  as  computing 
power,  billing,  commerce,  and  other 
services,  what  the  web  has  already 
done  for  data.  Basically  it  is  going  to 
provide  universal  access  to  services. 
Best  of  all,  these  things  are  available 
today,"  he  said.  Or  are  just  around  the 
corner.  The  savings  for  a  company  like 
HP  are  enormous,  he  added,  pointing 


"The  nice  thing  aJbout  the  utility  model  of 
computing  as  it  emerges  is  that  information 
and  services  will  be  device,  location,  and 
user-independent."  -  Lewis  e.  Platt, 

chairman,  president  and  CEO,  Hewlett-Packard  Company 


out  that  early  implementations  of  this 
nascent  utility  computing  model  are  al- 
ready allowing  HP  to  harness  untapped 
capability,  improve  its  internal  processes 
greatly,  partner  more  quickly,  and 
increase  the  value  of  its  legacy  systems. 

Managing  the  New  Economy 

Among  the  key  concerns  at  this  year's 
conference  was  how  and  whether  to 
adapt  management  styles  to  adjust 
to  a  digital  economy.  At  the  end  of 
the  day,  there  was  no  question.  "The 
challenge  that  each  of  us  faces  as 
we  think  about  the  management 
imperatives  for  the  next  millennium 
is  how  each  of  our  businesses  is  going 
to  change  its  management  style," 
Sheldon  Laube,  executive  vice-pres- 
ident and  CTO  for  USWeb  Corpora- 
tion told  the  conference  audience. 
"Clearly  for  many  of  us,  the  business 
strategies  we've  deployed  in  the  past, 
of  top-down  planning,  of  command 


"  ..the  business  strategies  we've  deploye 
the  past... cannot  worl<  in  a  world  in  whi 
unpredictable  change  is  the  daily  bread 
our  businesses  need."  -  Sheldon  Laube, 

executive  vice-president  and  CTO,  USWeb  Corporation 


and  control,  cannot  work  in  a  world 
in  which  unpredictable  change  is  the 
daily  bread  that  our  businesses  need." 

Adapt  or  die,  indeed.  Fortunately,  as 
conference  participants  learned,  classic- 
style  management  skills  can  translate 
neatly  into  new-world  business  models. 
Meg  Whitman,  president  and  CEO  of 
eBay  Inc.,  the  on-line  auction  company, 
comes  out  of  traditional  retail,  includ- 
ing high-level  posts  at  Walt  Disney 
Company,  StrideRite,  and  Hasbro. 

"The  vast  majority  of  my  experi- 
ence is  relevant,  because  it's  about 
building  an  organization,  setting  a 


"The  most  significant  returns  on  Internet 
investments  are  from  efforts  that  make  way  for 
a  clear  line-of-sight  through  the  enterprise-to- 
enterprise  supply  chain  and  on  to  the  customer.' 

-  Roderick  C.  McGeary,  vice-chairman,  KPMG  Consulting 

You've  Got  Merger 


How  does  one  manage  in  a  world  that's  moving  this  fast?  It's  a  good 
question  and  relevant  to  most  every  attendee  at  The  Third  Annual 
BusinessWeek  Conference  on  the  Digital  Economy.  But  the  query 
had  special  meaning  to  Mark  Andreessen,  co-founder  and  execu- 
tive vice-president  of  Netscape,  which,  just  the  week  before  had 
been  acquired  in  a  $4.21  billion,  all-stock  buyout  by  America  Online. 

Although  some  industry  watchers  questioned  merging  Netscape's 
aggressive  technology  with  AOL,  which  is  known  more  for  its  ubiq- 
uitous brand  name  than  its  technological  prowess,  the  synergy  does 
exist.  Both  are  Best  of  Breed  companies. 


Marc  Andreessen 

co-founder  and 
executive  vice- 
president  Netscape 
Communications 
Corporation 


"It's  a  really  big  deal  to  be  #1,  it's  a  really  big  deal  to  be  on  the 
winning  team  and  to  be  in  a  real  leadership  position  in  the  industry," 
Andreessen  told  the  conference  audience.  "There's  an  aspect  of  this 
deal  in  terms  of  making  the  combined  AOL/Netscape  company  be 
number  one  in  a  whole  series  of  very  important  areas  now  that  is 
highly  attractive."  A  key  part  of  the  merger  was  for  the  creation  of  a  new  generation  of 
Internet  devices  that  will  enable  AOL  to  deliver  its  services  anywhere. 

Andreessen  thinks  the  merger  will  only  strengthen  Netscape's  technical  reputation. The 
combination  of  AOL  and  Netscape  is  going  to  be  competing  with  General  Electric  and 
with  Disney,  and  with  Yahoo  and  with  eBay,  and  with  a  whole  bunch  of  media  companies 
and  start-ups  all  over  the  place,  said  Andreessen. The  business  that  AOL  is  in  today  is 
intensely  competitive. 


Meg  Whitman 

president  and 
eBay  Inc. 


strategy,  hiring 
people,  motivating 
an  organization, 
and  trying  to  keep 
focused."  The  chal- 
lenges for  compa- 
nies like  eBay  and 
other  digital  age 
enterprises  is  to 
choose  wisely  from 
the  trough  of  op- 
portunity. "What 
you  choose  to  pursue 
decision,"  she  said. 

It's  not  only  the  Internet  sti 
that  is  embracing  new  manageii 
models.   Melvin   Cohen,  rese 
effectiveness  vice-president.  Bell 
Lucent  Technologies,  Inc.,  elaboij 
on  how  his  firm  has  nurtured  ere 
excellence:  "We  increasingly  woij 
ways  that  cause  the  formation 
in  the  game,  of  cross-functional  tiifl 
involving  research  people.  Son:'; 
the  people  who  have  created  son|| 
the  most  wonderful 
research  elements, 
now  become  lead- 
ers of  teams  with 
product  manage- 
ment people,  with 
marketing  people," 
he  said. 

The  bottom 
line  is  that  the 
top-down,  hierar- 
chically integrated 
management  style 
is  a  thing  of  the 
past.  CIOs  must 
create  strategies 
that  allow  the 
company  to  ex- 
ploit the  coming 
information  utility. 

"The  extended 
enterprise  has  a 
lot  of  advantages, 
from  a  business 
point    of  view," 
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-  Melvin  Co^^ 

research  effectijf  «e  doj' 
vice-president  I 
Lucent  Techno!  t 


iY-As-YOU-Go  INTERNET:   COMING  SOON? 

If  it  seems  like  the  Digital  Revolution  is  moving  ahead  at  break-neck 
speed,  hold  onto  your  hats.  It's  about  to  get  a  lot  faster,  according 
to  Information  Age  guru  Bob  Metcalfe.  Metcalfe,  vice-president  of 
technology,  IDG  and  all-around  Internet  evangelist,  was  the  featured 
luncheon  speaker  at  The  Third  Annual  Business  Week  Conference 
rj  THE  Digital  Economy.  He  treated  conference  participants  to  his 
enlightened  yet  sometimes  contrarian  view  of  where  the  Digital 
Revolution  is  headed  next. 

"We  don't  have  just  one  next-generation  Internet,  we  have  many, 
many  next-generation  Internets,  none  of  which  does  us  the  favor 
of  happening  one  after  the  other,"  he  said.  They're  all  happening 
simultaneously.  The  next  generation  Internet  is  the  direct  access 
Internet.  What  we  need  is  continuous,  multi-megabit  direct  packet 
access  to  the  Internet,  not  what  we're  getting  today  through 
modems.  "Modems,"  he  said,  "are  an  abomination.  The  LAN  and 
/VAN  are  progressing  rapidly,  but  the  access  methods  are  lagging." 


i'lEKALFE 

president  of 
nology,  IDG; 
den  3Com; 
Iter  Ethernet 


,  ly-as-you-go  Internet  will  have  to  be  established,  insists  Metcalfe,  if  E-commerce  is  to 

I,  e  forward.  The  Digital  Economy  will  not  progress  at  the  rate  that  you  want  unless  this 

I  icular  infrastructure  problem  gets  solved.  "We'll  have  to  see  metered  usage,"  he  said. 

■  It  users  will  eventuilly  get  tired  of  subsidizing  heavy  users.  It  will  happen  because 

\  leed  to  deter  waste.  We  need  to  create  markets,  and  we  need  to  allow  supply  and 

('  and  to  communicate.  We  need  return  on  investment  for  new  services  and  develop- 

I  t  of  new  capabilities,"  he  said. 


jple  are  about  communities.  And  in  this 
veb  world,  the  next  laws  and  principles 
all  be  about  how  quickly  you  can  build 
those  communities."  -  Eric  Schmidt, 

chairman  and  CEO.  t\loveli,  Inc. 


Viarvin  C.  Richardson,  vice- 
lent     and     CTO     of  MCI 
ahouse.  "It  lets  people  do  what 
1'  best,  it  brings  those  people 
I    in  a  value  chain,   and  it 
t  enable  a  very  productive 
ation  flow  and  flow  of  product. 
.  quires  a  lot  more  communi- 
among  parties  who  are  no 
part  of  one  company.  You  have 
nuch  more  open  with  your  cus- 
\  your  partners,  your  suppliers, 
lare  a  lot  of  information." 


0  munity  Building 

1  '  new  economy,  commimity 
Ji  ig  is  important  as  never  before. 

he  cost  of  building  community 
ine  essentially  to  zero,"  said 
T  F.  Moore,  founder  and  chair- 
T  if  GeoPartners  Research,  said, 
we  don't  build  a  community 
i  our  businesses,  someone  else 
:-'  to  build  communities  around 


their  businesses,  and  we're  going  to 
find  ourselves  locked  out." 

Or,  put  another  way,  it's  all  about 
selling  and  marketing.  "It's  an  extra- 
ordinary phenomenon,"  said  Eric 
Sclimidt,  chairman  and  CEO  of 
Novell,  Inc.,  said.  "People  are  about 
communities.  And  in  this  web  world, 
the  next  laws  and  principles  will  all 
be  about  how  quickly  you  can  build 
those  communities.  The  way  it  will 
affect  you  will  ultimately  be  because 
you  exploit  some  new  way  of  having 
a  personal  relationship  with  the  busi- 
ness you  are  in  and  the  people  you 
interact  with." 


"The  extended 
enterprise  has 
a  lot  of  advan- 
tages, from  a 
business  point 
of  view." 


-  Marvin  C.  Richardson 

vice-president  and  CTO, 
MCI  Systemhouse 


More  open 
lines  of  commu- 
nication between 
businesses  fuels 
the   creation  of 

business  solutions  adapted  to  fit  the 
new  digital  economy. 

"The  old  CFO  spent  a  good  portion  of 
their  time  on  the  transaction  systems," 
Lawson  Software  chairman  and  CEO 
Bill  Lawson  told  the  conference  atten- 
dees. "But  that  role  is  taking  a  serious 
transformation  today.  Firms  like  Lawson 
are  reacting  to  that  change,  in  terms  of 
the  kinds  of  decision  support  mecha- 
nisms that  executive  management  needs 
to  make  some  of  these  strategic  deci- 
sions and  reinvent  their  companies." 

Small,  nimble  Internet  startups  such 
as  eBay  can  afford  to  learn  as  they  go. 
They  can  create  new  strategies  as  soon 
as  necessary  to  adapt  to  a  constantly 
changing  business  landscape.  How  can 
mature  companies  hope  to  keep  up? 
They  can  -  if  they  have  a  strong  vision 
of  the  future  and  the  guts  to  go  there. 

"You  have  no  idea  of  the  power 
of  legacy  companies,"  said  Robert 
Lessin,  chairman  and  CEO  of  Wit 
Capital.  "Anybody  who  presumes  that 
these  guys  are  brain-dead  is  going  to 
make  a  costly  mistake.  Anyone  who 
presumes  it's  easy  to  create  a  brand  is 
thinking  about  1995,  not  1998." 

A  case  in  point  is  Visa,  which 
enjoys  a  53  percent  market  share  in 
the  non-virtual  world,  but  is  trying 
to  figure  out  how  to  capture  that  in 
cyberspace.  It's  projecting  a  full  10 
percent  of  its  business  will  come 
from  E-commerce  in  the  next  three 
to  four  years,  said  Carl  F.  PascareUa, 


"Can  mature  companies  keep  up?  They  can 
—  if  they  have  a  strong  vision  of  the  future 
and  the  guts  to  get  there."  -  William  (Bill)  Lawson, 

chairman  and  CEO,  Lawson  Software 


"We  don't  want  to  be  known  as  a  product- 
centric  company  anymore;  we  want  to  be 
known  as  an  information-centric  company." 

-  David  E.  Weiss,  chairman,  president,  and  CEO,  StorageTek 


president  and  CEO 
of  Visa,  U.S.A.  "As 
we  move  into  the 
E-business  format, 
we  have  a  lot  to 
learn,  but  to  us 
it's  a  blank  slate," 
he  said.  "There  is 
nothing  today  that 
is  sacrosanct  at 
Visa.  We  cannot  op- 
erate the  way  we've 
operated  before.  We're  a  relationship 
product  now." 

StorageTek  is  another  example  of  a 
company  seizing  its  digital  future.  A 
data  storage  company  in  the  midst  of 
an  information  explosion,  it  runs  the 
risk  of  choking  on  its  own  growth. 
Industi)  consultants  predict  that  fully 
half  the'  world's  information  will  be 
digitized  by  2003,   compared  with 


John  W.  Sidgmore 

vice-chairman, 
MCI  WorldCom,  Inc 


only  15  percent  today.  StorageTek  is 
prepared,  said  chairman,  president, 
and  CEO  David  E.  Weiss. 

"We  could  simply  provide  equip- 
ment to  store  it  on,  or  we  could  help 
our  customers  organize  it  and  use  that 
data,  and  that's  the  vision  we're 
approaching,"  he  said.  "We  don't  want 
to  be  known  as  a  product-centric  com- 
pany anymore;  we  want  to  be  known 
as  an  information-centric  company." 

Even  telecommunications  firms,  the 
industry  most  alarmed  by  the  changes 
brought  on  by  the  Internet,  are  rising  to 
meet  the  challenge.  "We  believed  that 
this  Internet  demand  curve  was  going 
to  overtake  the  industry  at  a  frantic 
pace,"  said  John  W.  Sidgmore, 
vice-chairman  of  MCI  WorldCom,  Inc. 
"We're  betting  the  entire  ranch  on 
the  Internet.  And  we  know  that  the 
biggest  changes  are  yet  to  come." 


Building  A  Better  Internet 


Any  discussion  of  Electronic  Business  Communities  (EBCs)  must 
include  the  question  of  how  to  build  them,  how  to  leverage  them 
and  ultimately,  how  to  make  them  competition-proof.  Todd 
Wagner  and  Mark  Cuban,  founders  of  broadcast.com,  the  leading 
communications  outlet  for  streaming  media  over  the  Internet, 
weighed  in  on  that  topic  to  participants  at  The  Third  Annual 
Business  Week  Conference  on  the  Digital  Economy. 

Broadcast.com  aggregates  content  with  a  built-in  community,  such 
as  much-followed  local  sports  teams,  foreign  broadcasts  of  interest 
to  multitudes  of  homesick  ex-pats,  or  business-to-business  corporate 
communications,  it  builds  relationships  with  these  content  providers 
and  locks  them  in  with  exclusive,  multiyear  contracts  for  Internet 
broadcast  rights  In  the  meantime,  it's  built  the  underlying  network  to 
support  that  content,  which  has  led  to  formidable  barriers  to  entry  for  even  deep-pocketed, 
legacy  competitors. Thanks  to  this  visionary  groundwork,  it  s  no  longer  an  issue  of  a  content 
provider  going  somewhere  else  to  stream  over  the  Internet  says  co-founder  and  CEO  Wagner 

"You've  got  to  have  an  audience,  and  you've  got  to  have  the  network  to  support  it,"  he 
said.  "No  matter  which  competing  broadcast  or  ISP  company  you  name,  we  can  say  they 
don't  have  one  or  they  don't  have  the  other  We  have  the  pieces,  and  if  we  do  it  right, 
we  will  work  with  all  of  those  companies,  and  in  some  cases  be  their  pipes  and  in  other 
cases  be  their  content  provider." 

There  is  a  dramatic  fragmentation  of  media  occurring,  said  co-founder  and  president 
Cuban,  and  the  owners  of  old-guard  broadcast  media  companies  may  realize  too  late 
what's  happening.  'They  don't  know  what's  going  to  hit  them,"  he  said. 


Mark  Cuban 

president  and 
co-founder, 
broadcast.com  inc 
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Digital  '98  Poll  Results 


Results  of  anonymous  polling  of 
delegates  at  The  Third  Annual 
Business  Week  Conference  on  the 
Digital  Economy.  Each  delegate  ha(| 
access  to  a  keypad  and  was  able  to  \ 
answer  each  of  the  questions  asked^ 
during  the  conference. 

New  Internet-based  competitors 
in  my  industry... 

Yes,  new  Internet-based  competitors 
have  entered  my  marketplace. 

No  such  new  competitors. 

The  new  Internet-based  competitors 
in  my  industry... 

Are  a  serious  threat  to 
established  players. 

Are  young  and  inexperienced 
but  could  grow  into  real  threats. 

Are  mostly  publicity-seeking 
nuisances  who  will  disappear 

AOL  +  Netscape... 

Something  really  great 
Something  OK. 
I  don't  think  so. 

There  ore  two  pay-as-you-go  questions.  We  aski  j?-''^' 
the  first  questions  before  Metcalfe  spoke  and  o 
after  his  lunch  address.  Here  are  the  results. 


BEFORE:  Would  you  pay-as-you-go 
while  surfing  the  Net? 

Yes 

No 


AFTER:  Would  you  pay-as-you-go 
while  surfing  the  Net? 

Yes 

No 


tn-hall  polling  provided  by  Meridia,  Plymoutit  Meeting  , , 


Senior  executives  are  invited  to  partic  t^.^ 
pate  at  The  Fourth  Annual  Busines 
Week  Conference  on  the  Digital 
Economy.  The  1999  gathering  will  <x 
December  1-2  at  The  Fairmont  Hotel] 
in  San  Francisco,  California.  For  moi 
information,  call  Business  Week 
Executive  Programs  at  212-512-2184. 
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roduction  index  increased  during  the  week  ended  Jan.  23.  The 
aged  index  rebounded  to  143.0,  a  1%  advance  over  last  week's  figure 
i,6.  After  seasonal  adjustment,  steel  production  soared  12,6%,  with  a 
ty-utilization  rate  of  81.2% — the  highest  it  has  been  since  Oct.  24, 
More  moderate  increases  were  noted  In  the  production  of  autos,  trucks, 
al,  lumber,  and  rail-freight  traffic.  Only  electric-power  output  was  down. 
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American  Railroads 

PRICES 

GOLD  (2/3)  $/troy  oz. 

UTEST 
WEEK 

286.850 

WEEK 
AGO 

283.800 

YEARLY 
%  CHG 

-3.8 

STEEL  SCRAP  (2/2)  #1  heavy,  $/ton 

84.00 

84.00 

-42.3 

COPPER  (1/29)  e/ib. 

68.0 

69.2 

-10.5 

ALUMINUM  (1/29)  e/ib 

59.0 

59.3 

-19.7 

COTTON  (1/29)  strict  low  middling  1-1/16  in,,  c/lb,  57.76 

57.54 

-7.3 

OIL  (2/2)  $/bbl. 

12.04 

11.86 

-25.4 

CRB  FOODSTUFFS  (2/2)  1967=100 

200.24 

205.92 

-11.9 

CRB  RAW  INDUSTRIALS  (2/2)  1967=100 

262.14 

262.80 

-11.7 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

IVeeA,  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (2/3) 

LATEST 
WEEK 

1.7800 

WEEK 
AGO 

1.9050  1 

YEAR 
AGO 

.1237 

BRITISH  POUND  (2/3) 

1.64 

1.65 

1.66 

CANADIAN  DOLLAR  (2/3) 

1.51 

1.52 

1.45 

EUROPEAN  EURO  (2/3) 

1.1345 

1.1454 

NA 

JAPANESE  YEN  (2/3) 

112.34 

115.75  123.70 

KOREAN  WON  (2/3) 

1170.0 

1176.1  1608.0 

MEXICAN  PESO  (2/3) 

10.108 

10.165 

8.425 

TRADE-WEIGHTED  DOLLAR  INDEX  (2/3) 

106.0 

106.5 

108.8 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S,  dollar,  except 
for  British  Pound  and  European  Euro  in  dollars.  Trade-weighted  dollar  via  J-P-  Morgan, 


in  the  production  indicators  are  seasonally  ad|usted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
1-Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


«  CTIViTY  AND  COSTS 

Feb.  9,  10  a.m. EST  >■  Output  per 
'•ed  in  the  nonfarm  business  sector 
grew  at  a  spectacular  annual  rate 
n  the  fourth  quarter.  That's  the 
jrecast  of  economists  surveyed  by 
&  Poor's  MMS,  a  division  of  The 
Hill  Companies.  The  highest  fore- 
.  tor  a  5%  surge.  Productivity 
d  at  a  3%  pace  in  the  third  quarter. 
Durth  quarter,  only  a  modest 
I  in  hours  worked  was  needed  to 
a  jump  in  output  in  the  nonfarm, 
-  sing  economy.  The  median  produc- 
("ecast  about  matches  the  expected 
5  in  total  compensation,  suggesting 
t  labor  costs  did  not  grow  in  the 


fourth  quarter.  For  all  of  1998,  nonfarm 
productivity  likely  climbed  by  about  2.5%, 
the  biggest  annual  increase  in  six  years. 

RETAIL  SALES 

Thursday,  Feb.  11,  8:30  a.m.EST>-  The  s&p 
MMS  survey  expects  that  retail  sales  edged 
up  only  0.2%  in  January,  after  retailers 
posted  a  0.9%  jump  in  December  receipts. 
Warm  weather  in  early  December  enabled 
shoppers  to  get  to  shopping  malls  and 
restaurants,  but  it  hurt  sales  of  winter 
apparel.  In  addition,  dealer  incentives 
boosted  purchases  of  motor  vehicles  by 
2.6%  in  December.  Real  consumer  spend- 
ing increased  a  large  0.7%  in  December. 
But  in  January,  car  buying  probably  slowed. 


and  nonauto  sales  likely  rose  0.4%,  the 
same  gain  posted  in  December. 

BUSINESS  INVENTORIES 

Friday,  Feb.  12,  8:30  a.m. est  >■  Invento- 
ries stored  up  by  manufacturers,  whole- 
salers, and  retailers  probably  increased  by 
0.2%  in  December,  half  their  advance  in 
November.  For  the  entire  fourth  quarter, 
the  Commerce  Dept.  calculated  that  inven- 
tory accumulation  slowed  from  its  third- 
quarter  pace.  That  was  one  of  the  few 
drags  on  real  gross  domestic  product 
growth  at  the  end  of  1998.  Business  sales 
probably  increased  0.4%  in  December,  the 
same  modest  rise  posted  in  November. 
Retail  sales  led  the  gain. 


This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 

Sunday  <■ 


Like  some  government 
contracts  for  your  business? 
Bill  Binns  and  Randall 
Litchfield  explain  how 
BidLine  can  help  you 
snare  them.  Feb.  7 
9  p.m.  EST 

Tuesday 

Those  tech  and  telecom 
stocks  are  still  in  the 
spotlight,  and  Kevin  Gooley 
of  S&P  Personal  Wealth  will 
share  his  favorites.  Feb.  9 
4:30  p.m.  EST 

Thursday 

Jeffrey  C.  Hooke,  author  of 
Security  Analysis  on  Wall 
Street,  can  tell  you  how  to 
judge  stocks  on  your  own. 
Feb.  11 
9  p.m.  EST 


AOL  keyword:  BWTalk 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  eacfi  event 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC(DIS)  68 
Absolute  Software  110 
Acer  35 

Advantage  International  68 
Aetna  U  S.  Healthcare  36,47 
AIG(AIG)  50 
Allianz  50 

Amazon  com  (AMZN)  90.92 
American  Express  (AXP)  80 
Ames  Department  Stores  30 
Amway  6 

Analog  Devices  (ADD  114 
Apollo  Real  Estate  Advisors  44 
Apple  Computer  (AAPL)  16,80 
Arco(ARG)  44 
Arba  Technologies  90 
Ascent  Entertainment  Group 
(GOAL)  68 

Associates  First  Capital  (AFS)  30 
AT&T(D  44,110 
AXA(AXA)  50 

B 


Banque  National  de  Pans  50 
Bear  Steams  (BSC)  30 
Bell  Atlantic  (BEL)  44 
Benchmart(  Capital  90 
Block  Financial  (HRB)  10 
Boeing  (BA)  34 
Borders  Group  (BGP)  90 
Boston  Bruins  68 
Brentviood  Venture  Capital  90 
BT  Alex.  Brovin  (BT)  92 


Capstar  Broadcasting  58 
CBS  (CBS)  58 

Chancellor  Media  (AHflFM)  58, 68 
Chevron  (CHV)  44 
Christina  Yachting  6 
Chuo  Trust  48 

Cisco  Systems  (CSCO)  44,90 
Citizen  Watch  48 
Classic  Residence  40 
Clear  Channel  Communications 
(CCD)  58 

CNF  Transportation  92 
Cobalt  Networks  35 
Coca-Cola  (KO)  80 
Colorado  Avalanche  68 
Comcast  (GOAL)  68 
Commonwealth  Associates  92 
Compaq  Computer  (CPQ)  35. 75. 
78, 90 

Computer  Associates  (CA)  75 
Computer  Sentry  Software  110 
Credit  Commercial  de  France  50 
Credit  Lyonnais  50 
Critical  Path  90 


Dallas  stars  68 
Dataquest  35, 114 
Dawn  78 

Decision  Resources  36 
Delia's  88 

Dell  Computer  mi)  35, 78 
Deloltte  &  Touche  104 
Denver  Broncos  8 
Detroit  Edison  (DIA)  110 
Detroit  Red  Wings  68 
Deutsche  Bank  50 
Dole  Food  (DDL)  8 


Donaldson  Lufkin  &  Jenrette  ■ 
(OU)  92 

DresdnerBank  50 
OuPont (DD)  44 


Eastman  Kodak  (EK)  30 
eBay (EBAY)  90 
E-LOAN  90 
Encanto  Networks  35 
Equitable  50 
ESPN  68 

E'Trade  Group  (EGRP)  38 


Kleiner  Perkins  Caufield  &  Byers  90 
Korean  Investment  Fund  94 
Korn/Ferry  International  6 
KPMG  Peat  Warwick  104 


Federal  Express  (FDX)  92 
Fidelity  Select  Technology  Fund 
(FSPTX)  114 
First  Call  30 
First  Health  Group  40 
Ford  (F)  42 


Gabelli  Equity  Fund  94 
Galoob  Toys  (GAL)  60 
Gap (GPS)  88 
Gateway  (GIW)  34,112 
G  D.Searle(IVtTC)  36 
GE  Capital  (GE)  48,122 
General  American  Investors  94 
General  DataCom  Industries  38 
General  IVIotors  (GIVl)  27, 30, 42, 47. 
80 

Gerard  Klauer  Mattison  60 

Gillette  (G)  30 

Golden  Books  Publishing  80 

Goodyear (GT)  48 

Great  Wall  Group  78 

Guardian  Royal  Exchange  50 

Gucci  Group  (GUC)  92 


IBM  (IBM)  16,75,78,110,112 

Image  Entertainment  (DISK)  92 
Infinity  Broadcasting  58 
Intel  (INTO  16,75,112 
Intemational  Data  78 
Intuit  (IPnU)  10 
Invesco  Global  Health  Sciences 
Fund  94 

Israel  Aircraft  Industnes  40 
in  Sheraton  (ITT)  44 


Japan  Airlines 
K 


Kensington  Technology  110 
Kingsoft  75 


LadenburgThalmann  80 
LAI  Ward  Howell  6 
Lanston  (Aubrey  G.)  30 
Lee  Apparel  80 
Legend  Holdings  75, 78 
Lego  Systems  60 
Levi  Strauss  80 
Uvent  104 

Long-Term  Capital  Management  44 
Lotus  Development  (IBM)  75 
LVMH  Meet  Hennessy  Louis  Vuitton 
(LVMHY)  92 

M 


Hancock  Bank  &  Thnft  Opportunity 
Fund  94 

Hancock  Regional  Bank  Fund  B  94 
Hartford  Financial  (HIG)  110 
Hasbro (HAS)  60 
Heidrick  &  Struggles  6 
Hertz  (F)  114 
Herzfeld  (Thomas  J  )  94 
Hewlett-Packard  (HWP)  16,34.35, 
75,  78,110,112 
Hicks  Muse  Tate  &  Furst  58 
Hilton  Hotels  (HLT)  44 
Hogan  &  Hartson  47 
Horsley  Bridge  Partners  90 
Hot|obs.com  6 
HSBC  Securities  36 
Hyatt  40 


Maior  League  Baseball  68 
Marmon  Holdings  40 
Mattel  (MAT)  60 
Maxim  Integrated  (MXIM)  114 
Mazda  42 
MBNA(KRB)  68 
McDonalds  (MCD)  80 
McGraw-Hill  (MHP)  119 
MCI  WorldCom  (WCOM)  44 
Medtronic  (MDD  44 
Merck  (MRK)  36 
Merrill  Lynch  (MER)  30,48,114 
Microsoft  (MSFT)  34, 35. 75, 90 
Mighty  Ducks  of  Anaheim  68 
Mitsubishi  48 
Mitsui  Trust  48 
Monsanto  (MTC)  36 
Monster.com  6 

Moody's  Investors  Service  (DNB) 
Momingstar  94 
Motorola  (MOT)  80 

N 


Nashville  Predators  68 
NBA  68 

Netscape  Communications 
(NSCP)  34,90 
Network  Appliances  35 
Network  Associates  (NETA)  110 
New  Enterprise  Associates  90 
Na  68 
NHL  68 

Nike(NK£)  68,80 
Nissan  48 
Nokia  114 

NorthPoint  Communications  90 
Northwest  Airlines  (NWAC)  44 
Northwestern  Mutual  Life  80 
Novell  (NOVL)  90 


Oracle  (ORCL)  75 

Orbital  Sciences  (ORB)  114 

Outdoor  Systems  58 


Packard  Bell  NEC  34 
PaineWebber  (PWJ)  44 
Panbas  50 

Parsons  Technology  44 
Patnot  American  Hospitality 
(PAH)  44 
Paxnet  8 

Penney  (J  C  )(JCP)  80 
PepsiCo  (PEP)  80 
Pfizer  (PEE)  36 
Philadelphia  Flyers  68 
Phoenix  Coyotes  68 
PIMCO(PA)  114 
Pittsburgh  Penguins  68 
Port  110 

Prefen-ed  Income  Management 
Fund  94 

Pnmark  Decision  Economics  30 


QVS  92 


Robertson  Stephens  lnfor| 
Fund  114 
Royal  Philips  Electronics  | 
Royce  Value  Fund  94 
Ryder  System  (R)  30 


Salomon  Smith  Barney  (I 
Schroder  42 
Scient  90 
Scudder  New  Europe  Fui 
Security  Dynamics  (SDII): 
Sequoia  Capital  90 
SGCowen  36 
Sibneft  57 

SmithKline  Beecham  (SE 
Societe  Generale  50 
Sony(SNE)  112 
Sprint  (FON)  30  |) 
Standard  &  Poor's  (MHP; 
119 

St.  Louis  Blues  68 
Stone  Group  78 
Strategic  Hotel  Capital 
Sumitomo  Rubber  48 
Summerfield  Hotel  44 
Sunbeam  (SOC)  6 
Sunkist  Growers  8 
Sun  Microsystems  (SUNl^ 
Symantech  110 


Tavoca  World  Tours  17  |s 
Techniclone  107 
Teenage  Research  Unlinjl 
Tei|in  44 

Tele-Communications 
Texas  Instruments  OXN] 
Texas  Rangers  68 
3Com(COMS)  16,44, 
TimeWameriTWX)  44, 
Titan  Brokerage  6 
Tontru  78 
Toshiba  78,112 
Toyota  (TOYOY)  48,80 
Toys 'R' Us  (TOY)  60 
Tiacklt  110 
Transaero  57 
I  Rowe  Pnce  Science  J 
Fund(PRSCX)  114 
TSl  Soccer  88 
Tucker  Anthony  60 

U 


k  fi 


United  Healthcare  (UNtjH 
Universal  Studios  80 
UPS  92 

USA  Roral  Products 
USWest(USW)  110 


VenFone(HVtfP)  44 
Volkswagen  80 
Volvo  42 

W 


Wal-Mart  Stores  (WMTj 
Walt  Disney  (DIS)  44 
Warner  Bros  (TWX)  8( 
Wasserstein  Perella  Se| 
Wellpoint  Health  (WU": 
Wendy's  International 
Winnipeg  Jets  68 
VBL  Marketing  88  ' 
Wyndmay  Hotel  (WYN) 


Yankelovich  Partners 
Young  &  Rubicam  80 
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nvestment  Figures  of  the  Week 


%  change 


&P  500 

4ug.    Feb.  Jan.  28-Feb.  3 


1310 

l?90 
1272  07 

1250 


1230 


wteh  change       1  -weeK  change 

'6.3%  +2.3% 


tfMENTARY 

eesaw  week  in  the  finan- 
markets.  The  Standard  & 
r's  500-stock  index  climbed 
I  new  high  on  Jan.  29  and 
NASDAQ  Composite  rose  to  a 
ird  on  Feb.  1,  with  strong 
lomic  reports  giving  stocks 
ick.  Bonds,  however,  were 
by  the  evidence  of  con- 
ed economic  strength  and 
ained  their  biggest  drop  on 
1.  Stocks  declined  on  Feb. 
id  by  computer  stocks  such 
Vlicrosoft  Corp.  and  Intel 
).  But  the  stock  market 
3d  on  Feb.  3,  after  the  Fed- 
Reserve  left  th3  federal 
ii  s  rate  unchanged. 


1 


EST  RATES 


:asury  bond  index 

Aug.    Feb.  Jan.  28-Feb.  3 


;  1755 
•  1730 


-p--  1705 


I  week  change 

15% 

loomberg  Financial  Markets 


UAL  FUNDS 


W  gWUS  Diversified  W8  All  Equity 
!  at  return        52-week  total  return 


U.S.  IVIARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

9366.8 

1.8 

15.2 

NASDAQ  Combined  Composite 

2493.4 

3.6 

48.4 

CPD  MiHP^n  >inn 

bKrr  mlDUap  4UU 

378.9 

1.1 

12.3 

S&P  SmallCap  600 

172.7 

0.3 

-5.8 

S&P  SuperComposlte  1500 

267.2 

2.2 

23.8 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

536.4 

3.6 

67.5 

S&P  Financials 

129.8 

2.0 

8.9 

S&P  Utilities 

242.2 

-2.6 

7.0 

PSE  Technology 

512.2 

3.7 

62.1 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Semiconductors  25.0 

Broadcasting  19.2 

Shoes  19.1 

Specialty  Appar.  Retailers  18.1 

Invest.  Banking/Brkrge.  17.8 


Communications  Equip.  1 1 5.5 
Specialty  Appar.  Retailers  104.8 
Computer  Systems  96.5 
Broadcasting  82.7 
Genl.  Merchandise  Chains  81.1 


WORST-PERFORIVIING  Last  Last  12 

GROUPS  month%  months% 


Hospital  Management 
Engineering  &  Constr. 
Tobacco 

Specialty  Printing 


-23.1 
-14.1 
-12.7 
-11.9 


%  change 


Property-Casual.  Insurers-1 1.6 


Oil  &  Gas  Drilling 

Metals 

Leisure  Time 

Oil  Exploration  &  Prod. 

Hospital  Management 


-51.6 
-36.6 
-36.4 
-35.1 
-33.3 


FOREIGN  IVIARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5940.3 

1.1 

6.2 

Frankfurt  (DAX) 

5085.7 

0.5 

13.3 

Tokyo  (NIKKEI  225) 

14,161.3 

-2.0 

-16.1 

Hong  Kong  (Hang  Seng) 

9419.9 

-3.1 

-8.6 

Toronto (TSE  300) 

6721.5 

1.0 

-0.6 

Mexico  City  (IPC) 

4060.6 

6.4 

-15.2 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.25% 

1.26% 

1.53% 

S&P  500  P/E  Ratio  (Last12mos.) 

33.6 

32.6 

25.6 

S&P  500  P/E  Ratio  (Next  12  mos.)*  24.1 

24.3 

19.7 

First  Call  Earnings  Surprise* 

4.04% 

4.44% 

2.23% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

1120.2 

1116.4 

Positive 

Stocks  above  200-day  average 

34.0% 

35.0% 

Positive 

Options:  Put/call  ratio 

0.45 

0.46 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

1.39 

1.43 

Positive 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebounil  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

IBM 

176^4 

-6V4 

Lucent  Technologies 

110 

Telebras-ADR 

73^4 

-1  V2 

Exxon 

68 'Vie 

-3 '5/16 

American  Express 

99'Vi6 

-1  '3/16 

Procter  &  Gamble 

89'Vi6 

-3/16 

Decline  aheail?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

167^8 

26% 

Cisco  Systems 

112^/64 

17^/64 

Intel 

134% 

13'Vl6 

MCI  WorldCom 

78 '5/16 

9 '/1 6 

Dell  Computer 

108% 

34'/i6 

Sun  Microsystems 

IO6V16 

16 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.63 

4.66 

5.18 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.48 

4.46 

5.08 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

4.36 

4.36 

5.10 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.57 

4.49 

5.22 

GENERAL  OBLIGATIONS 

4.07% 

4.08 

4.84% 

4.82% 

10-YEAR  TREASURY  NOTES 

4.84 

4.67 

5.55 

PERCENT  OF  TREASURIES 

84.37 

87.35 

92.15 

94.05 

30-YEAR  TREASURY  BONDS 

5.26 

5.13 

5.86 

TAXABLE  EQUIVALENT 

5.90 

5.91 

7.01 

6.99 

LONG-TERM  AA  INDUSTRIALS 

6.20 

6.09 

6.51 

INSURED  REVENUE  BONDS 

4.23 

4.23 

5.10 

5.09 

LONG-TERM  BBB  INDUSTRIALS  6.94 

6.75 

6.97 

PERCENT  OF  TREASURIES 

87.69 

90.56 

97.10 

99.32 

LONG-TERM  AA  TELEPHONES 

6.43 

6.35 

6.89 

TAXABLE  EQUIVALENT 

6.13 

6.13 

7.39 

7.38 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


% 


^  orningstar.  Inc. 


Internet  45.5 

lAI  Value  37.4 

Munder  NetNet  A  32.3 

lAI  Emerging  Grovrth  30.7 

Van  Wagoner  Post-Venture  24.9 

Leaders 

52-week  total  return  % 

Internet  298.6 

ProFunds  UltraOTC  Inv.  192.2 

Amerindo  Technology  D  151.4 

Grand  Prix  141.5 

Dreyfus  Technology  Growth  112.6 


Laggards 

Four-week  total  return  % 

ProFunds  Ultrashort  OTC  Inv.  -18.3 
Guinness  FIgt.  Malnld.  China  -17.8 
Fidelity  Sel.  Medical  Delivery  -15.8 
Invesco  Latin  Amer  Gr.  -1 5.3 
Ivy  South  America  A  -14.7 

Laggards 

52-week  total  return  % 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Technology 

Communications 

Japan 

Large-cap  Growth 
Mid-cap  Growth 

Leaders 

52-week  total  return 


9.2  Latin  America 

8.0  Natural  Resources 

5.5  Pacific/Asia  ex-Japan 

4.2  Diversified  Emerging  Mkts. 

2.9  Real  Estate 


% 


Laggards 

52-week  total  return 


-8.4 
-5.3 
^.9 

-3.5 
-3.1 

% 


Lexington  Troika  Russia 
American  Heritage 
Potomac  OTC/Short 
State  St.  Res.  Glob.  Res.  C 
Offltbank  Latin  Amer  Sel. 


-80.0 
-64.7 
-55.6 
-52.2 
-50.8 


Technology  58.2  Latin  America  -39.2 

Communications  54.1  Natural  Resources  -26.0 

Large-cap  Growth  37.5  Diversified  Emerging  Mkts.  -24.9 

Large-cap  Blend  21.1  Real  Estate  -16.8 

Mid-cap  Growth  20.1  Precious  Metals  -15.7 


3  as  of  market  close  Wednesday,  Feb.  3,  1999,  unless  othen«ise  indicated.  Industry  groups 
iP  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  money  flow  analy- 


sis, and  mutual  fund  returns  are  as  of  Feb.  2.  For  a  more  detailed  explanation,  write  to  us  or  E- 
mail  figures@businessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 


Editorials 


A  BETTER  USE  OF  SURPLUSES 


President  Clinton  wiR  be  remembered  for  many  things,  but 
in  the  economic  ai*ena,  fiscal  responsibility  will  top  the 
list.  When  he  took  office  in  1993.  the  federal  budget  deficit 
came  in  at  S255  bUUon.  just  off  its  high  of  S290  billion  in  the 
pre\"ious  yeai*.  Tlie  Congi'essional  Budget  Office  was  project- 
ing deficits  as  fai-  as  the  eye  could  see.  ^\ith  spending  ex- 
pected to  exceed  revenues  by  moi-e  than  $400  billion  in  1999. 
Yet  the  fiscal  1999  sui-plus  should  total  about  S107  billion,  ac- 
cording to  the  CBO.  which  figui-es  that  the  annual  sui-pluses 
will  keep  gi-owing,  reaching  $381  billion  by  2009.  And  the  es- 
timates could  be  low,  since  the  CBO  assumes  inflation-adjust- 
ed gi'owth  of  about  2'yc  annually  over  the  next  two  yeai-s  and 
2.3%  thereafter.  If  giwth  is  faster,  the  surpluses  could  be  fat- 
ter. It's  been  a  majoi*  accomphshment  indeed  to  reach  this 
state.  Now,  Clinton  and  his  successor  need  to  ensui-e  tliat  this 
budget  and  futm*e  ones  promote  economic  gi-O'nth.  A  single- 
minded  focus  on  pajing  down  the  national  debt  isn't  neces- 
saiTly  the  right  fonnula  for  the  next  decade. 

Tlie  deficit  i"evei"sed  on  Clinton's  watch  for  tivree  key  reasons: 
liigher  tax  rates  were  adopted,  statutoiy  caps  on  spending 
were  enacted,  and  economic  gi-owth  picked  up  wlule  inflation 
and  intei-est  rates  fell.  In  the  1980s,  as  deficit  spending  rose,  the 
financial  mai'kets  drove  interest  rates  higher,  wliich  in  turn 
liaised  the  government's  bonwrag  costs  and  fuitlier  inflated  the 
deficit.  Recently,  the  process  has  been  working  in  i-evei^e:  As 
spending  was  reined  in  and  the  deficit  began  to  shimk.  interest 
rates  tumbled  and  boiTowing  costs  fell.  High-cost  debt  was  re- 
placed on  the  govenoment's  books  by  lower-cost  debt,  and  that 
\iituous  cii'cle  will  continue  as  old  debt  is  retired. 

Now  the  debate  is  what  to  do  with  these  sm-plus  dollai-s. 
The  Republicans  want  a  tax  cut  right  away,  so  Americans  can 
get  an  immediate  boost  in  eaiTiings;  the  Pi-esident.  meanwhile, 
would  have  the  federal  govenmient  set  aside  about  SOVc  of 
the  annual  sm-pluses  to  cover  problems  in  Social  Secuiity  and 
Medicai-e  financing  down  the  road. 
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Both  approaches  leave  something  to  be  desu-ed.  T< 
siu-e,  over  the  long  nm  U.  S.  growth  would  benefit  fi-om 
in  mai'ginal  pei-sonal  and  coi-porate  tax  rates.  Howeve 
Federal  Resen  e  Chau-man  Alan  Greenspan  recently  poi 
out,  a  tax  cut  at  tills  time  itms  the  danger  of  overheatin, 
economy.  Once  gl•o^\th  returns  to  a  more  sustainable  pao 
acTOSs-the-boai'd  cut  in  marginal  rates  desei'ves  priority 
putting  the  better  pait  of  the  surplus  in  a  lockbox  to 
nance  Social  Secmity  and  Medicai'e  in  the  future  seems 
conian — as  does  Clinton's  suggestion  that  the  gover 
reduce  national  debt  to  levels  that  prevailed  in  1917.  It 
make  for  good  pubhc  relations  but  it  doesn't  necess 
make  for  good  pohcy. 

It's  ceitainly  pnident  for  Pi-esident  Clinton  to  worn- 
the  solvency  of  the  government's  entitlement  program; 
Clinton's  budget  and  sm-plus  plans  give  a  decided  edge  t< 
elderly  and  don't  focus  enough  on  the  young.  To  hel; 
economy  build  on  its  strengths,  Washington  should  pro 
investment  in  human  capital.  Numerous  economic  sti 
have  demonstrated  that  investm^ent  in  people  dehvers 
higher  retmns  than  investment  in  physical  capital, 
there's  still  debate  about  which  investments  work  best,  e 
thing  from  the  Head  Stait  progi*am  and  eai-ly  childhoo< 
ucation  to  adult  training  and  reti-aining  should  get  mor 
tention  than  they  do  in  Clinton's  budget. 

Then  too.  research  and  development  deser\"e  a  boost 
the  budget  contains  some  modest  initiatives.  "^Miat's  need 
a  serious  stimulant  to  basic  reseai'ch,  wliich  has  been  laj 
in  recent  years.  Without  continued  gains  in  education  ^  InsE 
ti-aining  and  new  innovations  and  scientific  findings — ^th( 
materials  of  gi^owth  in  the  New  Economy — the  technok 
djTiamic  will  stall.  No  question,  belt-tightening  has 
good  for  the  U.  S.  economy.  Now  the  trick  is  to  figur 
how  to  pai'cel  out  the  rewards  of  self-discipline  in  the 
productive  way  possible  for  the  economy 


hi 
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FORTRESS  JARW,  R.I.R 


While  \\'ashington  has  been  dutifully  putting  its  financial 
house  in  order,  Tokj'o  has  been  busy  up-ending  its  fi- 
nances. Talk  about  changing  places.  With  the  Japanese  gov- 
ernment forced  to  i-aise  more  and  more  cash,  the  flood  of  debt 
is  pushing  dowTi  bond  prices  and  pulling  up  interest  rates — ^in 
turn  strengthening  the  yen.  That'll  ciimp  exports  for  sure, 
while  liigher  rates  will  further  cripple  an  economy  reeling 
fi'om  deflation.  It's  hai-dly  a  recipe  for  economic  re\ival. 

A  couple  of  months  ago,  Japan's  economy  seemed  to  be  sta- 
bilizing. Now  it's  cleai"  potholes  stfll  aboimd.  One  particulai'ly 
troubling  aspect  is  that  Japan's  much-vaimted  national  wealth 
is  increasingly  falling  prey  to  bankiaiptcies  and  fii'e  sales. 
Financial  resen^es — public  and  private — may  not  be  bottom- 


less after  all.  Ti-ue,  Japan  boasts  $1  trillion  in  net  foreig 
sets.  But  about  80%  of  that  is  private  direct  investme 
companies.  Now.  foreign  holdings  ai*e  being  sold  at  a  losj 
banks  ai-e  busy  selling  off  foreign-loan  portfolios  and  Ore 
bonds  to  cover  wTite-offs.  Tlie  $220  bilhon  in  official  res< 
held  mostly  in  U.  S.  Treasuries,  can't  easily  be  unit 
without  imdemiining  the  global  financial  system.  So  Jt 
net  creditor  status  may  be  of  httle  use  in  a  funding  cr 
The  upshot:  Expect  Japan's  economj',  by  hook  or  by 
to  finally  open  up  to  foreign  investors.  It's  already  h^^ 
with  GE  Capital  pui'chasing  Japan's  biggest  leasing  con 
and  other  deals  afoot.  The  pace  is  sure  to  accele: 
Foili-ess  Japan  vnl]  be  a  thing  of  the  past. 
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le  SAS'  Data  Mining  Solution 


^  1 

hobbies  include  0 
restoring  vintagif  || 
cars  and  colleciNflk 
rare  coins  jt 


There  are  millions  of  stories  in  your 
customer  data.  All  ready  to  be  sold. 

prospects  are  hot?  Or  not?  Which  target  groups  need  to  be  ignited. .  or  snnply 
idl  Instead  ol  just  storing  your  customer  data,  vvh\'  not  get  the  whole  stor)'  with 
Data  Mining  Solution?  Its  the  only  software  that  spans  every  facet  of  the  data 
1  process,  bringing  you  ease  of  use  and  analytical  depth  in  a  single  package — one 
ws  directly  from  the  award-winning  SAS  Data  Warehouse. 

nt  and  click.  You  don  t  have  to  be  a  statistician,  or  a  database  expert,  to  convert 
amounts  of  data  into  true  business  know  ledge. .  and  ultimaleK'  into  compelitn  e 
ge.  Identify  your  most  profitable  customers.  Gauge  the  effectiveness  of  ad\'ertising. 
customer  relationships.  All  without  ever  lca\'ing  your  desktop. 

'em  and  reap 

patterns  you'll  discover  in  your  customer  data  point  the  way  to  more  profitable, 
e  decision  making.  To  find  out  more,  including  real-world  success  stories  and  an 
ve  demo  of  the  SAS  Data  Mining  Solution,  visit  us  at  www.sas.coin/mining 


Analyze  sales, 
products,  and  finances 

Explore  customer 
demographics 

Detect  fraud 

Point-and-click 
graphical  user  interface 

Fully  Web  enabled 

Year  2000  compliant 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


www.sas.com/mining   E-mail:  bw@sas.com   Phone  919.677.8200 
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WHO  NEEDS  A 


Billions  are  flowing 
into  index  funds. 
Online  trading 
is  booming. 
Bad  news  for 
Wall  Street. 
Good  news  for  investors 
Here's  how  you  benefit. 
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TYPICAL  BUSINESS 
SOFTWARE  COMPANY 
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!ce  any  sudden  moves.  Keep  your 
.And  trust  your  instincts.  That's 
ivice  we  can  give  to 
looking  for 
ness  manage- 
n.  At  Lawson 
ve  encourage 
;  your  time,  ask 
•stions  and  talk 

It  customers  or  ever\  >*ij||^ 
provider  you're  considering, 
whether  those  features  you  saw 
lo  are  actually  up  and  running 

Ask  how  long  their 
tations  took.  Ask 
vice  and  support, 
appened  when  they 
upgrade.  And,  of 
about  the  product.  Is 
ture  capable  of  handling 
lume  of  transactions?  Does  it 


require  all  new  desktops  to  do  so?  Are 
the  applications  fully  integrated?  Process 
oriented?  Web  accessible?  The  answers 

may  surprise  you. 
Lawson  Software's 
enterprise  fmancials, 
human  resources, 
procurement  and  supply 
cham  process  suites  lead  the 
industry  in  providing  innovative 
ways  to  gather,  process  and  access 
information.  We  were  the  first  to  utilize 
web  technology,  enabling  our  customers 
to  share  vital  information  more  freely 
and  cost-effectively.  Our  Self-Evident 
Applications'"  practically  eliminate 
training  costs.  And  our  people 

  are  known  for  their  accessibility 

and  straightforwardness.  In  other  words, 
we  don't  bite.  Visit  Lawson  Software  at 
www.lawson.com/a;uide  or  call  1-800-477-1357. 
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STAR  TV  DIMS 
OVER  INDONESIA 

ONCE,  BEFORE  "ASIAN"  WAS  A 

word  so  often  followed  by 
"financial  crisis,"  Rupert 
Murdoch  had  high 
hopes  for  his  satel 
lite  television  net- 
work in  Indonesia. 
In  1997,  Star  TV, 
based  in  Hong  Kong,  ^ 
hooked     up  with 
Datakom   Asia,  an 
Indonesian  outfit,  hop 
ing  to  flood  TV  sets 
in  the  world's 
fourth  most  popu- 
lous nation  with 
everything  from 
HBO  to  E-mail  birthday  cards 
for  subscribers. 

Now,  it  looks  like  the  pai*- 
ty  is  over  for  Murdoch.  The 
project,  Indovision,  counted 
only  9,000  pa\ing  subscribers 


even  before  Indonesia's  finan- 
cial meltdown.  Then  in  1998, 
Datakom  insisted  on  switch- 
ing to  a  new  satellite,  which 
ended  up  plagued  by  techni- 
cal problems.  Using  it  would 
have  forced  the  partners  to 
commit  to  yet  another  satel- 
lite, says  Star  TV,  at  a 
cost  of  $150  million. 
So     in  December, 
Murdoch's  company 
\  alked. 

Datakom  now 
says  Star  TV  really 
I'eneged  on  the  pait- 
nersliip  because  of 
Indonesia's  finan- 
cial crisis,  using 
the  satellite  prob- 
lems as  an  ex- 
cuse. It  promises 
to  take  Stai'  rv'  to  comt.  Stai" 
TV  plans  to  concentrate  on 
India,  China,  and  Taiwan, 
wTiting  off  its  investment  and 
ambitions  in  Indonesia.  Bruce 
Eiiihorn  and  Michael  Shari 


THE  DEAL  MILL 


IS  NEXTEL  BEING  PREHIED  UP  FOR  SALE? 


NEXTEL  COMMUNICATIONS  IS 

doing  some  early  spring 
cleaning.  The  big  wireless 
phone  carrier,  based  in 
McLean,  Va.,  is  selling  its 
radio  towers  for  $560  million 
and  then  leasing  them  back 
from  SpectraSite  Communi- 
cations, a  tower 
developer  in  Caiy, 
N.  C.  As  part  of 
the  deal,  Nextel 
will  get  a  17% 
equity  stake 
in  SpectraSite, 
which  will  also 
build  about  1,700 
towers  for  Nex- 
tel within  five 
years.  The  move 
is  part  of  a  tr^md  TOWERS: 
in  the  wireless 


industry  over  the  past  year 
to  focus  on  marketing  ser- 
vices. "Building  and  owming 
towers  is  not  what  their 
business  is  all  about."  savs 


SpectraSite  ceo  Stephen 
Clark. 

But  is  there  more  going  on 
than  meets  the  eye?  Tlie  deal 
is  fueling  speculation  that 
Nextel,  controlled  by  wire- 
less pioneer  Craig  McCaw,  is 
spincing  up  its  balance  sheet 
for  a  sale.  As  the 
only  independent 
national  wireless 
caiTier,  Nextel  has 
been  frequently 
mentioned  as  a 
potential  acquisi- 
tion candidate. 
Since  late  Decem- 
ber, its  shares 
have  advanced 
50%,  to  about  $30. 

One  potential 
suitor  is  MCI 
WorldCom,  which  has  virtu- 
ally no  presence  in  the  wire- 
less industiy.  Nextel  declined 
to  comment  on  the  possibihty 
of  a  sale.        Peter  Elstrom 


Spreading 


4 


TALK  SHOW  tiFor  a  book  that  doesn't  meet  our  standa 
there  is  no  amount  of  money  that  would  cause  us  to  featu  I 

— CEO  Jeffrey  Bezos,  on  Amazon.com's  display-fee  policy 


ELECTION  2000 

ATUST,  OEOsGET 
ON  THE  BUS 

here's  one  more 
'60s  flashback.  In  an 
echo  of  Ken  Kesey's 
Merry  Pranksters, 
the  hippies  who 
tripped  their  way 
across  America  in 
a  bus  called 
Furthur,  400  corpo- 
rate CEOS  are  spon- 
soring another 
crosscountry  bus 
trip.  This  one  will 
protest  U.  S.  bud- 
get priorities. 

The  execs  belong 
to  Business  Leaders  for  Sen- 
sible Priorities,  and  they 
want  lawmakers  to  sHce  15%' 
from  the  Pentagon  budget 
and  spend  the  money  on  edu- 
cation and  health  instead.  To 
get  theii'  point  across,  they've 
outfitted  a  40-foot  bus  can-v- 


FURTHUR; 

I)ispirati 


ing  peifoiTners  and  mu 
that  \\ill  show  up  at  p 
campaign  stops  from 
through  the 
elections.  The 
will  drop  in 
tour  from  ti 
time. 

Bruce  K 
ceo  of  appar€ 
er  Philli] 
Heusen,  sayi 
while  BLSP  wi 
lower  defense 
ing,  its  membi 
"hardly  left- 
Says  Klatskj 
want  the  milii 
be  subjected 
same  criteri; 
nesses  ai-e  sul 
to.  The  waste  is  insan 
gi-oup  will  budget  up 
million  for  the  whole 
which  kicks  off  with 
ailing  in  late  Febioiai' 
mercials?  Now  that's 
thing  the  Meny  Prai 
never  had.    Mica  Sci 


on; 


PRIVACY  PATROL 

MONEY-LAUNDERING 
REGS  TAKE  A  BATH 


THE    FEDERAL  DEPOSIT 

Insurance  Corp.  has  felt  the 
fiuy  of  Webheads.  In  Decem- 
ber, the  regulator  posted 
proposed  anti-money-laun- 
dering rules  on  the  Internet, 
expecting  little  reaction. 
Now,  the  FDic  is  ready  to 
beat  a  hasty  retreat  after 
those  ideas  provoked  a  near 
cyber-riot. 

The  mles,  also  under  con- 
sideration by  other  bank  reg- 
ulatoiy  agencies,  come  under 
the  title  "Know  Your  Cus- 
tomer." Thev  would  force 


OLD-STYLE  PROFI 

Robber  Willie  Sil 

banks  to  keep  cloi 
on  any  unusual 
activity,  arousin 
of  bankers  "pri 
customers.  If,  f 
stance,  you  dep 
the  $9,000  Mom 
you  to  buy  a  car 
your  account  typical 
only  a  $1,000  balanci 
banker  might  giill  yo' 
the  fluids. 

The  plan  infiiriated| 
stream  ccnsei'vatives 
as  privacy  and  antigj 
ment  gi'oups.  E-mail 
and  Web  pages  wamei 
Bank  is  watching!" 
ended  up  with  12,63; 
ments,  thousands  \ia 
Only  11  approved.  Th 
ment  period  ends  on  ] 
and  the  FDIC  is  i-eady 
tie  the  issue  quickly, 
chagiined  FDIC  offlcial. 
laundering  is  illegal,  b 
feds  seem  eager  to 
their  hands  of  this  par 
remedy.       Mike  Mc. 
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Fly  Like  an  Eagle: 


OK,  youVe 

got  her 

attention. 

Now  what? 

After  your  ad  stops  a  customer, 
you  have  to  get  her  moving  again. 
Right  towards  making  a  purchase. 

That's  the  time  to  look  at  Direct 
Mail.  As  an  integrated  part  of  your 
media  mix,  it  can  deliver  detailed 
product  benefits  and  special  offers 
that  complement  your  image  cam- 
paign. Just  the  thing  to  help  your 
brand  stand  out  and  drive  a  cus- 
tomer to  act. 

What's  more,  through  steady 
communication,  you'll  develop  a 
relationship  with  your  customers. 
You'll  learn  exactly  what 
they  want.  In  turn,  you'll  be 
able  to  deliver  more  personal 
and  relevant  messages.  And  sell 
to  them  again  and  again. 

For  a  free  kit  filled  with  informa- 
tion, ideas  and  examples  on  how 
adding  Direct  Mail  to  your  media 
mix  can  help  build  your  business  call 
l-800-THE-USPS,  extDM3016. 


UNITED  STATES 
POSTAL  SERVICE® 


Up  Front 


CORPORATE  CULTURE 

BLUE  CREW 
AT  AMERICAN 


SINCE    BECOMINC    CEO  OF 

American  Airlines  in  May, 
Donald  Carty  has  tried  hard 
to  repair  its  fractious  corpo- 
rate culture,  a  legacy  of  pre- 
decessor Robert  Crandall. 
His  work  is  cut  out  for  him. 
American  has  had  to  cancel 
hundreds  of  flights  recently, 
in  a  dispute  with  pilots  over 
its  purchase  of  Reno  Air, 
while  other  employees  show 


little  faith  in  management. 

In  the  carrier's  first  em- 
ployee satisfaction  survey 
since  1993,  a  mere  23%  said 
American  does  an  excellent 
job  of  inspiring  loyalty,  while 
just  31%  believe  what  senioi' 
management  says.  And  only 
30%'  think  morale  is  good.  So 
even  while  91%  said  they 
liked  their  jobs,  the  overall 
results  were  disappointing. 
Carty  says  he  needs  satisfied 
workers,  because  only  they 
can  pi-ovide  the  superior  ser- 
vice that  lures  high-paying 
business  travelers.  Building  a 
happy  workfoi'ce,  "remains 
the  last  major  frontier  for 
us."  Carty  is  already  dis- 
cussing survey  details  with 
employees,  a  first  at  Ameri- 
can, and  plans  to  bring  man- 
agers and  workers  together 
to  I'esolve  problems.  "Doing  a 
survey  like  this  probably 
hurts  morale  in  a  company 
unless  it  leads  to  some 
changes,"  he  says.  American 
clearly  needs  some  changes 
and  sooner,  rather  than 
later.  We'udy  Zellner 


CAN 


SPORTS  BIZ 

TAKING  A  SWING 
AT  PHONY  CLUBS 

IN   ORLANDO,   U.S.  CUSTOMS 

Service  agents  have  arrested 
a  band  of  Taiwan  nationals 
selling  fakes  of  Callaway 
Golf's  Great  Big  Bertha 
golf  club  to  retailers.  The 
alleged  con  artists  were 
so  brazen  that  they  tried 
to  unload  the  goods  at  no 
less  than  the  Professional 
Golfers'  Assn.  merchan- 
dise show — which  plenty 
of  Callaway  people 
attended. 

It  all  underscores  the 
booming  business  in  counter- 
feit golf  gear.  Legitimate  club 
and  equipment  sales  in  1999 
are  expected  to  be  about  $2.4 
billion.  But  counterfeiters, 
largely  from  Taiwan,  China, 
Vietnam,  and  Thailand,  sell 
$4  billion  worth  of  gear  an- 

aSI  8ni0AN0Hd]Hi 


nually,  says  Customs.  Most 
fakes  are  sold  abroad,  but 
more  are  turning  up  at  bar- 
gain prices  in  U.  S.  stores. 
Since  1997,  U.S.  authorities 
have  fought  back  with  "Pro- 
ject Teed  Off,"  infiltrating  the 
counterfeiting  operations. 

YOU  TELL  WHICH  CALLAWAY  IS 
GREAT  BIG  KNOCKOFF? 


Still,  they've  seized  only  $6 
million  worth  of  fakes.  Call- 
away, for  its  part,  says  it  has 
even  gone  to  Taiwan  courts 
to  recover  damages.  It  says 
its  clubs  are  titanium,  while 
the  fakes  are  often  stainless 
steel.  So  if  you're  shopping 
foi-  a  Great  Big  Bertha,  bring 
$500 — and  a  magnet  to  make 
sure  it's  real.  Den)iis  Blmik 


DRAWN  &  QUARTERED 


TAXING  MATTERS 

NOWTHArS 

A  SWEETHEART  DEAL 

THINKING  ROSES  AGAIN  FOR 

this  Valentine's  Day?  Robert 
Greene,  a  Staatsburg,  N.  Y., 
accountant,  says  if 
you'i-e  married  and 
work  for  yourself,  ^f'^  > 
you  can  do  better.  / 
He  has  devel-  /'. 
oped  the  Spouse  "^'2?^ 
Emi>loyment  Con-  '' 
tract  (SEC),  a  docimient 
that  helps  put  yom*  honey 
to  work  for  you. 
No,  this  isn't  in- 
dentured servi- 
tude. The  plan,  basetl  on 
an  odd  collection  of  tax  looj)- 
holes,  actually  is  a  gift.  Wlien 
self-employed  workers  con- 
tractually hire  a  spouse,  they 
can  write  off  expenses  that 
ordniaiily  ai'en't  deductible,  in- 
cluding all  cliild-cai'e  and  med- 


ical bills.  The  sec,  G: 
says,  passes  muster  uni 
1994  IRS  niling.  No.  9401 
But  you  don't  have 
limited  to  nm-of-the-mi  e 
penses.  After  Greene  is 
his  wife,  Nancy,  as  a  t;i, 
he  deducted 
upkeep  on  his  svrimmingp 
declaring  it  an  "emp  r 
athletic  facility."  Even  \t' 
tine's  I 
can  i 
count( ; 
e  m  p  1  ( f( 
benefit  j.' 
told,  th^ 
has  s  In 
Greene  ifr 
$6,000  a  I 
Since  hiriiji 
wafe  in  1995,  the  IRS  haj; 
challenged  him.  So  is  ^!» 
in  line  for  a  c 
gift  this  year?  Not  f 
Greene.  He  says  he'st 
busy  doing  other  people'  i 
es  to  shop.      Robert  B 


THE  BIG  PICTURE 


THE  PRO'S  PORTFOLIO  PICKS 

Money  managers  are  increasingly  opting  out  of  share; 
in  Smokestack  America  for  their  mutual-fund  holding 
Instead,  stock  in  industries  central  to  the  New  Econo 
especially  technology,  are  gaining  favor. 


INVESTMENT  BREAKDOWN 
OF  U.S.  MUTUAL  FUNDS 

■  Utilities/Energy 

■  Financials 

■  Industrial  cyclicals 

■  Consumer  goods 

■  Services 
«  Retail 

■  Health/Technology 


DATA  MORNINGSTAR  INC,  (YEAR-END  FIGURES) 


1994 


1998 


FOOTNOTES  Financial  service 


execs  who  see  moderate  increases  in  their  Asian  business  in  1999:  47%;  who  see  declines:  2/i 
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DATA,  THE  CONFERENCE  BOARD 


The  new  Power  Macintosh  G3. 


The  Power  Macintosh  G3  hcLs  been  completely  reinvented.  With  Pentinm-crushing  Power 
processors  np  to  400MHz.  the  world's  first  integrated  ATI  RAGE  128  2D/3D-graphics  accel( 
(the  new  industry  speed  champ,  faster  than  even  the  venerated  Voodoo2  add-in  card),  up  t( 
gigabyte  of  memory  and  up  to  100GB  of  internal  disk  storage.  The  new  Power  Macintosh  G 


' Ikisrd'm  HYII-murl: mh'Key  mila imvism-  V(irey  ''  llimmiiiil  Uhmory      i/ht  tliinif:,' iirillliihir  .\l,mh  I'}')')  ml'm  piilcCimluikT  lih  \ll rlithh  mmal  Ih- Affile hxn  //n-ll/n-,  Mmlillmh timl I'liirtr Miicmlosl 


j 


Now  opening  on  a  desk  near  you. 


I  V  PCI  slots  and  more  ways  to  connect  to  external  devices,  with  built-in  100Mbps  Ethernet,  USB  and 

a  [  !•  ireWire."  It  also  gives  you  a  revolutionaiy  way  to  access  the  revolutionary  technology  inside  -  a  side 

r  It  ( )pens  as  easily  as,  well,  opening  a  door  The  new  Power  Mac  G3.  Its  the  most  powerful,  expandable 

.  jssible  Macintosh"  ever  built.  Now  open  For  your  inspection  at  www.apple.com.  li  Think  different: 


Uai  Mill Ihmbilinm'iil lire luithmfirhotil'l'h'ijmijiiihr.  Im  I'liinrl'i: is ii  Iniihiiiirb iil IB\I iMpiiriiliiiii  llllkr/iiviliii/iimliamfimriiiima  iiieiiliinwilk-ivm  iiidrhclniili'iniiihn,  /harirfaliiriiini/niiiiis 
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LINUX-NOT  JUST 
FOR  CULTISTS 


There  are  several  inconsistencies  that 
appear  in  "It  miglit  not  break  Windows, 
but ..."  (News:  Analysis  &  Commen- 
tary, Feb.  1): 

First,  think  about  the  phrase  "pol- 
ished by  programmers  in  their  spare 
time."  This  "time,"  if  accounted  for  at 
the  professional  rates  these  "hobbyists" 
bill,  would  create  a  staggering  develop- 
ment figiu"e. 

Second,  these  "nerds"  are  available 
for  technical  suppoil  and  development 
simply  by  posting  issues  on  the  Inter- 
net; this  support  is  provided  only  be- 
cause of  the  love  of  the  "hobby" — tiy 
getting  better,  faster,  free  tech  support 
fi-om  any  major  corporation.  By  com- 
parison, the  going  rate  is  about  $150 
per  troubleshooting  incident  for  a  tech- 
nician who  may  or  may  not  solve  your 
problem. 

Tlui'd,  the  assertion  that  only  "a  small 
group  of  Linux  aficionados"  think  Linux 
is  viable  contradicts  a  later  fact  in  the 
same  article:  17%  of  servers  bought  in 
1998  iim  Linux.  Fiuthermore,  the  im- 
plication that  "Internet  access  providers, 
Web  sites,  and  universities"  are  not 
valid  organizations  compared  with,  say, 
aii'lines,  insults  every  corporation  cur- 
rently working  to  ci'eate  tlie  new  econ- 
omy for  the  next  centuiy. 

Companies  for  which  Linux  is  not 
"even  on  [the]  radar"  or  that  think 
Linux  is  "a  cult  thing"  are  missing  an 
opportunity  for  increased  reliability  and 
productivity,  and,  as  yom'  article  pointed 
out,  dramatically  reduced  implementa- 
tion, upgrade,  and  maintenance  costs. 

Jim  Pearson 
Chief  Operating  Officer 
Network  Bv  Design 
Oakland.  Calif. 

SOCIAL  SECURITY: 

BYE-BYE.  AMERICAN  PIE  

The  desperate  search  for  a  painless 
way  to  save  Social  Secuiity  has  sunk  to 
a  new  low — pure  gimmickiy  ("Social  Se- 
curity: Here  we  go  again,"  Editorials, 


Feb.  1).  To  be  sure,  investing  son  ^; 
the  budget  surplus  in  the  stock  ipi 
ket,  rather  than  using  it  to  pay  off  b 
emment  debt,  would  put  Social  Seci^ 
on  sounder  financial  footing.  Bi  \ 
would  do  so  only  by  reducing  the  a 
pected  returns  for  private  inves b 
who  would  wind  up  holding  fewer  (| 
ties  and  more  Ti-easury  bonds.  ** 
This  reshuffling  of  paper  asset^ 
tween  the  government  and  private  ja- 
ties  obviously  isn't  going  to  increase; 
savings,  productivity,  or  output  o|ii 
nation  as  a  whole.  Tlie  pie  isn't  goiii  t 
be  any  bigger,  so  the  nation's  abilii 
support  retirees  in  the  next  c^n 
won't  be  any  greater.  The  unforUi: 
reality  is  that  there  is  no  costle;-;s 
of  funding  Social  Security.  If  hci 
are  to  be  maintained,  someone  is  Ui 
to  have  to  pay. 

Joshua  N.  Feir 
John  R.  Will 
Bankers  Tnisi 
New 


ROBBING  SOCIAL  SECURITY 
TO  PAY  THE  GENERAL  FUND? 
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The  Clinton  Administration  co: 
ues  to  parrot  the  mantra  "Save  £ 
Security  now,"  yet  the  President  v 
more  of  the  very  same  government 
grams  that  in  the  past  have  raided 
ey  from  the  Social  Security  Tiaist 
("Advantage,  Clinton,"  News:  Am| 
&  Commentary,  Feb.  1).  For  rjljtj'}! 
decades,  the  U.  S.  government  haj 
dulged  in  the  habit  of  taking  mone,] 
of  Social  Security  funds  to  bolstq 
other  progi'ams.  This  off-budget  s{ 
ing  of  Social  Security  funds  is  posj 
the  biggest  thi-eat  to  elderly  Amerij 
retirement  plans. 

Why  has  Clinton  not  demandei 
islation  to  end  this  intra-fund  "bo: 
ing"?  If  Bill  Clinton  is  not  willii 
cut  off  the  politician's  spigot  to  offj 
get  spending,  then  we  simply  Ci 
trust  anything  else  he  has  to  sa; 
garding  Social  Security,  includinjl-;^  j, 
plans  to  "invest"  in  the  stock  marllt 
Richard 
Austin, 
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I  tREGTIONS&  CLARIFICATIONS 

'  leagues  of  their  own"  (Sports  Busi- 
!  Jan.  18)  contained  factual  errors.  The 
'  -n's  Fastpitch  League  is  now  called  the 
'  en's  Pro  Softball  League.  The  Orlando 
'  ICS,  the  league  champions,  did  not  go 
)  rupt,  but  play  was  suspended.  And  the 
1  ycap  was  $100,000,  not  $72,000.  In 
I  ion,  Jennifer  Rottenberg,  who  was 
t  i/ed  in  efforts  to  start  a  women's  soc- 
■  league,  was  a  consultant,  not  a 
'^r  and  never  told  BUSINESS  WEEK  that 
Soccer  Federation  was  "hostile"  to 
,'on  of  a  women's  league. 


siilent  Clinton  proposes  shifting 
:,  illion  in  general  revenues  to  the 
i  Spciuity  Tinst  Fund  over  the  next 
I  us.  Your  article  does  not  explain 
I  j  iac't  of  this  process.  Since  the  So- 
,  (urity  Tnast  Fund  exists  only  in 
I  m  of  lous  from  the  General  Fimd, 
.  I\  reason  a  suiplus  in  the  General 
u  can  be  declared  is  because  the 

0  boiTowed  from  the  Social  Secuii- 
st  Fund  is  entered  without  recog- 

it.s  source.  So  money  boiTowed 
Trust  Fund,  wliich  is  declared 
is  to  be  paid  back  to  the  Tiiist 
a  where  it  will  be  boiTowed  again 
ui  the  General  Fund,  since  that  is 
I'llace  it  can  legally  be  invested. 
>  this  "save"  Social  Seciu"ity? 
;  yeai'  ago,  it  was  predicted  that 
\  1(1  take  several  years  before  this 
'    -urplus  could  be  generated.  This 
n  typical  of  the  government's 
I  project  budget  estimates.  The 
-iirplus  is  the  result  of  a  hot 
driven  by  technology,  low  in- 
ites,  and  low  inflation. 

Ralph  Strong- 
Glen  Burnie,  Md. 

V  SN'T  REALLY 

»l  gONOMY.  STUPID  

I'conomy:  Clinton  has  played  liis 
.t'll"  (Economic  Viewjioint,  Feb. 
'  rs  a  huge  dose  of  reality  about 
it  litical  astuteness  of  Bill  Clinton 
I'l  he   economic   savvy   of  Alan 
pan.  Clinton  has  been  smart 
lo  take  advantage  of  all  of  the 
ci   that  have  spawned  this  vibrant 

01  ly.  including  the  dour  forecast  of 
•line  in  the  economy  in  1992,  to 
\  hich  generated  the  saying  "It's 
immy,  stupid."  In  reality  (as  lat- 
•ited),  the  economy  gTew  3.2%, 
then  Bush  had  been  defeated. 

'   writer  Robert  Kuttner  failed  to 
the  .$.54  million  per  day  that 
Reagan  and  George  Bush  were 
'  g  on  defense.  This  is  money  that 
s   feedback  into  the  economy — al- 


though it  more  than  did  its  job,  which 
was  to  put  the  Soviet  military  machine 
out  of  business.  We  are  now  realizing 
the  benefit  of  those  fimds  in  their  wind- 
fall effect  on  the  economy. 

Neil  L.  Harmon 
Lake  Forest  Park,  Wash. 

THIS  WORKFORCE  IS 

NOT  JUST  ANOTHER  STATISTIC 

"There's  something  screwy  about  the 
strong  labor  stats"  (Business  Outlook, 


Jan.  25 )  ignores  the  impact  of  immigi'a- 
tion  on  the  labor  supply.  Since  the  1994 
devaluation  of  the  peso  in  Mexico,  illegal 
immigration  has  been  surging,  as  evi- 
denced by  increased  apprehensions  of 
illegal  aliens  by  the  U.  S.  Border  Pa- 
trol on  our  Southwest  border  It  now 
exceeds  1.5  million  per  year. 

Many  of  those  who  don't  get  caught 
and  who  make  it  to  Houston  and  other 
cities  are  supplying  the  labor  for  the 
recent  increase  in  construction  acti- 
vity— without  putting  wage  pressure 


Al  here  has  his  mind  set  in  stone,  so  it's  unlikely  that  he  would 
see  the  value  in  the  Williams  level  of  innovation  and  reliability. 
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on  the  economy.  Some  of  this  wage 
slowdown  is  coming  fi'om  unscnipulous 
employers  who  hire  such  immigrants 
at  low  hourly  rates  without  thorough 
document  checks.  This  enables  them  to 
hire  "skilled"  construction  workers  out 
of  Mexico  and  Central  America,  with 
many  more  to  come  from  South 
America  with  the  cmTent  Brazilian  eco- 
nomic crisis  deepening.  Immigi-ants  are 
also  easily  filling  the  many  low-paid 
jobs  in  our  rapidly  expanding  service 
sector,  with  wages  below  the  national 
average. 

There  is  a  lack  of  official  data  from 
the  Labor  Dept.  on  this  phenomenon. 
Many  illegal  immigrants  are  hidden 
in  our  informal  economy,  work  for 
subcontractors,  and  are  not  counted  by 
surveys  to  compute  employment 
numbers. 

Alan  R.  Goozner 
Intelligence  Analyst 
Immigi'ation  &  Naturalization  Sei-vice 
Washington 

IS  THERE  A  12-STEP  PROGRAM 
FOR  WORKAHOLICS?  

I  enjoy  business  week  a  gi-eat  deal. 
But  the  juxtaposition  of  the  disintegra- 


tion of  Richard  E.  Belluzzo's  23-year 
marriage  and  his  mother's  concerns 
about  his  workaholism  with  the  state- 
ment that  such  "...  addiction  may  be 
just  wiiat  the  doctor  ordered  for  SGi ..." 
was  troubling  ("Wliat  makes  Rick  ran?" 
Information  Technology,  Feb.  1).  I  have 
never  believed  business  is  worth  sacri- 
ficing personal  relationships  for,  and  to 
congi-atulate  someone  for  it  seems  some- 
what myopic. 

William  Svendsen 
Portland,  Ore. 

SUN  VS.  MICROSOFT: 

IT'S  NOT  ABOUT  SIZE  

I  was  amused  by  the  suggestion  in 
"Sun  Power"  (Cover  Story,  Jan.  18) 
that  Sun  Microsystems  Inc.'s  Solaris 
operating  system  is  "under  a  bruising 
assault"  because  Microsoft  nt  is  ship- 
ping 1.6  million  copies,  compared  with 
Solaris'  167,000  in  1998,  according  to 
the  estimates  of  International  Data 
Coip.  Of  course,  Solaris  was  outshipped 
10  to  1:  It  takes  10  times  as  many 
servers  running  NT  to  equal  the  com- 
puting power,  reliability,  stability,  and 
availability  of  a  single  Sun  SPARC  lim- 
ning Solaris. 


NT  has  its  place:  in  environments] 
are  not  mission-critical.  But  man; 
crucial  business  data  and  servic( 
NT  servers  is  not  an  option. 

Paul  Theodoroi 
Senior  UNix  Systems  Administit 
Advanced  TelCom  Grouji 
Santa  Rosa, 

PREVENTION  USUALLY 
COSTS  MORE  THAN  CURE 

Although  Richard  L.  Huber, 
executive  of  Aetna  Inc.,  is  rightj 
government-inn  health  care  wouli 
fiasco  of  undreamed-of  proportio: 
is  not  quite  accurate  in  making  t 
gument  that  managed  care  keeps 
pie  healthy  rather  than  waiting 
they  become  sick  ("Managed  care 
a  bum  rap,"  Readers  Report,  Jan 
If  this  were  true,  there  would  b( 
unhappy  patients  and  equally 
complaints.  Since  that  is  obvious! 
the  case,  there  must  be  more  t( 
equation.  F 

Unfoitunately,  prevention  is  ch^ 
than  cure  only  within  very  limite|! 
rameters.  And,  unlike  doctors,  wh 
trained  to  fight  disease  no  matter  ti. 
much  it  costs,  managed  care  is 
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1  in  prevention  only  when  it  saves 
<.y,  which  is  less  often  than  most 
le  realize. 

simple  example:  mammograms.  If 
ted  early,  breast  cancer  is  curable 
)ximately  90%  of  the  tiine  with- 
;|  fiastectomy.  And  the  overall  five- 
li  survival  rate  for  such  cancers  is 
(  tounding  97%.  So  why  has  it  tak- 
1  deral  and  state  legislation  to  force 
H  ged-care   companies   to  cover 
i;  y  mammogi'ams  for  women  over 
ge  of  50?  And  why  is  there  still 

I  FINDING  US  ONLINE 
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full  text  of  Business  Week,  the  Business  Week 
'  Briefing,  and  seven  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
sign  up  for  BW  on  AOL,  :all  (800)  641-4848 
and  mention  Business  Week. 

MaVen 

ling  for  computer  equipment?  Visit  Maven,  our 
ne  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
3o  to  Keyword:  Maven  on  America  Online, 

or  to  the  World  Wide  Web  at 
'ww.maven.businessweek.com 


much  resistance  to  covering  them  for 
women  between  the  ages  of  40  and  50, 
even  though  breast  cancer  kills  more 
women  aged  35  to  45  than  any  other 
disease? 

The  answer  is,  unfortunately,  that 
even  though  the  treatment  of  early 
breast  cancer  costs  a  lot  less  than  cai-ing 
for  those  with  more  advanced  disease, 
performing  mammograms  every  year 
on  every  woman  over  the  age  of  40  to 
detect  those  few  who  will  develop  a 
cancer  in  any  one  year  costs  a  gi'eat 
deal  more  than  doing  the  mammogi'ams 
less  often  and  missing  a  few  early  can- 
cers. In  other  words,  that  much  pre- 
vention is  not  cost-effective.  And,  there- 
fore, it's  not  good  for  bottom-line  profits 
or  stockholders.  And  those  are  the  real 
concerns  of  for-profit  managed-care  com- 
panies, including  Aetna. 

David  H.  Fields,  M.  D. 
Vice-President 
Association  of  Independent  Physicians 

New  York 

XALATAN:  AN  Rx 

FOR  FEWER  DOCTOR  VISITS 

"When  an  ounce  of  prevention  costs 
too  much"  (News:  Analysis  &  Com- 
mentaiy,  Jan.  25)  misses  sevei'al  points, 
based  on  my  experience.  You  cite 
Kaiser  Permanente's  costs  of  prescrib- 


ing Xalatan  for  glaucoma.  I  am  one  of 
those  patients.  The  generic  beta  block- 
er I  tried  for  ocular  pressure  did  not 
work,  and  I  saw  my  ophthalmologist 
up  to  four  times  per  year.  With 
Xalatan,  we  will  be  down  to  one  visit 
per  year.  So,  dnag  costs  are  clearly  up, 
but  the  total  cost  of  treatment — where 
is  that  accounting  category? — is  surely 
down. 

R.  L.  Promboin 
Westlake  Village,  Calif. 
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Books 


THE  EMPERORS  OF  CHOCOLATE 

Inside  the  Secret  World  of  Hershey  and  Mars 

By  Joel  Glenn  Brenner 

Random  House  •  366pp  •  $25.95 


IT'S  NOT  ALL  KISSES 
IN  CANDYLAND 


There  seems  to  be  a  formula  for 
writing  books  about  kid-focused 
companies:  Describe  in  flowery 
terms  the  joy  the  products  bring — 
whether  toys,  animated  movies,  or  fast- 
food  restaurants — and  then  compare 
that  with  the  hard-nosed  business  be- 
hind the  smiles.  In  several  recent  books 
of  this  sort,  however,  the  competitive 
tactics  have  turned  out  to  be  rather 
commonjjlace,  leaving  readers  with  little 
feeling  of  contrast. 

In  E>»perors  of  Chocolate,  Joel  Glenn 
Brenner  follows  the  same  path  but  ends 
up  in  a  different  place:  She  actually  has 
found  an  unusual  industry — one  that 
stands  out  both  because  of  its  sweet  im- 
age and  somewhat  som-  reality.  Her  sub- 
jects are  the  families  behind  Hershey 
Foods  Coi"}).  and  Mars  Inc. — who  have 
built  most  of  America's  $14  billion  candy 
business.  She  uses  them  to  spin  an  en- 
tertaining tale  full  of  good  anecdotes — 
but  one  that  falls  short  because  of  re- 
porting gaps  and  a  perception  of  the 
business  world  that  borders  on  naive. 

Chocoholics  will  forgive  her,  though, 
because  there  is  much  to  savor  here. 
The  book  describes  eveiything  from  the 
processing  of  cocoa  beans  to  the  search 
for  the  next  big  candy  bar.  Along  the 
way,  readers  get  tidbits  that  are  excel- 
lent fodder  for  bar  bets.  Guess,  for  ex- 
ample, what  percentage  of  M&Ms  are 
browTi?  The  coiTect  answer  is  30%:  Red 
and  yellow  each  account  for  20%;  and 
orange,  blue,  and  gi'een  10%  each.  But 
Mars  changes  the  mix  occasionally. 

The  U.  S.  candy  business  as  we  know 
it  started  in  the  late  19th  century  with 
Milton  Hei'shey,  a  Mennonite  who  built 
a  thriving  caramel  business  in  Pennsyl- 
vania. By  1893,  when  he  saw  a  Gennan 
chocolate-making  machine  at  a  world's 
fair,  he  bought  it.  The  purcliase  shaped 
his  legacy.  He  sold  his  caramel  business 
and  set  up  a  Utopian  industrial  town 
where  he  would  make  chocolate. 


Chocolate  was  hardly  a  novel  product. 
In  Central  America,  it  had  been  dnmk 
as  early  as  1000  B.C.,  and  Columbus 
brought  cocoa  beans  back  to  Europe. 
But  when  Hei'shey  broke  ground  on  his 
factory  in  1903,  solid  chocolate  was  just 
becoming  a  food  for  the  American  mass- 
es. He  eschewed  Eui'opean  foirnulas  for 
milk  chocolate  and  instead  hit  upon  an 
entirely  new  process,  one  that  actually 
soured  the  milk.  That  accounts  for  the 
distinctive  Hershey  taste — and  for  the 
enormous  popularity  that  drove  Kisses 
to  $2  million  in  sales  in 
1907,  their  debut  year. 

The  company  continued 
to  prosper  in  the  next 
decades,  but  what  made  it 
stand  out  was  the  tovm  it 
created  and  called  home: 
Hershey,  Pa.  There,  with 
the  aroma  of  chocolate 
wafting  over  eveiy  street, 
Milton  Hershey  built  parks 
and  schools,  paid  above-av- 
erage wages,  opened  a  tu- 
ition-free jimior  college,  and 
set  up  a  school  for  oiphans. 
But  he  was  not  without 
contradictions.  When  workers  seized  the 
factory  in  1937  to  protest  the  60-hour 
work  week,  Hershey  stood  by  as  dairy 
farmer's,  who  depended  upon  sales  to  the 
company,  dr-agged  the  strikers  out  and 
beat  them  unconscious. 

After  Her-shey's  death  in  1945,  the 
company  cbifted.  It  eschewed  advertising 
for  decades  and  cut  costs  instead  of  ex- 
panding into  Europe  and  capitalizing  on 
the  huge  pr'esence  it  had  built  during 
Worid  War  II.  By  the  1970s,  Mars  had 
closed  the  gap  in  domestic  sales,  even 
surpassing  No.  1  Hei'shey  on  several  oc- 
casions. Globally,  Mar"s  is  now  the  clear 
leader-,  with  15%  of  all  candy  sales. 

Mar's's  inter-national  success  results 
trom  the  family's  visionar-y  appi-oach  to 
business.  The  amalgamation  of  two  com- 


panies— one  star-ted  by  Fr-ank  Ma; 
1914,  the  other  by  his  son  For-re 
Mars  has  been  something  of  an 
known  laboratory  for  the  theori( 
management.  Almost  any  worker 
halt  the  production  line.  Salary  is  t 
largely  on  company  perfor-mance. 
even  top  manager-s  work  in  a  lar-ge 
ar-ea.  Notes  Br-enner:  "Such  popular 
products  as  General  Motor-s  Corp.'s 
urn  have  been  built  on  these  so-c 
innovative  ideas." 

But  if  Milton  Her-shey  was  somei  'f 
of  a  par-adox  wher-e  employees  were  f 
cer-ned,  the  Marc  family  could  be  dr 
r-ight  cmel.  Over  the  year-s,  family  rs 
ber-s  regularly  subjected  wor-ker 
screaming  fits.  They  even  abused  i 
other:  Once,  dur-ing  a  high-level  rii 
ing  in  Germany,  Forr-est  Mars  madi 
son  John  get  on  the  floor  for  an  r 
and  pray  for  the  company's  sucf 
Brenner-  writes.  With  Joim  on  his  k  t 
For-r-est  continued  with  the  agenda  j- 
Unfor-tunately,  such  r-ich  detail  f 
not  overcome  the  b  I 
lapses.  A  former  Was  l 
tou  Post  financial  r-ep(|i 
Br-enner  seems  to  hi 
sur-prisingly  super-fici; 
der-standing  of  Corp^ 
Amer-ica.  She  complai 
often  about  company 
Litives'  r-efusal  to  coopj 
with  her  and  finds 
nrarkable  that  an  ind 
association  spokesma: 
clined  to  comment  o 
Hershey-Mar-s  rivalr 
book  repeats  the  coj 
tioner-y  companies'  du] 
claims  about  the  nutr-itional  val 
chocolate,  pr-oviding  little  objective 
ment.  And  the  author  is  prone  to 
statement:  "Millions  of  people  v 
the  park  and  factory  each  year," 
ner  writes  of  Hershey's  town, 
ever-y  one  of  them  became  a  lifj 
Hershey  customer." 

Emperors  of  Chocolate  would 
been  better  had  it  been  tr-immed  b| 
pages  and  aimed  to  be  a  straig]| 
ward  and  entertaining  history  o: 
dy.  In  that  regar-d,  the  book  reseml 
chocolate  bar:  It's  a  tasty  snack 
not  a  satisfying  meal. 

BY  DAVID  LEONh 
Chicago  correspondent  Leonharvi 
joys  Hershey  bars  and  Mars's  ti 
Musketeers. 


ONCE.  DURING  A  MEETING,  FORREST  MARS  MADg 
HIS  SON  JOHN  PRAY  ON  THE  FLOOR  FOR  AN  HOU! 
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One  oF  our  most  important  oFFerings 
doesn't  appear  in  our  catalog. 


Rom  Beh 
Distribirtion  Supeivisor 
Rochester  Distribution  Center 
Rocliester,  NY 


Meet  Ron  in  our  shipping  department 


J  Boise  Cascade  It's  not  that  he's  shy  or  even  that  we  don't  want  you  to  see  him.  Let's  just  say  that  Ron  represents  a  whole 

■  Office  Products 

wAw.bcop.com  team  of  people  at  Boise  Cascade  Office  Products  who  work  behind  the  scenes  to  make  your  job  easier 
ur  professional  sales  reps  who  design  a  system  that  works  the  way  you  do.  Or  customer  service  and  warehouse  associates, 
Dn,  who  find  ways  to  accurately  receive  and  process  your  orders.  Everyone  through  our  skilled  delivery  fleet  helps  us  achieve 
)ercent  on-time  delivery  rating,  so  your  orders  arrive  when  and  where  you  need  them.  We  make  sure  that  you  get  what  you 
0  keep  your  office  running.  Call  888-B0ISE-88  and  we'll  deliver  a  box  full  of  attractive  ways  to  simplify  your  business. 


BOISE.  IT  COULDN'T  BE  easier: 


FICE  SUPPLIES  •  TECHNOLOGY  PRODUCTS  •  FURNITURE  •  PROMOTIONAL  PRODUCTS 


Building  Partnerships  Between 
Business  and  Conservation 


Two  Honored  for  Outstanding  Achievements 


Michael  Beck,  Director  of  San  Diego's 
Endangered  Habitats  League,  is  the  winner  of 
our  1999  Alexander  Calder  Conservation 
Award.  His  Natural  Communities  Conservation 
Plan  will  set  aside  172,000  acres  of  coastal 
habitat,  protecting  80  rare,  threatened  and 
endangered  animal  and  plant  species.  The  plan 
also  enables  appropriate  development  over  a 
surrounding  378,000  acres.  Michael  has  so  ably 
demonstrated  that  through  hard  work  and  com- 
promise, economic  and  environmental  progress 
can  be  achieved  together. 


Kim  Waltmire,  a  second-grade  teacher  at  jack 
Jackter  Elementary  School  in  Colchester,  CT,  is 
the  winner  of  our  1999  Gene  Cartledge  Award 
for  Excellence  in  Environmental  Education. 

Eight  years  ago  Kim  created  a  program  that 
brings  together  her  students  and  senior  citizens 
to  study  important  environmental  issues.  In 
1998,  participants  studied  environmental  issues 
on  Long  island  Sound,  and  learned  how  a  clean 
environment  is  vital  to  a  healthy  economy. 
We  salute  Kim  for  her  outstanding  commitment 
to  teaching. 


Union  [amp 


THE  CONSERVATION  FUND 

Union  Camp  Coi-poni!ion  and  The  Conseivation  Fund  arc  proud  to  recognize  the  special  peop/e  who  help  sttike  a  balance 
between  the  interests  of  the  economy  and  conseivation.  We  do  so  through  two  annual  awards  -  The  Alexander  Calder 
Conseivation  Award  and  the  Gene  Cartledge  Award  for  Excellence  in  Environmental  Education. 

Our  1^99  winners  each  received  a  $10,000  grant  from  Union  Camp  at  a  ceremony  held  in  their  honor  in  Washington  D.C. 
For  additional  information  call  (703)  bS3~299b  or  (973)  628  2482,  or  visit  our  web  site  at  www  unioncamp.com 
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YOUR  Second  $20  million, 
Fortunately,  Comes  easier. 


Life  on  Easy  Street  arrives  with  a  surprise: 
the  walk  can  be  hard.  The  celebrated 
"comfortable"  life,  it  turns  out,  often  is  not. 

A  friend  suggested 
this  when  he  reminisced 
about  his  earlier  life; 
when  you  have  no 
money,  he  said,  you 
never  worry  about  what 
to  do  with  it. 

In  our  friend's  sim- 
pler times,  he  never 
faced  the  realization  thai 
one  bad  decision  could 
cost  him  more  in  taxes 
than  his  father  had  evei 
earned.  Nor  had  our 
friend  ever  learned  that 
the  old  axiom  "never  spend  the  principal"  could 
cost  him  hundreds  of  thou.sands  of  dollars. 

To  help   make  the   "comfonable"  life 
more  comfortable,  we  prattice 
total  wealth  DumageDioil .  We 
integrate   investment  planning 


LOWRYHILL 


and  execution  with  income  and 


I  .\  I     V\  I-  A  I   I  U    M  .\  N  A  G  ^  M  I-  N 


MINNFAPOLIS  AND 


I  I  T  S  n  A  I  E 


estate  tax  planning,  custody  and  family  office 
.services,  and  charitable  gift  management.  And 
we  bring  order  to  your  busy  life. 

Our  investment  and 
financial  principals  pro- 
vide these  ,sei"vices  to  225 
tamilies  whose  average 
net  worth  now  exceeds 
million,  and  whose 
loyalty  to  us  is  remark- 
able. Virtually  every 
client  to  ever  join  us  is 
still  with  us,  in  38  states 
nationwide. 

The  rewards  for  their 
remarkable  devotion,  by 
the  way,  have  never  been 
greater.  Even  by  today's 
near  vertical  stock  market  standards,  Lowry 
Hill'  clients  have  flourished. 

You  can,  too  —  while 
you  thoroughly  enjoy  the  ride. 
Peter  Glanville  (888-648-8157  or 
peterg@lowryhill.com)  would 
be  delighted  to  tell  you  how. 


Illl-L   1>   A   SERVICE   MARK   Of   WllLS    rAlli.o   .'4    l.DMPANV    WD   AN    Allll)AriON   Oh    iDViRY    HILl    I  \' V  f  M  M  E  N  I    ADVISORS.    iNC    AND    NOR«EM    BANK   MlNNt.SOTA.  NA 


Macromedia.  It  makes  your 
websites  more  exciting,  more 
lively,  more  punchy. 
More  stimulating. 
Pour  some  into  your  website. 
www.macromedia.com 


add  life  to  the  web 


Allied  Arts  Guild  i 


Historic  Spanish  Luloiual  Architecture,  Magnificem  Gunlois.  I  icscu  Bitciio  Murals 


Artisans'  Studios  and  Shops 
Restaurant,  Private  Parties,  Special  Events 

75  Arbor  Road  at  Cambridge,  Menlo  Park,  CA  94025 

Open  to  the  public  Monday  -  Saturday,  10  am  -  5  pm 
For  information  call  650»322*2405 
For  restaurant  reservations,  call  650»324»2588 

The  Allied  Arts  Guild  is  managed  by  the  volunteers  of  Woodside-Atherton  Auxiliary, 
benefiting  Lucile  Salter  Packard  Children's  Hospital  at  Stanford. 


■5^  LUCILE  PACKARD  CHILDREN'S 
^  HEALTH  SERVICES  AT  STANFORD 

UCSF  Stanford  Health  Care 


chnology  &  You 


rEPHEN  H.  WILDSTROM  

»RUCING  UP  YOUR 
)ME  NETWORK 


ucts  are  on  the 

0  keep  your  files 
re  and  link 

lac  households 

t  a  lot  of  questions  in 
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afraid  I  cre- 
M.me  false 
uions  when 
my  Mac 
>\  indows  PC 

an  Inter- 

^  mnection 

1  ine  wires. 
1(1  be  tough 

nyone  to 
i)e  system. 

Systems 
me  com- 
I  hardware 
t   has  no 

0  sell  at  retail.  I  also 
cobble  the  software 

er,   using  WinProxy 
Ositis  Software 
isitis.com)  to  share  a 

1  mnection,    and  PC 
irom  Miramar  Sys- 

u  ww.miramarsys.com) 
the  PC  and  Mac  use 
her's  files. 
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■  folks  with  Macs,  or  a 
Ahics  and  pes,  but  you 
n,u  to  have  to  be  pa- 
I  nlike  PC  companies 
as  Compaq  and 
i  -F^ackai-d,  Apple  Com- 
las  avoided  home  net- 
^,  preferring  to  leave 


it  to  other  companies.  Fortu- 
nately, Farallon  Communica- 
tions, a  longtime  supplier  of 
Mac  networking  gear,  has 
taken  up  the  challenge.  This 
spring,  Farallon  plans  to  un- 
veil hardware  that  will  allow 
any  Mac  to  use  a  home  phone 
wire  for  networking,  along 
with  software  for  Net  access 
and  PC-Mac  file  sharing.  The 
products  have  not  yet  been 
priced,  but  Farallon  says  they 
will  be  competitive  with  ex- 
isting Windows 


products,  which  should  mean 
around  $50  per  computer.  A 
little  later  in  the  year,  3Com 
plans  to  unveil  a  Mac  phone 
wire  adapter  that  will  work 
with  iMacs  and  the  newest 
G3  computers. 

Whether  using  Macs  or 
Windows,  home  networks  and 
fast  Internet  connections 
raise  some  privacy  and  secu- 
rity issues.  Anyone  on  these 
networks  should  realize  that 
once  file  shaiing  is  tmiied  on, 
the  files  on  any  computer 
could  be  read  by  another  ma- 
chine on  the  local  network. 
Some  network  security  is 


built  into  Windows  95  and  98 
and  Macos,  but  it  wouldn't 
stop  a  bright  8-year-old. 

For  home  users,  the  dan- 
gers are  minimal,  since  any- 
one in  your  family  can  get  all 
of  the  information  in  your 
computer  already.  A  bigger 
issue  is  unwittingly  sharing 
files  with  youi'  neighbors.  If 
you  connect  to  the  Inter- 
net thi'ough  a  cable  modem 
and  have  file  sharing  acti- 
vated on  your  computers, 
your  data  may  be  accessi- 
ble to  the  200  or  so  people 
who  connect  to  the  cable 
system  at  the  same  point. 
Home  networking  over  power 
lines,  if  it  becomes  practical, 
can  give  new  meaning  to 
Windows'  Network  Neigh- 
borhood by  making  yom'  files 
visible  to  everyone  getting 
their  power  from  the  same 
transformer,  even  without  an 
Internet  connection. 
Cable  companies 
are  dealing  with  the 
problem.  They  have 
started  using 
modems  that 
encrypt  all  traf- 
fic and  restrict 
unauthorized  ac- 
cess. You  can  en- 
crypt sensitive 
data  yourself  with 
a  program  such  as 
Symantec's  Norton 
Your  Eyes  Only. 

Wireless  network- 
ing is  a  good,  though 
more  expensive,  alter- 
native to  the  use  of 
phone  wires.  In  my  network- 
ing column,  I  overlooked  a 
suppher  of  wireless  gear.  The 
wireless  networking  cards 
fi-om  WebGear  (408  271-9888 
or  www.webgear.-com)  oper- 
ate in  the  900-Mliz  band  used 
by  cordless  phones  and  cost 
about  $120  a  pair  (after  re- 
bate). This  spring,  WebGear 
plans  to  ship  a  setup  that 
works  in  the  more  reliable  2.4- 
Gliz  band,  and  that  should  be 
an  industry  price  leader  at 
about  $199  a  pau-.  One  tiling  I 
learned  from  my  column  is 
that  there  are  a  lot  of  people 
who  would  love  to  give  home 
networking  a  try. 


BULLETIN  BOARD 


WEB  SEARCHES 
GOING  THE  EXTRA  MILE 

Following  my  Feb,  8  column 
on  better  Web  searching,  I 
heard  from  several  readers 
who  offered  additional  recom- 
mendations. Most  are  what 
are  known  as 
meta-search 
tools:  sites  that 
harness  several 
conventional 
search  engines 
and  then  try  to 
make  a  coherent  presentation 
of  what  can  be  overwhelming 
results.  If  you  really  want  to 
do  an  exhaustive  search,  Dog- 
pile  (www.dogpile.com)  will 
turn  14  search  engines  loose 
on  your  query.  It  offers  addi- 
tional specialized  searches  of 
Net  discussion  groups,  news 
wires,  business  news,  and 
software  archives.  ProFusion 
(www.profusion.com)  is  less 
relentless,  but  does  better  at 
ranking  the  results  for  accu- 
racy. SavvySearch  (www.sav- 
vysearch.com)  is  good  at  spe- 
cialty searches,  for  instance, 


sav 

SEARC 


letting  you  limit  your  sources 
to  onlme  encyclopedias.  Some 
Macintosh  owners  took  me  to 
task  for  not  mentioning  Sher- 
lock, a  feature  of  the  new 
MacOS  8.5.  Sherlock  is  not  a 
search  engine  as  such  but  a 
nifty  tool  that  allows  a  seam- 
less search  of  both  the  con- 
tent of  hard  drives  and  of  the 

ProFusion  ® 

internet.  A  wide  variety  of 
software  "plug-ins"  lets  you 
link  your  desktop  directly  to 
an  assortment  of  data 
sources,  from  traditional 
search  tools  like  Yahoo!  to  the 
Amazon.com  book  catalog. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Probably  you  don't  think  of  anyone  at  your  company  as  a  node  either.  They're  users.  People.  Individuals. 

Your  network  should  recognize  individuals  too.  And  it  can,  right  now,  with  Novell  Directory  Services^  (NDS").  jf 

With  NDS  software,  everyone  on  your  network  has  a  unique  pr(i< 
They  can  access  the  network  online  to  get  all  the  necessary  business  tools  even  when  they're  away  from  the  office.  With  one  passwoji 
network  identifies  which  files  and  applications  they  may  use,  while  restricting  access  to  secure  or  sensitive  documents.  I 
NDS-enabled  applications  monitor  the  system  to  correct  problems  like  Y2K  before  they  turn  into  downtime.  NDS  in 
designed  to  work  on  a  variety  of  platforms  like  NetWare  ,  NT  and  UNIX",  because  different  people  and  departments  have  different  n}l 

You  need  a  network  of  people,  not  nodes.  You  need  a  networking  specialist.  You  needi 
www.novell.com/node  or  1-800-509-1800  u 


Novell 


open/net/works 


Economic  Viewpoint   | 


BY  ROBERT  J.  BARRO 


REAGAN  VS.  CLINTON: 

WHO'S  THE  ECONOMIC  CHAMP? 


BY  A  NOSE: 

Reagan's  first 
term  was 
tops-it  broke 
the  back  of 
inflation. 
Clinton's  last 
term  comes  in 
second.  But  he 
still  has  two 
years  to  go 


Robert  J.  Barro  is  a  professor  of  eco- 
nomics at  Harvard  University  and  a 
senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


When  it  comes  to  honesty  and  alleged 
criminal  behavior,  the  differences 
between  Presidents  Nixon  and  Clin- 
ton are  arguable.  But  for  economic  outcomes, 
the  distinction  could  not  be  clearer.  Nixon's 
ouster  in  1974  came  dming  a  period  with  the 
next-to-worst  economic  record  of  the  13  Ad- 
ministrations since  World  War  II.  Only  the 
Carter  Presidency  had  a  poorer  showing.  In 
contrast,  Clinton's  second  Administration  has 
the  best  record,  except  for  President  Rea- 
gan's fu'st  term. 

The  following  table,  wiiich  might  be  called 
the  Barro  misery  index  (BMI),  is  a  better 
measure  than  the  original  misery  index  (a 
term  coined  by  Arthur  Okun,  an  adviser  to 
Lyndon  Johnson).  It  adds  gross  domestic 
product  and  interest  rates  to  inflation  and 
unemployment.  And  the  bmi  looks  at  change 
over  the  entire  course  of  each  Presidential 
tenn,  not  just  the  level  of  say,  inflation  or  un- 
employment at  the  time. 

According  to  my  definition,  misery  in- 
creased if  the  inflation  rate  rose,  if  the  un- 
employment rate  went  up,  if  long-term  in- 
terest rates  increased,  and  if  the  growth  rate 


The  Barro  Misery  Index  for  U.S.  Presidents 


ew 

leali' 
I  till 


Changes  in  Rates  of... 


INFLATION 

UNEM- 
PLOYMENT 

LONG-TERM 
INTEREST 

GDP  MISERY 
SHORTFALL  INDEX 

RANK 

REAGAN  '81-'84 

-6.3 

1.4 

-0.7 

0.7 

-4.9 

1 

CLINTON  'gy-'gs 

-1.4 

-0.6 

-1.5 

-1.0 

-4.5 

2 

REAGAN  '85-'88 

0.0 

-0.8 

-2.1 

-0.2 

-3.1 

3 

KENNEDY-JOHNSON  '61-'64 

-0.4 

-0.8 

0.3 

-1.6 

-2.5 

4 

CLINTON  '33-'% 

-0.4 

-1.4 

-0.8 

0.2 

-2.4 

5 

TRUMAN  '49-'52 

1.2 

0.4 

0.3 

-2.7 

-0.8 

6 

BUSH  '89-'92 

-0.3 

0.9 

-1.8 

1.7 

0.5 

7 

JOHNSON  '65-'68 

2.2 

-1.1 

1.5 

-1.3 

1.3 

8 

NIXON  '69-'72 

-0.1 

1.6 

0.0 

0.1 

1.6 

9 

EISENHOWER  '57-'60 

-1.2 

1.3 

0.5 

1.3 

1.9 

10 

EISENHOWER  '53-'55 

0.2 

1.6 

0.6 

0.7 

3.1 

11 

NIXON-FORD  '73-'76 

4.4 

1.5 

0.8 

1.3 

8.0 

12 

CARTER  '77-'80 

4.8 

-1.3 

5.5 

0.4 

9.4 

13 

Notes:  The  change  in  the  rate  of  consumer  price  inflation  (CP!)  is  the  difference  between  the  average 
for  the  term  and  the  average  of  the  last  year  of  the  previous  term  The  change  in  the  unemployment 
rate  is  the  difference  between  the  average  value  during  the  term  and  the  value  from  the  last  month 
of  the  previous  term.  The  change  in  the  interest  rate  is  the  change  in  the  long-term  government 
bond  yield  during  the  term.  The  GDP  growth  rate  is  the  shortfall  of  the  rate  during  the  term  from 
3.1%  per  year  (the  long-term  average  value).  The  change  in  the  misery  index  is  the  sum  of  the  first 
four  columns.  The  rank  in  the  last  column  goes  from  lowest  to  highest  misery. 

of  real  GDP  was  below  average.  The  pei 
mate  column  adds  these  items  to  com 
the  overall  contribution  to  miseiy.  The 
column  ranks  the  Administrations,  where 
the  least  miseiy  and  13  is  the  most, 

Clinton  had  a  strong  fii'st  tenn.  Declin 
unemployment,  in  interest  rates,  and  in 
tion  combined  with  average  economic  gr< 
to  give  him  a  fifth-place  ranking,  right 
hind  the  Kennedy-Johnson  teiTn. 
NONPARTISAN  VIEW.  The  fli'st  two  yea 
Clinton's  second  term  brought  even  b 
results.  Tlie  gTowth  rate  of  GDP  in  1998 
is  the  highest  since  1984,  the  unemployi 
rate  (4.3%)  is  the  lowest  since  1970,  the 
sumer  price  index  inflation  rate  (1.6%)  i 
lowest  since  1986,  and  long-tenn  interest 
(roughly  5.2%  at  yearend)  are  the  lo 
since  1967. 

But  the  same  process  that  gives  CI 
such  high  marks  still  puts  Reagan's  first 
at  the  top.  Reagan  broke  the  back  of  infl  Wf 
that  had  built  up  since  the  '60s.  No  c 
the  Wliite  House  will  explain  why  my  sc  ffiilies 
is  accLU'ate  for  Chnton  and  wrong  for  Rei  mug 
but  a  nonjtartisan  view  would  accept 
verdicts. 

Is  policy  or  luck  b(  sded 
Clinton's  economic  sue 
When  it  came  to  grc 
his  good  policies — su(  ^^-^^^ 
free  trade,  welfare  re: 
spending  restraint, 
stable  monetary  pel: 
outweighed  his  bad 
cies.  Some  of  them  an 
income-tax  rate  hike, 
mum-wage  increase, 
ly-leave  regulation, 
overzealous  antitrusfttt:  iti  s 
forcement. 

The  key  is  probabl; 
absence  of  any  reall; 
error  in  domestic 
Nixon  had  price  conjf  -'os 
Bush  had  the  Amerf  OQ)' 
with  Disabihties  Act 
Clinton's  health-care 
posal  didn't  get  pass(| 
Congress.  Of  course, 
are  still  (apparently] 
years  to  go  in  the  C' 
Presidency.  He's  still  i 
tender  to  overtake  R< 
in  my  bmi. 


loutoi 


ogei 


Migit 
lericQ' 
ini 
t'onlog 
tax 
3th 
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Take  five  smart  steps 
to  retiieinent  with 
one  easy  solution 

Call  for  Prudentiars  free  5-Point  Retirement  Review. 


oday,  you're  faced  with  all-new  retirement  challenges  that  call  for  new  solutions.  Prudential  introduces 
n  idea  whose  time  has  come.  We  call  it  the  5-Point  Retirement  Review — a  smart  way  to  address  the 
ey  steps  to  sound  retirement  planning,  all  in  one  easy  work  session.  You  can  call  today  to  find  out  more. 


New 
Realities 
of  the  New 
Retirement 

-act:  A  recent 

ifudy  concluded 
hat  American 
amilies  are 
■aving  at 
about  one- 
hird  the  rate 
leaded  to  retire 
;omfortably 
ji  age  65.' 

•act:  Today, 
inly  1  in 
'0  eligible 
\mericans 
ire  taking 
idvantage 
)f  the  tax- 
ree  Roth  IRA? 

■act:  In  some 
icrts  of  the 
ountry,  skilled 
lursing  care 
on  cost  as 
nuch  as  $200 
)er  day? 


Assess  your  goals  and  find 
the  right  investment  mix.  It's 
the  first  step  in  any  sound  retirement  plan. 
A  Prudential  professional  will  help  you  decide 
how  much  you  need  to  invest  and  how  much 
risk  you  can  take,  based  on  when  you'd  like  to 
retire.  Then  you'll  create  a  diversified  portfolio 
including  stocks,  bonds,  mutual  funds,  and 
more,  to  help  you  retire  on  time. 


Protect  your  estate.  Proper 
planning  now  can  help  ensure  that  more 
of  your  assets  end  up  in  the  hands  of  your 
loved  ones — and  less  in  the  hands  of  the  IRS. 
Prudential  can  show  you  how  life  insurance, 
trusts  and  gifting  strategies  can  help  reduce 
the  effects  of  taxes  on  your  estate. 


^   Make  the  most 

of  your  tax- 
advantaged  invest- 
ment opportunities. 

You  have  more  tax-friendly 
options  than  ever  before — 
traditional  and  Roth  IRAs, 
401(k)sand  403(b)s,  fixed 
and  variable  annuities. 
Prudential  can  walk  you 
through  your  choices  and 
help  you  create  a  tax-smart 
investment  strategy. 


PRUDENTIAL 


5'POINT 

RETIREMENT 

REVIEW 


Make  your  wealth  last.  As  you 

draw  closer  to  retirement,  it's  wise  to  start 
thinking  about  capital  preseiYation. 
We'll  introduce  you  to  sound  solutions 
— like  CDs,  money  market  funds  and 
life  insurance — that  can  help  you 
make  sure  your  wealth  lasts  as  long 
as  your  retirement. 


Consolidate 

your  retirement 
assets.  It  happens  so  fast.  You  open  an 
IRA.  You  go  through  several  jobs  and  several 
401  (k)s.  Before  you  know  it,  your  nest  egg 
looks  a  little  scrambled.  We'll  help  you  roll 
over  your  assets  and  manage  them  in  one 
all-purpose  account. 


Call  today  for  our  free 
brochure  The  New 
Retirement  Starts  Here, 
and  v/e'll  also  help 
you  make  arrangements 
for  your  free  Review. 

1  -800-THE-ROCK 

ext.  3227 

vnvw.prudential.com 

Prudential 


lette  Takamura,  Asst.  Secretary  for  Aging,  Dept.  of  Healtfi  and  Human  Services,  before  the  Senate  Special  Committee  on  Aging, 
f  jory  18,  1998.  *T/ie  Wall  Street  Journal,  December  3,  1998.  -^Cuide  to  Choosing  a  Nursing  Home,  published  by  the  Health  Core 
f  icing  Administration— Medicare  and  Medicaid,  U.S.  Dept.  of  Health  and  Human  Services,  April  1996.  ©1999  The  Prudential  Insurance 
'  pony  of  America,  751  Broad  Street,  Newark,  NJ  07102.  Securities  products  and  services  are  offered  through  Prudential  Securities, 
'  Vv/oter  Street,  New  York,  NY  10292  (member  SIPC),  and  Pruco  Securities  Corporation,  751  Broad  Street,  Newark,  NJ  07102,  both 
i  diaries  of  Prudential.  Since  neither  Prudential  nor  its  representatives  can  give  legal  or  accounting  advice,  you  should  consult  with  your 
c  personal  tax  advisor  in  regard  to  your  particular  situation.  IFS-1  999-A036303 
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Would  your  company  be  interested  in  saving  380? 


I 


A  few  examples  of  Miciosoft- 
f'cl  business-to  business 
iimerce  solutions: 

■'  Urengthened  their 
■iationshlps  by  giving 
lens  01  ihousands  of  resellers 
real-time  inventory  and  order- 
slatus  access. 

iot  increased  sales  by 
millions  of  dollars  by  enabling 
over  20.000  of  their  business 
customers  to  purchase  goods 
with  custom  catalogs  and  pricing. 

one  of  the  UK's 
jilers,  is  integrating 
hundreds  of  disparate  suppliers 
via  a  Web-based  value  chain 
management  system. 


In  business  seldom  are  millions  saved  with  one  act.  More  often  it's  the  small  improvements 
that  add  up  to  a  big  impact  on  the  bottom  line.  And  that's  where  we  can  help.  A  commerce 
solution  built  on  a  scalable,  flexible  Microsoft'  platform  of  Windows  NT=  Server,  BackOfficef 
and  Office  can  help  your  company  increase  efficiency  and  productivity,  save  money  and 
time,  and  even  bring  you  closer  to  your  customer.  Best  of  all,  you  can  start  right  now  using 
many  of  the  systems  you  already  have,  along  with  our  wide  range  of  partners,  to  address 
your  specific  needs.  To  find  a  Microsoft  Certified  Solution  Provider  who  can  help  you,  or  to 
get  the  free  Digital  Nervous  System;  Commerce  Solutions  CD, 

call  (888)  674-6686  or  visit  www.microsoft.com/dns/  Microsoft 

n     „      you  want  to  go  today?' 


Economic  Trends 


BY  GENE  KORETZ 

GROWTH  AND 
THE  SUPERRICH 

Inherited  wealth  can  slow  the  pace 

Those  concerned  by  the  gi-owing  con- 
centration of  wealth  can  point  to  a 
telling  statistic:  the  swelling  ranks  of 
billionaires.  Their  number  in  the  U.  S. 
jumped  from  96  in  1991  to  189  in  1998, 
as  tabulated  by  Forbes  magazine,  while 
the  woi'ldwide  tally  now  exceeds  400. 

Aside  from  the  moral  qualms  such 
wealth  may  stir,  a  key  question  is 
whether  billionau'es  are  good  or  bad  for 
national  economies.  According  to  a  Na- 
tional Bureau  of  Economic  Research 
study,  the  answer  appears  to  depend 
on  how  large  such  wealth  is  relative  to 
national  output — and  especially  on 
whether  it  is  inherited  or  newly  created. 

HOW  BILLIONAIRES  MAHER 
IN  NATIONAL  ECONOMIES 


1  EAST  ASM  1 

BILLIONAIRES' WEALTH 
RELATIVE  TO  GROSS 

U.S. 

DOMESTIC  PRODUCT 

1993 

0  3  6  9         12  15 

►  PERCENT        -AVERAGE  OF  22  NATIONS  INCLUDING  U  S 
DATA  RANDALL  K  MORCK.  DAVID  A  STANGELAND.  BERNARD  YEUNG 

Analyzing  1998  data  from  some  41 
countries,  economists  Randall  K.  Morck, 
David  A.  Stangeland,  and  Bemai"d  Yeung 
found  that  billionaires'  holdings  varied 
fi'om  an  average  2A'7c  of  gi'oss  domestic 
product  in  industrial  countries  to  an  av- 
erage 18.3%  in  East  Asian  developing 
countines  (chait).  They  then  looked  at 
how  two  ty|)es  of  such  wealth — money 
created  by  self-made  entrepreneurs  and 
old  money  in  the  hands  of  heu-s — affected 
economic  growth  rates  in  subsequent 
years  (1994-1996). 

Tlie  results  were  revealing.  Adjusting 
for  countries'  initial  levels  of  gi'oss  do- 
mestic product  per  capita,  educational 
levels,  and  investment  rates,  the  re- 
searchers found  that  self-made  billion- 
aire wealth  was  associated  with  faster 
growth.  By  contrast,  heir-controlled 
wealth  inhibited  gi'owth,  with  high  lev- 
els— over  6.7%  of  GDP — subti-acting  as 
much  as  two  percentage  points  a  year 
fi'om  the  pace  of  economic  activity. 

To  explain  these  findings,  the  analysts 


tm-ned  to  studies  by  other  economists. 
These  indicate  that  in  most  countries 
(but  not  in  the  U.S.  and  Britain),  rich 
families  play  a  big  part  in  then-  national 
economies,  using  leverage  and  "pyra- 
mids" of  holding  companies  to  control 
assets  that  far  exceed  their  own  wealth. 
Rather  than  tning  to  create  new  wealth, 
such  families  tend  to  use  their  economic 
and  political  clout  to  protect  their  hold- 
ings ft'om  competition. 

The  authors'  case  in  point  is  Canada, 
where  197  of  the  246  lai-gest  public  com- 
panies in  1988  were  controlled  by  indi- 
vidual shareholders  with  at  least  20%  of 
voting  power  Comparing  the  heir-con- 
ti'olled  companies  in  this  group  with 
similar  widely  held  companies  in  the 
U.  S.  and  Canada,  they  found  that  they 
had  lower  earnings  and  often  slower 
growth  in  sales  and  employees. 
Founder-controlled  companies,  on  the 
other  hand,  gi'ew  as  fast  or  faster  than 
their  widely  held  competitors. 

Heir-controlled  Canadian  companies 
also  spent  less  on  researcli  and  develop- 
ment than  other  companies.  Indeed,  the 
study  found  that  such  outlays  tend  to 
be  low — and  baniers  to  foreign  invest- 
ment relatively  high — in  most  coimtries 
with  high  levels  of  inherited  wealth. 

More  important,  the  winds  of  com- 
petition now  appear  to  be  changing 
Canadian  corporate  structures.  Share 
prices  of  family-conti"olled  companies  fell 
in  the  wake  of  NAFTA,  the  authors  note, 
and  heir  control  is  declining. 

The  moral  of  the  stoiy:  Opening  up 
trade  and  capital  markets  and  other 
steps  fostering  competition  may  be  the 
best  ways  to  counter  the  inhibiting  ef- 
fects of  old  wealth  on  national 
economies — and  to  ensui"e  that  the  cre- 
ative efforts  of  today's  entrepreneur  bil- 
lionaires are  not  reversed  when  the 
goodies  are  passed  on  to  their  heu's. 


EUROPE  COTTONS 
TO  MUTUAL  FUNDS 

And  bond  funds  get  the  lion's  share 

European  households  have  caught 
America's  mutual-fund  fever.  Lon- 
don economists  Michael  Saunders  and 
Steven  Englander  of  Salomon  Smith 
BaiTiey  report  that  net  inflows  to  bond, 
equity,  and  mixed  funds  in  Germany, 
France,  Italy,  and  Spain — hit  213  bil- 
lion euros  (about  $241  billion)  in  1998, 
close  to  the  amount  Americans  ponied 
up.  That's  almost  double  the  1997  pace. 

To  be  sure,  Europeans  still  prefer 
bond  funds  to  equity  funds — by  a  ratio 
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of  2  to  1 — wliile  Americans  favor  si 
by  the  same  ratio. 
But  there's  little 
doubt  that  their 
growing  appetite 
for  mutual  funds 
have  helped  buoy 
Eiu'ope's  stock  and 
bond  markets. 

Looking  ahead, 
the  two  economists 
believe  mutual-fund 
inflows  will  stay 
high  for  a  while. 
The  combination  of 
a  gi'aying  popula- 
tion, possible  cut- 
backs in  old-age 
pensions,  and  low  short-term  inti 
rates  is  inspiring  Em-opeans  to  s< 
for  liigher-retiuTi  investments,  they 
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SMOKIN'  IN 
THE  BOYS'  ROO^' 

Among  teens,  who's  lighting  up 


sith 


t 


ei'e  s  a  puzzle  for  the  antisnici 
.lobby:  In  the  mid-1970s,  both 
and  white  high  school  students-] 
both  boys  and  giiis — had  similar 
ing  rates.  By  the  mid-1990s,  lin\\; 
white  high  school  seniors  were  twi;- 
likely  to  smoke  as  blacks.  And  'i 
male  smoking  rates  lagged  those 
males  until  the  mid-1980s,  more  y| 
men  now  puff  away  than  yoimg  wc 

Wliat's  behind  these  changes? 
the  average  real  price  of  a  pa(§']pi' 
smokes  in  the  U.  S.  jumped  63%  d 
the  1980s,  one  possibility  is  that  the  (jjf 
fleet  vaiying  degi'ees  of  responsive 
to  price  changes  by  these  groups, 
That,  in  part,  is  what  econo: 
Frank  J.  Chaloupka  of  the  Univers 
Illinois  at  Cliicago  and  Rosalie  Lie 
Pacula  of  the  Univei-sity  of  San  Die| 
jjort  in  a  new  study.  Using  recent  si  m 
data,  they  found  that  males — and 
cially  black  males — ai'e  fai'  more  sei 
to  price  changes  than  females. 

The  problem  is  that  these  fin' 
hardly  explain  the  shifts  in  smi 
habits  that  occurred  diuing  the  1  ""ffs 
Whereas  smoking  rates  should  hav 
clined  shaiply  among  all  gi'oups,  th( 
centages  fell  only  among  females 
blacks  and  rose  a  bit  among  white 
males.  A  possible  explanation:  To 
industry  outlays  on  advertising, 
are  often  targeted  at  specific  gr 
nearly  tripled  between  1981  and  1 
offsetting  much  of  the  negative  imp 
rising  prices  on  demand. 
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iRNIIVGS  GROWTH 
I ;  CAUGHT  IN  A  VISE 

^  ;ap  between  labor  costs  and  pricing  power  could  blunt  the  good  news 


US.  ECONOMY 
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lEADED  BELOW  4%? 


UNEMPLOYMENT 
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The  U.  S.  economy  is  often 
compared  to  an  ocean  hner — a 
ai'd-moving  behemoth  that's  hard  to  turn  around, 
a  better  analogy  is  an  armada,  with  each  sector 
ng  its  way  each  year  thi'ough  calm  seas  or  treach- 
s  shoals.  On  average,  the  U.  S.  flotilla  is  moving 
r  than  economists  expected.  But  there  is  a  widen- 
jap  between  the  speediest  ships  and  the  slowest, 
J  with  other  gi'ovdng  imbalances  that  are  likely  to 
the  economy  at  some  point  in  1999. 

For  now,  consumers  are 
leading  the  fleet.  The  latest 
employment  report  shows  that 
the  traditional  engines  of  con- 
sumer spending— jobs  and  in- 
comes— are  going  at  full 
steam.  Indeed,  if  the  labor 
trends  of  the  past  six  months 
hold,  the  jobless  rate  could 
easily  fall  below  4%  by  the 
end  of  summer  (chart).  In  ad- 
dition, the  consumer  cruiser 
e  1990s  has  been  retrofitted  with  an  engine  fueled 
le  stock  market.  Equity  gains  are  financing  an  in- 
;ed  proportion  of  spending  growth. 
5ewhere,  though,  the  waters  are  not  as  smooth.  In 
2ular,  profits  are  stagnant.  That  means  that  capital 
iing,  while  still  mobile  now,  is  losing  a  prime  pro- 
fit: internally  generated  funds.  And  manufactuiing 
foreign  trade  have  had  to  contend  with  the 
aster  of  global  financial  turmoil.  The  good  news  is 
manufacturing  may  be  stabilizing.  The  bad  news: 
5  may  not  be. 

»  GROWTH  TILTING  toward  consumers,  several 
isome  imbalances  are  building,  raising  new  ques- 

about  the  1999  outlook.  First  of  all,  the  pace  of 
amer  spending  is  far  out  of  line  with  income 
th  because  of  consumers'  grov/ing  reliance  on 

market  gains.  That  brings  potential  volatility  to 
conomy's  most  supportive  sectoi*.  Second,  a  wors- 
;  cuiTent-account  deficit  threatens  to  weaken  the 
"  and  end  the  benefits  of  cheaper  imports,  includ- 
)w  inflation  and  greater  consum.er  buying  power, 
d  most  important,  prices  are  trailing  unit  labor 
,  which  means  that  profits  have  all  but  stopped 
ing,  despite  a  jump  in  fourth-quarter  productivity 
surging  economic  growth.  Weak  earnings  hamper 


EVERYBODY  INTO 
THE  LABOR  POOL 

LABOR  FORCE  AS  A 
PERCENT  OF  THE 
—  ADULT  POPULATION  — 


more  than  capital  spending.  They  could  also  fall  back  on 
consumers  as  businesses  try  to  cut  their  labor  costs,  or 
as  a  leveling  off — oi"  an  outright  drop — in  stock  prices 
cuts  into  the  wealth  effect  on  household  spending. 

For  now,  households  are  getting  plenty  of  support 
from  the  labor  markets,  but  the  flip  side  of  ever-tight- 
ening job  markets  is  continued  heavy  cost  pressure 
on  businesses  at  a  time  when  piice  hikes  are  difficult  to 
pass  on.  The  January  employment  report  showed  that 
job  markets  began  1999  on  solid  footing.  NonfaiTn  pay- 
rolls mushroomed  by  an  unexpected  245,000,  and  the 
unemployment  rate  remained  at  a  28-year  low  of  4.3%. 

Private-service  companies  hired  216,000  new  work- 
ers in  January.  The  January  gain  in  service  jobs  was 
slightly  stronger  than  the  209,000  averaged  per 
month  in  the  fourth  quarter,  and  it  suggests  that 
the  service  sector  remains  strong. 

Manufactiuing,  though,  con- 
tinued to  lay  off  workers.  But 
at  least  the  13,000  drop  in 
January  was  the  smallest 
number  of  pink  slips  since 
September.  And  new  factory 
orders  jumped  2.3%  in  De- 
cember, to  a  record  $343.5  bil- 
lion. Rising  demand  and  fewer 
layoffs  suggest  that  factory 
weakness  has  bottomed  out. 

Even  so,  manufacturing- 
payrolls  must  climb  out  of  a  deep  hole.  Since  March, 
factory  jobs  have  fallen  by  285,000.  Smokestack  Amer- 
ica has  been  paring  workers,  partly  because  of  falling 
exports  and  rising  import  competition.  Steelmakers 
have  laid  off  10,000  in  the  past  year,  while  textile  and 
apparel  mills  have  sacked  110,000.  But  even  makers  of 
high-tech  gear  are  battling  a  glut  of  capacity  worldwide. 
Over  the  past  year,  manufactui'ers  of  computers  and 
electronic  components  have  cut  payrolls  by  52,000. 

IF  MANUFACTURING  IS  RECOVERING,  then  the 

scramble  to  find  workers  will  heat  up.  That's  especially 
tiiie  since  businesses  will  find  fewer  people  available  to 
work.  An  unprecedented  64.5%  of  Americans  already 
hold  jobs,  and  the  ratio  of  the  adult  population  in  the  la- 
bor force  jumped  in  January,  to  a  record  67.4%  (chart). 

History  suggests  that  with  labor  markets  so  tight, 
businesses  will  have  to  offer  more  generous  pay  pack- 
ages to  attract  skilled  workers.  Suiprisingly,  though,  to- 
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day's  extremely  tight  labor  market  has  not  yet  trans- 
lated to  the  kind  of  wage  acceleration  that  might  touch 
off  inflation  worries.  In  Januaiy,  hourly  pay  for  pro- 
duction workers  ino-eased  0.5%,  to  $13.04,  and  for  the 
year,  nonfarm  wages  were  up  4%.  That's  a  shade  faster 
than  the  3.8%  yearly  pace  of  the  fourth  quarter,  but  it's 
still  below  the  4.4%  rise  of  last  April. 

Why  aren't  wages  growing  even  faster?  For  one 
thing,  companies  are  finding  creative  ways  of  holding 
down  basic  wage  rates,  such  as  reclassifying  production 
workers  as  salaried  employees  or  the  increased  use  of 
one-time  bonuses  and  other  fonns  of  variable  pay.  Also, 
businesses  continue  to  invest  in  capital  rather  than  la- 
bor in  the  effort  to  boost  productivity. 

THAT  TREND  HELPED  to  produce  a  productivity  bo- 
nanza in  the  fourth  quarter  as  companies  were  able  to 
use  their  existing  staffs  to  produce  more  goods  and  ser- 
vices. Productivity  in  the  nonfarm  business  sector  grew 
at  a  sterling  3.7%  annual  rate  from  the  third  quarter, 
the  largest  quarterly  increase  in  nearly  three  years. 
However,  that  big  gain  partly  reflected  the  exaggerat- 
ed advance  in  gross  domestic  product  caused  by  the 
end  of  the  strike  at  General  Motors  Coip.,  unseasonably 
mild  weather,  and  a  surge  in  aircraft  exports. 

The  problem  for  many  companies  is  that  profits  are 
making  little,  if  any,  headway,  despite  solid  produc- 
tivity gains,  efforts  to  hold  down  labor  costs,  and  a 


SOUTH  KOREA 


WHY  A  STRONG  ECONO 
ISN'T  BOOSTING  PROF 


UNIT  UBOH  COSTS 


PRICES 


roaring  economy.  A  preliminary  reading  of  BUSIN 
week's  survey  of  900  companies  shows  that  earni 
fell  last  quarter  from  a  year  ago 

The  latest  pi'oductivity  re- 
port shows  why.  Last  year, 
unit  labor  costs  rose  2% — not 
bad  given  that  a  strong  2.2% 
gain  in  productivity  offset 
much  of  the  4.2%  jump  in 
wages  and  benefits.  However, 
businesses  were  able  to  raise 
prices  by  only  0.7%  (chart). 
By  definition,  that  means  prof- 
it margins  are  shrinking.  De- 
spite excellent  productivity 
growth  last  year,  the  lack  of  pricing  power  openec 
the  largest  deficit  between  price  increases  and 
gi'owth  in  unit  labor  costs  in  11  years. 

For  1999,  coiporate  earnings  growth  will  not  imp] 
unless  that  gap  closes.  That  could  happen  in  only 
ways,  both  of  which  would  be  a  negative  for  the 
nomic  outlook.  First,  prices  could  accelerate — but 
Federal  Resei^ve  would  thwart  that  with  higher  inte 
rates.  Second,  businesses  could  cut  costs — but  that  w 
huit  jobs,  incomes,  and  consumers.  And  either  way, 
stock  market  would  be  unhappy  as  well.  So  don't  be 
prised  if  sagging  profits  turn  out  to  be  the  headwind 
alters  the  U.  S.  armada's  coui-se  this  year.  | 
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A  SHAKY  RECOVERY  GETS  UNDER  WAY 


I 


s  South  Korea  on  the  mend? 
Recent  signs  are  hopeful:  Pro- 
duction, driven  by  exports  and 
lower  inventories,  is  recovering, 
and  domestic  demand  is  stabiliz- 
ing. Most  analysts  believe  that 
last  year's  economic 
slide  bottomed  out  at 
yearend,  and  the  In- 
ternational Monetary 
Fund  has  i-aised  its 
1999  growth  forecast 
from  barely  positive  to 
2%.  The  economy 
plunged  5.5%  in  1998. 

However,  the  road 
to  recoveiy  will  be 
rocky,  mainly  because 
of  slow  progress  on  economic  re- 
forms and  because  the  footings 
under  both  foreign  and  domestic 
demand  remain  shaky.  Exports 
are  especially  vulnerable  to  slow- 
er world  growth  this  year,  and  ex- 
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port  gains  have  been  narrow,  con- 
centrated in  semiconductors.  Also, 
the  won  has  strengthened  57%  vs. 
the  dollar  since  December,  1997, 
hurting  competitiveness. 

Interest-rate  cuts  and  an  easing 
of  the  credit  crunch 
are  helping  domestic 
demand,  but  the  slow 
pace  of  reform  clouds 
the  outlook.  Compa- 
nies are  reducing 
debt,  excess  capacity, 
and  labor  costs,  main- 
ly through  govern- 
ment-directed merg- 
ers. The  resulting 
uncertainty  and  labor 
unrest  are  limiting  growth  in 
business  and  consumer  spending. 

The  best  news  is  the  improving 
balance  of  payments.  Korea's  cur- 
rent account  is  fii-mly  in  the  black. 
The  January  trade  surplus  was 


$695  million,  though  imports 
jumped  15.4%  from  a  year  ago, 
while  exports  rose  only  3.7% — a 
in  semiconductors.  Nevertheless 
imports  of  capital  goods  surged 
23.7%,  suggesting  renewed  intei] 
est  in  business  investment,  help 
by  government  pump-priming. 
Korea  halved  its  external  debt 
last  year,  and  in  January,  foreig 
du'ect  investment  increased  sev 
enfold  from  a  year  ago,  reflectin 
Korea's  return  to  an  investment 
gi'ade  credit  rating. 

The  improved  external  positi( 
will  support  further  easing  in 
monetary  policy,  as  soft  domesti 
demand  keeps  a  lid  on  inflation, 
projected  by  the  IMF  at  3%  in 
1999.  Also,  the  government  plar 
to  spend  most  of  what  it  has  bi) 
geted  for  1999  projects  in  the  fiJl 
half,  which  should  ease  some  of  j 
the  negative  effects  of  reform.  j| 
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HERE  YOU 
SEE  THE 
PROJECTOR 
THAT  WEIGHS 
LESS  THAN 
SHE  DOES. 


Just  like  her,  this  incredible  pro|ector  can  easily  hold  an  audience.  Because  instead  of 
having  only  one  imaging  processor  like  other  ultraportables,  the  PowerLite~  5500C  was 
born  with  three  -  for  the  brilliance  of  a  large  projector,  without  the  bulk.  In  fact,  at 
650  ANSI  lumens  and  only  9  1/2  pounds,  this  little  baby  will  have  everyone  going  ga-ga. 

THE  NEW  POWERLITE  5500C  ULTRAPORTABLE  PROJECTOR.  bTcDs  BRIGHT- 9]/2  LBS  LIGHT. 

Epson)  the  world  leader  in  high-performance  portable  projectors,  brings  you  a  full-featured  ultraportable  with: 
Exclusive  SizeWise"  technology  that  allows  compatibility  with  computer  resolutions  up  to  1024  x  768  •  Zoom  lens, 
remote  control  and  amazing  SRS  3D  sound  •  Dedicated  phone  support  and  RoadService  exchanges,  usually  within  24  hours. 

For  more  information  or  a  free  video  on  Epson's  award-winning  line  of  projectors, 
call  1-800-442-1977  (ask  for  Oper.  3111)  or  visit  www.epson.com. 

Epson  IS  a  registered  tiademark  of  Seiko  Epson  Corp  PowerLite  and  SizeWise  are  trademarks  of  Epson  America,  Inc  "I'1998  Epson  America,  Inc  Protected  innage  simulated  for  publication 
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THE  INTERNET 
ECONOMY 

As  the  Web  turbocharges  growth,  it's  bringing  fresh  risks 
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Wlien  you  drive  a  car  a  livor; 
mph,  you  get  to  your  d  J6i 
nation  faster — but  ev^ 
pothole  in  the  road  can 
into  a  disaster.  That, 
nutshell,  sums  up  the  dilemma  o^piy 
U.  S.  economy  these  days. 

There  is  no  doubt  that  the  U.  S. 
the  midst  of  one  of  the  gi'eatest  caAjeri 
spending  and  stock  market  booms  in 
toiy.  Business  spending  on  equipn  iiteni 
adjusted  for  inflation,  has  increased  k  in 
during  the  last  four  years,  a 
matched  only  by  the  best  stretch  oi 
1960s.    The  stock 
market  is  up  by  an 
astounding  160%. 

The  gaudiest  num- 
bers, of  course,  be- 
long to  Internet 
companies  such  as 
eBay  Inc.  and  Ya- 
hoo! Inc.,  whose 
stock  gains  during 
the  past  yeai'  inspii'e 
either  visions  of  easy 
wealth  or,  from  the 
sidehnes,  plain  old 
envy — or  revulsion 
at  the  excesses  of 
gi'eed.  Despite  dropping  by  20% 
Jan.  29,  the  Chicago  Board  Options 
change  Internet  Index  is  still  up 
200%  just  since  September,  1998 
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WINNOWING  OUT.  But  these  figwes  Etaji^ 
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only  a  measiu'e — and  an  imprecise  o 
of  a  larger  phenomenon.  Like  the 
road  boom  of  the  1890s  and  the  ; 
mobile-driven  expansion  of  the  1 
which  also  produced  surging  marlt;fjj 


the  Internet  boom  stems  from  th(  ;, 
dition  of  a  whole  new  stratum  of  ii  j.^^ 
tiy  to  the  economy.  The  lush  to  a 
Internet  technologj^  to  all  sorts  of 

The  Web  is  add 
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and  to  create  the  hardware  and 
iv  to  take  the  Web  eveiywhere  is 
rig-  a  tremendous  surge  in  gi-owth, 
ment,  and  new  business  creation, 
lie  long  run,  this  commitment  of 
v'  S  wall  produce  a  new  industrial 
liat  will  floiu-ish  in  the  futiu'e.  Just 
auto  makers  of  the  1920s  became 
ants  of  the  1950.S  and  1960s,  to- 
il pouring  of  innovation  is  creat- 

companies  that  will  generate 
.  in  the  E-commerce  era. 
ENDS.  But  such  investment-led 

ns  that  occur  when  new  tech- 
are  emerging  will  inevitably 
an  end — often  in  ugly  ways. 

i-ve  along  the  way  there  is  a 

1  ting  out  of  winners  and  losers. 

vivors  consolidate  and  thrive, 
uiy  companies  that  lead  the  boom 
•  ar;  once-promising  innovations 

to  be  dead  erds.  And  much  of 
■  k  market  value  created  in  the 
simply  evaporates,  as  investors 

\  hat  makes  business  sense  and 

t'sn't.  The  sorting-out  process 

:.;gers  disi-uptions  in  the  rest  of 

■  imy  as  well. 

attem  ft'om  histoiy  is  clear  In 
•JOs,  for  example,  the  single 
I  t  force  for  growth  was  the 
I  f  of  auto  production,  along  with  a 


Coip.  survived  and  even  continued  to  be 
profitable,  but  many  others,  such  as 
Auburn,  Franklin,  and  Pierce  Arrow, 
disappeai'ed  in  the  following  yeai's,  along 
with  most  of  the  money  of  the  people 
who  invested  in  them. 

Eventually,  something  similar  will 
happen  to  the  Intemet-led  boom  as  well. 
There  have  already  been  a  series  of 
scary,  if  brief,  plunges  in  Net  shares, 
most  recently  in  early  February. 

Many  on  Wall  Street  would  welcome 
a  revaluation  of  Internet  shai'es  to  more 
sustainable  levels.  But  if  such  a  move 
triggers  a  pause  in  the  investment 
boom,  the  economy  could  suffer.  The 
tech  sector  now  looms  so  large  in  the 
economy  that  overall  gi'owth  could  fal- 
ter. The  labor  market,  for  example,  has 
become  increasingly  dependent  on  job 
growth  in  New  Economy  industries 
such  as  software,  communications,  and 
consulting,  business  week  calculations 
show  that  New  Economy  industries  are 
adding  jobs  at  a  3.7%  rate,  twice  as  fast 
as  the  rest  of  the  economy  (chart). 
These  well-paid  jobs  have  helped  fuel  a 
strong  rise  in  consumer  spending — but 
when  the  boom  pauses,  many  workei's 
may  find  themselves  unpleasantly  sur- 
prised by  layoffs  and  falling  incomes. 
The  result  will  be  to  remove  one  of  the 


year.  Tine,  with  rates  low,  much  of  the 
new  borrowing  went  to  refinance  exist- 
ing debt.  Nevertheless,  nonfinancial  cor- 
porate debt  outstanding  rose  by  11%, 
the  fastest  rate  since  the  mid-1980s. 

For  now,  despite  the  gyrations  in 
tech  stocks,  there  is  no  sign  that  the 
Internet-infotech  boom  is  slowing  yet. 
Business  spending  on  computers  and 
communications  equipment  rose  at  a 
strong  14%  rate  in  the  fourth  quarter 
According  to  a  new  report  from  the 
Semiconductor  Industry  Assn.,  global 
chip  sales  in  the  fourth  quarter  in- 
creased by  10.5%'  over  the  thiixl  quaiter, 
after  falling  for  most  of  1998. 
UP  AND  UP.  liideed,  the  performance  of 
the  economy  keeps  confoimding  skeptical 
economists.  The  latest  good  news:  On 
Feb.  9,  the  Bureau  of  Labor  Statistics 
announced  that  productivity  rose  at  a 
3.7%'  rate  in  the  fourth  quarter,  the 
fastest  rate  in  three  years.  Forecasters 
who  had  been  predicting  2%  growth  in 
gi'oss  domestic  product  for  1999  are  now 
revising  their  estimates  to  3%'  or  more. 

The  gains  in  productivity  point  up 
one  of  the  advantages  of  U.  S.-style  cap- 
italism: the  ability  to  move  human  and 
financial  resom'ces  to  the  cutting  edge  of 
the  economy  quickly.  From  that  point  of 
view,  the  stratospheric  rise  of  many  In- 
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expansion  of  capacity  in  related 
•ies  such  as  steel,  rubber,  and 
y  constraction.  The  Standard  & 
index  for  carmaker  stocks  more 
aintupled  between  1925  and  the 
of  1929.  Duiing  the  same  period, 
rket  as  a  whole  rose  144%. 
when  auto  sales  hit  theii"  peak  in 
.929,  that  signaled  the  end  of  the 
ime  for  the  autos — and  the  rest 
jconomy.  In  the  next  four  years, 
ers'  stock  prices  dropped  as  far 
fast  as  they  had  risen.  A  few 
lyers  such  as  General  Motors 
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major  props  from  economic  growth. 

The  other  won-isome  factor  is  that, 
with  profits  sluggish,  companies  have 
been  taking  on  a  mountain  of  debt  to  fi- 
nance capital  spending.  That  means 
when  the  boom  ends,  some  companies 
may  have  a  tougher  time  weathering  a 
slowdown.  According  to  Securities  Data 
Co.,  about  $650  billion  in  investment- 
grade  coiporate  debt  was  issued  in  1998, 
up  39%  from  the  previous  year.  High- 
yield  debt  was  up  about  29%.  By  con- 
trast, new  equity  issuance  has  been 
about  flat,  at  just  under  $120  billion  per 


ternet  stocks  reflects  precisely  what  is 
supposed  to  happen.  Di-awn  by  the  pos- 
sibility of  big  gains,  investoi's  are  willing 
to  fund  a  wide  variety  of  new  compa- 
nies, gi'eatly  accelerating  the  pace  of 
innovation.  And  even  if  most  of  the 
start-ups  fail,  the  net  result  is  to  move 
the  economy  fomard  at  a  faster  pace. 

Equally  important,  the  massive  mar- 
ket capitalizations  of  companies  such  as 
Amazon.com  Inc.  and  America  Online 
Inc.  are  a  wake-up  call  for  existing  busi- 
nesses, forcing  them  to  reorient  their 
spending  and  hiring  to  cope  with  the 


V  stratum  to  the  economy-as  rails  and  autos  once  did 
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rise  of  the  Internet.  That  explains  much 
of  the  surge  in  capital  spending  and 
bon-owing  that's  now  taking  place.  The 
Internet  companies  themselves  have  lit- 
tle debt,  but  the  same  is  not  true  of 
their  suppliers  and  competitors. 

Some  of  the  biggest  borrowers  were 
telephone  companies,  which  were  in- 


vesting in  new  infrastructure  and  ca- 
pacity. In  1998,  for  example,  rapidly  ex- 
panding Frontier  Corp.,  a  Rochester, 
N.Y.-based  telephone  company,  boosted 
long-term  debt  by  44%,  to  $1.3  billion. 
Bames  &  Noble  Inc.,  facing  tough  com- 
petition from  Amazon.com,  was  forced 
to  increase  long-terai  debt  by  more  than 


50%  during  the  last  two  years  t 
pand  and  keep  up. 

Are  disraptions  in  the  offing?  A  » 
certainly.  But  there's  no  denying  [|j 
high  speed  innovation  and  invest 
have  left  the  U.  S.  in  far  better 
than  it  was  just  a  few  years  ago. 

By  Michael  J.  Mandel  in  New 


COMMENTARY 


By  Karen  Pennar 

THE  OPPOSITE  OF  THE  WEALTH  EFFECT' 


Feeling  flush?  It's  hard  not 
to.  The  value  of  stock  mar- 
ket investments  held  by 
American  households  has 
grown  by  an  astonishing  $6.6 
trillion  during  the  past  four 
years,  or  about  $60,000  in 
spare  change  for  each  house- 
hold. With  a  vdndfall  like  that, 
there's  no  reason  to  skimp  on 
the  new  car;  no  reason  to 
sweat  over  savings. 

If  this  sounds  like  what's 
happening  in  your  house, 
you're  in  good  company.  Con- 
sumer spending,  buoyed  by  the 
wealth  effect,  grew  by  4.8%  in 
real  terms  in  1998,  while  sav- 
ings slid  into  negative  territo- 
ry. During  the  four-year  period 
just  ended,  economists  esti- 
mate that  consumers  spent  an 
extra  $200  billion  to  $330  billion,  or 
about  $3  to  $5  for  every  $100  of  net 
worth  they  added. 
TERRA  INCOGNITA.  The  big  fear  is 
that  the  wealth  effect  will  work  in 
reverse  if  the  market  tanks.  There 
are  two  ways  to  think  about  this 
possibility,  one  of  them  reassuring, 
the  other  far  less  so.  First,  the  good 
news:  Histoi-y  shows  that  consumers 
are  unmoved  by  fleeting  changes  in 
stock  prices.  Changes  in  wealth  have 
to  be  sustained  to  bring  about  a 
change  in  behavior.  There  were  fears 
last  fall  that  a  new  bear  market  was 
in  the  offing,  but  stock  prices  re- 
bounded— and  spending  gi"ew  4.4%  in 
the  final  quarter  of  1998.  Similarly, 
stock  prices  recovered  vrithin  six 
months  after  the  October,  1987, 
crash,  and  there  was  only  a  small  im- 
pact on  spending.  But  the  1973-74 
bear  market  dented  consumption 
(chart). 

Now,  the  bad  news:  While  it  takes 
a  sustained  decHne  in  stock  prices  to 
make  consumers  change  their  spend- 


ing habits,  it's  far  less  certain  how 
gi'eat  the  reaction  might  be  if  it 
comes.  Economist  Mark  M.  Zandi  of 
Regional  Financial  Associates  Inc.  in 
West  Chester,  Pa.,  warns  that  while 
rising  net  worth  boosts  spending  $4 
for  every  $100  gain,  spending  might 
fall  by  as  much  as  $7  for  every  $100 
decline  in  wealth. 

There  are  a  couple  of  reasons  why 
this  might  be  the  case.  First  of  all, 
stock  ownership  is  much  more  wide- 

BEAR  MARKET  BLUES 

EFFECT  ON  CONSUMPTION  OF  A  DECLINE 
IN  NET  WORTH  AFTER  A  MARKET  CRASH 


spread  than  it  once  was,  wil 
millions  of  Americans  now  i 
vesting  in  the  market  throu 
401(k)  retirement  plans  and 
other  vehicles.  The  very  rie 
can  see  their  portfolios  devj 
tated  yet  manage  to  mainta  u\ 
sjjending  levels.  But  Ameri- 
cans with  incomes  of  middle 
and  upper-middle  levels  ma^ 
have  been  counting  on  thos<  nig 
recent  stock  market  gains 
the  market  soared,  they  ma 
have  reached  "target"  wealt 
levels  far  more  rapidly  than  laju 
they  had  expected  to — then 
commenced  to  spend  and  be 
row  more  freely  as  a  result, 
these  investors  see  their  ne 
eggs  evaporating,  they  may 
cut  spending  shai-ply  and  p? 
down  debt. 
Then,  too,  there's  the  confidence 
factor  In  recent  years,  says  Christ 
pher  D.  Carroll,  an  economist  at 
Johns  Hopkins  University,  consum 
spending  seems  to  depend  more  oi 
how  confident  about  the  future  coi>. 
sumers  feel.  A  decline  in  sentimen 
linked  to  a  sustained  plunge  in  sto 
prices  could  eventually  provoke  "a  y 
fairly  vicious  decline  in  consumpti( 
warns  Carroll. 

Life-cycle  and  permanent  incom 
theories  of  consumption  posit  that 
people  base  their  spending  and  sa'i 
ing  decisions  on  what  they  behevei 
their  financial  resources  and  needs! 
will  be  over  the  long  haul.  The  stcj 
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market's  huge  gains  have  been  ac(| 
mulating  for  long  enough  to  be  in-|  (;  j 
eluded  in  such  long-iim  assumptioij 
making  the  wealth  effect  a  powerli 
force  in  the  economy.  But  it  is  a 
force  whose  impact  on  the  downsii 
has  yet  be  reckoned. 
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»SHINGTON 


IN  CLINTON  AND  THE  REPUBLICANS 
ER  GET  BACK  TO  BUSINESS? 

h  Democrats  and  GOP  Right  may  sabotage  compromises 


moderates  to  buck  right-wing  hard-lin- 
ers not  anxious  to  compromise.  "I've 
heard  more  talk  of  meaningless  compro- 
mise in  the  past  year  than  I  have  ever 
heard  in  American  politics,"  thunders 
Chinstian  Coalition  founder  Pat  Robert- 
son. "We  need  leaders  of  backbone  and 
com-age  who  will  fight  for  piinciple." 


si  Decembei",  Representative  Brian 
'.  Bilbray  (R-Calif.)  took  a  deep 
icath  and  voted  to  impeach  Bill 
i  ll.  But  as  the  President's  Senate 
.\  iiids  to  a  fitfiil  close  with  Clinton 
anding,  Bilbray  is  sweating.  The 
"  ti'O  moderate  only  narrowly  won 
in.  And  the  recent  trial  in  the 
-led  unpersua- 
his  House  col- 
Hemy  Hyde  (R- 
unlikely  to  have 
■dny  new  sup- 
-  for  Bilbray. 
w,  feaiful  that  in- 
iment  backlash 
cost  the  party 
of  Congi'ess  in 
ilbray  has  joined 
ing  number  of 
'cans  begging 
leaders  to  put 
I  heir  pitchforks 
nt  as  many  deals 
' akes  to  enact 
r  legislation  in 
We've  got  to 
we    can  get 
-  done,"  he  says, 
happens  to  make 
iiton  look  good, 
;  \  es  a  damn?" 
Is  say  that  pub- 

'  rfowesf  poin?  ^^^^^  ^liow  that  pubUc  approval  of  the 
iuS^m^^^^^^  Republicans  is  the  lowest  in  decades.  That 
.  dVitf  fil^-  could  carry  through  to  the  elections  in  2000 

lib  White  House 
a  I  and  push  an 
la  that  won't 
Repubhcans  look  like  out-of-touch 

crs.  "We  have  to  make  it  clear 

■'re  not  the  anti-Clinton  party," 

•presentative  James  C.  Green- 

li-Pa.),  "but  the  small-govern- 

i  letter-government,  better-edu- 

party." 

>DS.  Soimds  like  a  comeback  plan, 
's  only  one  problem:  Republicans 
bly  won't  be  able  to  pull  it  off. 

the  GOP  has  agreed  on  the  broad 
i  of  an  agenda  focusing  on  tax  cuts, 
al  Secmity  fix,  modest  education  re- 

and  more  defense  spending,  mem- 
ire  at  odds  with  each  other  over 
cs.  And  if  impeachment  has  proven 
ng,  it  is  how  difficult  it  is  for  party 


HYDE:  CAN  HOUSE  REPUBLICANS  END  THE  FIXATION  ON  SCANDAL? 


The  Republican  rehabilitation  pro- 
gram also  could  be  stymied  by 
Democrats  who  are  more  than  happy 
to  watch  the  clock  run  out  on  the  gop 
Congress.  Already  salivating  over  the 
chance  to  run  against  "do-nothing"  Re- 
publicans in  2000,  the  Dems  are  un- 
likely to  give  major  concessions.  Be- 
tween the  right  and  left,  those 
Republicans  trying  to  get  back  to  mid- 
dle gi'ound  are  being  squeezed  out. 

Despite  such  obstacles,  there  are  stOl 
some  opportunities  for  congi-essional  Re- 
publicans to  salvage  something  of  the 
106th  Congi'ess.  The  demise  of  fonner 
House  Speaker  Newt  Gingi'ich  (R-Ga.) 
helps.  A  polarizing  figxii-e,  Gingi-ich  was 


barely  on  speaking  terms  with  House 
Minority  Leader  Richard  A.  Gephardt 
(D-Mo.).  New  House  Speaker  J.  Den- 
nis Hastert  (R-IIL),  a  more  traditional 
conservative,  is  quietly  dismantling  the 
investigative  machinery  that  Gingi-ich 
geared  up  to  probe  real  and  imagined 
Administration  scandals.  Hastert  also  is 
courting  Democratic  allies  for  gop  ini- 
tiatives and  warning  social  conserva- 
tives not  to  bog  down  spending  bills 
with  amendments  on  hot-button  issues, 
such  as  abortion. 

CUTTING  MOOD.  Playing  ball  with  the 
White  House,  however,  will  be  key.  Clin- 
ton seems  willing  and  even  eager  to 
work  with  his  former  gop  accusers  to 
help  secure  a  fix  for  Social  Security  and 
a  legacy  for  his  scan- 
dal-plagued Presidency. 
In  return  for  coopera- 
tion, the  White  House 
will  even  consider  some 
limited  tax  cuts.  That's 
fine,  if  only  the  Repub- 
licans could  agree  on 
which  taxes  and  how 
much  to  cut. 

The  failure  to 
agree — even  on  the  sig- 
nature tax  issue — has 
some  business  support- 
ers fuming  about  the 
GOP.  "The  Republican 
Party  has  to  reaffirm 
to  the  American  people 
what  it  stands  for," 
says  Bairy  K.  Rogstad, 
president  of  the  Amer- 
ican Business  Confer- 
ence, a  group  of  mid- 
size companies.  "It  is 
bouncing  all  over  the 
place."  Ironically,  the 
one  issue  that  the  Re- 
publicans may  be  able 
to  coalesce  around  is  a 
pet  project  of  Clinton's: 
tax  credits  to  encour- 
age school  construction 
and  renovation. 

But  conservatives 
are  not  giving  the  Hill  Republicans 
much  room  to  maneuver.  "People  are 
not  inspired  by  a  paity  that  does  a  lot 
of  dealmaking  with  the  opposition," 
wains  Amway  CoqD.  president  Dick  De- 
Vos,  a  prominent  conservative  activist. 

For  party  pragmatists,  DeVos'  hard- 
line stance  could  mean  two  more  years 
of  stalemate.  And  if  public  anger  over 
impeachment  smolders  into  2000 — the 
way  irritation  with  the  gop  over  the 
1995-96  government  shutdown  tipped 
the  1996  elections — the  Republicans  will 
face  a  y2k  problem  that  may  prove  far 
more  unfixable  than  the  computer  bug. 

By  Richard  S.  Dunham  and  Ayny 
Bomis  in  Washington 
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By  Joseph  Weber 


A  NAFTA  DOLLAR:  NOT  NOW,  MAYBE  LATER 


icy 


Now  that  the  euro  has  had  a  suc- 
cessful debut,  is  it  time  to  start 
thinking  about  a  dollar  bloc  in 
the  Western  Hemisphere?  A  few 
brave  policymakers  are  suggesting 
that  North  American  Free  Trade 
Agreement  members — the  U.  S., 
Mexico,  and  Canada — at  least  consid- 
er the  idea. 

A  North  American  version  of  the 
euro  is  unlikely — and  probably  unnec- 
essary. For  starters,  the  U.  S.  econo- 
my dwarfs  its  nafta  neighbors,  unlike 
the  Eui'opean  Union,  which  brings  to- 
gether 15  I'elatively  similar,  densely 
populated,  industrialized 
states.  And  pushing  for  a 
new  unit  to  replace  the 
dollar,  ah-eady  a  global 
reser-ve  currency,  is 
apt  to  be  an  un- 
wirmable  political 
cr-usade  in  the  U.  S. 
More  pr'actical  would 
be  dollarization.  Since  the  nafta  part- 
ners already  do  lots  of  business  in 
greenbacks,  adopting  the  dollar  out- 
right seems  logical.  If  nafta  spreads, 
as  ft-ee-trade  advocates  hope,  dollar- 
ization  thr-oughout  the  Americas  could 
follow. 

The  idea  of  such  a  dollar  bloc  has 
gotten  little  respect  so  far.  One  rea- 
son: traditional  Canadian  fear-s  of  be- 
ing swallowed  up  by  their  souther-n 
neighbor;  Lately,  the  most  high-pr'ofile 
advocates  have  been  Quebec  sepa- 
ratists. Always  ar-dent  fi-ee  traders 
and  proponents  of  sti'engthening  the 
relationship  with  the  U.  S.,  their*  en- 
dor-sement  only  makes  the  idea  even 
harxier-  to  swallow  for  Ottawa. 
DOLLARIZATION.  Still,  the  pr'oposal  of- 
fers clear  pluses.  Cor-porate  and  pri- 
vate investors,  for  example,  would 
more  vdllingiy  put  money  in  places 
where  they  don't  have  to  fear  cur- 
rency swings.  That's  why  prominent 
economists  and  business  leader's  in 
Mexico  endorse  the  idea.  Trade 
would  also  be  simpler  and  cheaper 
vdthout  currency  hedging  costs.  Dol- 
larization,  notes  Michael  Walker,  ex- 
ecutive director  of  Vancouver's  Fras- 
er  Institute,  "would  .  >ake  us  all  one 
economic  space." 

And  dollarization  wo  id  end  the 
risk  of  speculator's  fomer  ing  cmren- 


cy  disorder,  a  la  Asia.  Currently, 
Brazil  is  trying  to  cope  with  its  bud- 
get crisis  with  floating  exchange 
r'ates  for  the  r-eal.  But  if  that  tactic 
doesn't  work,  policymakers  might 
clamor  for  dollarization. 

Indeed,  the  dollar-  is  abeady  em- 
braced thr-oughout  the  hemisphere. 
Commodities  such  as  Canadian  paper 
and  pulp  and  Venezuelan  oil  have  long 
traded  in  dollars  and  the  ehte  in  Latin 
America  use  the  greenback  as  the 
benchmark  for  high-value  items  such 
as  r-eal  estate.  While  Panamanians  use 
their  own  coins,  they  rely  on  U.  S. 


GREEN 
LIGHT: 

Investors  are 
less  anxious  when 
they  don't  have  to  fear 
currency  swings 

dollar's  for  then-  paper  mon- 
ey. And  Argentina  now  oper 
ates  with  a  currency  boar-d, 
backing  its  peso  with  U.  S.  dol- 
lar reser-ves.  President  Carlos  S. 
Menem  also  has  his  economic 
ministr-y  studying  how  full  dol- 
larization might  wor-k.  "Unoffi- 
cial dollarization  is  happening 
everyplace,"  says  Steve  H. 
Hanke,  a  Johns  Hopkins  Univer'- 
sity  economist. 

Of  com'se,  there  remain  some 
major- — perhaps  insur-mount- 


able — objections.  While  the  Eur-opea 
have  surrendered  control  to  an  au- 
tonomous Em-opean  Central  Bank 
with  du-ectors  fi-om  across  the  Conti- 
nent, the  U.  S.  is  likely  to  insist  on 
dictating  monetai-y  policy  because  of 
its  size.  How  then  would  policy  be 
made  aroimd  this  new  superdoUar, 
and  would  the  U.  S.  be  forced  to  give 
seats  at  the  Federal  Reserve  table  t|; 
outsider-s?  Inevitably,  this  would  leac 
to  disagreements,  particularly  when 
then  U.  S.  is  less  anxious  to  stimulatfiiev 
gr-owth  than  other  nafta  nations 

There's  more  at  stake  than  nationlsrto 
prestige.  Countries  might  have  to  hi 
the  ability  to  devalue,  a  time-honore( 
tool  for  spreading  economic  pain.  An 
there  would  be  pressur-e  on  Canada 
and  Mexico  to  harmonize  then-  tax  i 
and  budget  policies  with  the 
U.  S.  to  avoid  capital  flight.  Ov 
side  NAFTA,  in  the  other  wild 
disparate  Latin  countries,  tl 
coordination  problems  wou 
be  wor-se.  "One  size  doesn' 
fit  all,"  says  Bar-r-y  Eichen 
green,  an  economist  at  Universitjj^-Hi  k 
of  Califor-nia  at  Berkeley. 

Adopting  U.  S.-style  economic  priij 
ciples,  however,  might  addr-ess  nag- 
ging problems.  For  instance,  cutting 
Canadian  taxes  below  50%  marginal 
r-ates  could  spur-  enough  gr-owth  to 
bring  down  a  jobless  rate,  which  at 
neariy  8%  is  almost  twice  the  U.  S. 
level.  Likewise,  if  Latin  coimtries 
could  wrestle  monetar-y  policy 
away  fr-om  waffling  govern- 
ments, investors  might  ^:i.f^ 
feel  more  confident.il 
Few  in  the 
Americas  seem  l^j:),^  j 
ready  for  a  singf  ^rj.  ^ 
ciurency.  But  if  if  jij 
the  euro  gives  the  fr,^!, 
Eur-opeans  a  compel  ;<j^^^ 
itive  edge,  the  NAFlj  jij^" 
dollar-  may  be  inevitablj  j-  ^jj'^ 
Politicians  who  once  won  ^  jj'^^ 
points  fr-om  nationalist  vot*'!  ..j 
er-s  for-  quashing  the  idea  nfi'Pjrt^jj. 
find  that  histor-y  puts  them  init^:  ■ 
the  same  camp  as  the  mercantiliiKj  j.  ^ 
opponents  of  free  trade.  jjtt^j  ^ 


ire  [ 
mi 


■allipie 
!i  to 


llbil 
■•tost 
I  m 
Uk 
Hue- 
«fs  t 
ipro 
ill 
oicc 
is  ti 
irei 


■wntg 


'•"offer 


Weber  covers  tfie  Canadian  ecod 
my  for  BUSINESS  WEEK  in  Torord^^'^^^^ 

Jit): 


34  BUSINESS  WEEK  /  FEBRUARY  22.  1999 


■RGY 


)ES  BIG  OIL 

I  iVE  SAUDI  ARABIA  OVER  A  BARREL? 

\  jnting  debt  may  force  it  to  offer  access  to  reserves 

March,  Exxon 

)rp.  CEO  Lee  R. 

lymond  and  Mobil 

I.  CEO  Lucio  A. 

I  are  planning  a 

What  could  induce 

3  execs,  who  are 
with  the  biggest 

;er  in  history,  to 

off  for  a  few  days? 
simple.  They're 

ed    to  Riyadh, 

e  they  hope  to  po- 

i  their  new  compa- 

oser  to  Saudi  Ai  a- 

261  billion  ban'els 

w-cost  oil.  Down 

ine,  even  a  small 

!  of  the  Saudi  re- 

is — one-quarter  of 

lanet's  total — could 

Y  improve  the  for- 

5  of  the  world's 

st  oil  company. 

it  is  the  desert 

lom  ready  to  let 

Oil  back  in,  as  it 

;sted  last  Septem- 

Yes  and  no.  Yes, 

Saudis  recognize 

they  need  capital 

■echnology  from  the  Western  pro- 
's they  exiled  decades  ago.  But  no, 

aren't  going  to  offer  the  cheap  oil 

Moto,  Raymond,  and  other  oO  execs 
hoping  for  when  the  Saudis  first 

;sted  new  investment  last  fall. 

r  now,  Saudi  Arabia  is  drawing  a 

;  n  the  sand:  U.  S.  and  European 

icers  can  help  develop  the  nation's 

y  untapped  natural-gas  reserves. 

)  finding  and  lifting  oil,  not  now. 

is  the  message  that  U.  S.  Energy 

•tary  Bill  Richardson  heard  when 

■rived  in  Riyadh  Feb.  6  to  bang 

rum  for  U.  S.  companies.  "We  need 
companies  for  many  things,  but 

)r  that,"  says  Ali  Al-Naimi,  Saudi 

ia's  oil  minister.  "This  is  what  we 

St.  It's  our  bread  and  butter." 

''11,  the  oil  companies  have  reason  to 
Despite  the  appai-ent  baclqjedaling 
ft'  the  invitation  Crown  Piince  Abdul- 
al"<  ^ued  to  oil  execs  in  Wasliington  last 
ie.  mber,  Saudi  Ai'abia  may  ultimately 
>a  to  offer  some  access  to  its  oil  re- 
*'  Wliy?  There  are  the  obvious  po- 
iti  reasons  to  cement  a  strategic  rela- 
io  lip  with  the  U.S.  But  there's 


RELUCTANT  HOSTS 

Crown  Prince  Abdullali 
(above)  and  oil  minister 
Ali  Al-Naimi  (right):  So 
far,  oil  is  off  limits 


another  r-eason:  The  Saudi  economy  is  in 
trouble  because  of  the  steep  drop  in 
world  oil  prices,  which,  despite  Saudi 
hopes,  are  unlikely  to  bounce  back  soon. 

As  incongTuous  as  it  may  seem,  the 
Saudis  could  be  in  danger  of  joining 
economically  ravaged  nations  like  Russia 
and  Brazil  if  they  don't  attract  foreign 
capital.  Saudi  Arabia's  oil-rich  neighbors 
are  already  ahead  in  wooing  outside  in- 
vestment. In  Qatar,  for  example,  Mobil, 
France's  Total,  and  other  companies 
have  been  jjoming  billions  into  gas  jjroj- 
ects.  In  Kuwait,  the  national  oil  compa- 
ny is  looking  for-  paitners  for  oil  field  de- 
velopment. Then,  there's  Iraq.  If  and 
when  U.  N.  sanctions  end,  Saudi  offi- 
cials feai;  it  could  challenge  the  kingdom 
for  dominance  in  the  oil  market. 


These  pressures,  oil  experts  are  bet- 
ting, will  force  the  Saudis  to  open  the 
door-,  albeit  gi'adually,  to  their  oil  fields. 
And  as  one  U.  S.  oil  exec  puts  it:  "Those 
companies  that  can  get  a  foot  in  the 
door  and  do  a  good  job  will  clearly  get 
the  fii'st  shot  if  the  Saudis  decide  they 
want  outsiders  to  develop  new  oO  fields." 

No  one  is  more  aware  of  Saudi  Ai-a- 
bia's  faltering  economy  than  73-year-old 
Crown  Prince  Abdullah— who  is  in- 
creasingly calling  the  shots  in  Riyadh. 
To  plug  huge  holes  in  the  national  bud- 
get created  by  the  40%  collapse  in  oil 
prices  since  early  1998,  Abdullah  is  con- 
sidering sweeping  economic  refoiTns,  in- 
cluding even  a  7%  sales  tax  to  naiTow 
the  deficit.  "Real  pohcy  changes  are  se- 
riously in  the  wind,"  says  Kevin  Tae- 
cker,  cliief  economist  at  the  Saudi  Amer- 
ican Bank  in  Riyadh. 
RIVAL  TROUBLE.  Saudi  Arabia  is  hardly 
broke,  but  it  is  a  one-commodity  econo- 
my. In  1998,  as  oil  sank,  the  economy 
shrank  12%,  and  1999  is  unlikely  to  be 
much  better.  "For  years  we  thought  we 
were  diversifying  and  finding  other  in- 
come," says  Said  Al-Shaikh,  chief  econ- 
omist at  Jeddah-based  National  Com- 
mercial Bank.  "But  the  collapse  in  oil 
prices  has  shown  us  that  diversification 
has  not  succeeded." 

Incredible  as  it  seems,  a  Brazil-style 
meltdown  is  not  unthinkable.  Like 
Bi-azU,  the  Saudis  have  been  on  a  spend- 
ing binge,  which  has  pushed  its  national 
debt  to  $120  billion,  al- 
most 120%  of  GDP.  Even 
after  steep  cuts  in  de- 
fense spending,  expenses 
are  running  $1  billion  a 
month  above  revenues 
this  year.  The  Saudi 
Arabian  riyal,  like  Bra- 
zil's real,  may  face  de- 
valuation. 

That  bleak  outlook 
has  pushed  the  Saudis 
back  toward  Big  Oil. 
Riyadh  would  like  $30 
billion  to  $40  billion  to  harness  natm'al- 
gas  resoiu'ces  for  vast  new  projects  in 
power  generation,  water  desalination, 
and  petrochemicals.  The  big  question  is 
whether  companies  like  Chevron,  Texa- 
co, or  Exxon  Mobil  will  be  interested 
without  the  rich  profits  only  oil  can 
bring.  Al-Naimi  recognizes  the  problem: 
"The  retui'ns  fi-om  producing  oil  are  not 
10%.  or  20%.  or  even  100%,  they  are  in 
the  thousands  of  percent." 

But  Al-Naimi  claims  net  returns  of 
up  to  30%.  on  gas  investments  should 
keep  companies  happy.  That  remains  to 
be  seen.  If  the  Saudis  don't  get  any  tak- 
ers during  negotiations  later  this  year, 
they  just  may  be  forced  to  throw  in  an 
oil  field  or  two  to  sweeten  the  pot. 

By  Jolin  Rossant  in  Riyadh 


News:  Analysis  &  Commentary 


INVESTIGATIONS 


RITE  AID  TELLS  ALL- 
AFTER  THE  STORM  BREAKS 

An  SEC  filing  details  family  ties  to  the  drugstore  chain 


At  &'st.  Rite  Aid  Coi^p.  dismissed  the 
allegations  in  a  November  lawsuit 
by  a  fonner  employee.  The  charges 
involved  alleged  conflicts  of  inte)'est  ai"is- 
ing  from  Rite  Aid's  dealings  with  com- 
panies whose  o\\Tiers  included  members 
of  the  family  of  Alex  Grass,  Rite  Aid's 
founder  In  a  Jan.  20  letter  to  business 
WEEK,  after  the  company  was  asked 
about  the  litigation  filed  by  fonner  Ex- 
ecutive Vice-President  Ke\in  J.  Mann, 
Rite  Aid  ceo  Martin  L.  Grass,  son  of 
Alex  wTote:  "I  should  reiterate  that  I 
do  not  own  any  interest,  whether  equity 
or  income  rights,  in  any  entity  which 
does  business  with  Rite  Aid  Coip." 


In  the  last  few  weeks,  however,  Rite 
Aid  has  been  shedding  new  light  on  the 
Grass  family's  ties  to  the  $12.(3  billion 
dioigstore  chain — after  the  connections 
began  to  sm'face,  starting  with  a  Wall 
Street  Joionial  stoiy  on  .Jan.  29.  In  a 
Feb.  9  SK  filing  with  the  Securities  and 
Exchange  Coinmission,  the  company  dis- 
closed connections  between  Rite  Aid 
and  several  businesses  and  a  real  es- 
tate venture  in  which  Grass  family 
members  have  stakes.  That  filing  came 
sLx  days  after  business  week,  as  pait  of 
a  tw'o  month  investigation,  asked  Rite 
Aid  about  documents  the  magazine  ob- 
tained showing  that  Martin  Grass's  sis- 


ON  THE  ters  were  investors 

RECORD:  CEO  brokerage  that 
Mart  in  Grass    goods  to  Rite  Aid. 
asked  for  an     the  8K  comes  after 
internal  Aid  acknowledged, 

review  sponse  to  the  Jon 

story,  that  CEO  G 
had  interests  in  partnerships  that 
two  properties  on  which  Rite  Aid 
operated  stores. 

Rite  Aid  declined  to  comment 
whether  the  relationships  outline 
the  Feb.  9  filing  should  have  been 
closed  earlier.  In  a  Jan.  13  inten  s 
with  BUSINESS  WEEK,  Grass  did 
knowiedge  his  interest  in  one  prop 
but  said  it  was  "below  the  thresii 
that  required  disclosure. 

The  Feb.  9  filing  says  the  mat 
surt'aced  after  Martin  Grass  reque 
an  internal  review  following  the  ^ 
Street  Journal  article.  That  review, 
filing  says,  found  no  previously  ui 
closed  business  relationships  betv 
Grass  and  Rite  Aid. 
A  PATTERN?  Coiporate  governance 
perts  say  it's  unusual  to  have  so  n 
ties  between  a  longtime  public  comj 
and  the  founding  family.  "The  si 
number  is  unusual,"  says  Charles 
Elson,  professor  of  law  at  Stetson 
versify.  "It  is  a  pattem  that  could  r 
shareholders  uncomfortable." 

BUSINESS  week's  inquiry  into 
Aid's  ties  to  the  Grass  family  b( 
shortly  after  Mann  filed  suit.  Mann, 
had  managed  the  chain's  purch 
functions,  alleged  that  his  filing  in 
1998,  and  a  subsequent  company  p| 
of  his  relationships  with  Rite  Aid 
chasing  brokers,  was  an  excuse  t( 
the  broker  system.  Mann  also  alli 
that,  with  Martin  Grass's  knowl 
Rite  Aid  bought  more  than  $50 
year  from  companies  in  which 
family  members  have  an  interest. 

Rite  Aid  has  moved  to  have  M; 
suit  dismissed.  In  November,  after 


NOV.  12,  1998  Kevin 
J.  Mann  files  suit 
against  Rite  Aid  over 
his  dismissal.  Lavi/suit 
alleges,  among  other 
things,  undisclosed 
ties  between  Rite  Aid 
and  the  Grass  family. 

DEC.  9,  1998  Rite 
Aid  files  a  motion  to 
have  Mann's  lawsuit 
dismissed. 


Franklin  Brown  denies 
all  the  charges  in 
Mann's  suit  in  an 
interview  with  busi- 
ness WEEK. 

JAN.  20,  1999  Rite 
Aid  CEO  Martin  Grass, 
in  a  letter  to  business 
WEEK,  says  he  does  not 
have  an  interest  in  any 


nal  publishes  a  story 
on  Rite  Aid,  company 
discloses  that  Grass  is 
a  partner  in  two 
companies  that  own 
property  on  which  Rite 
Aid  stores  have  oper- 
ated. Company  begins 
internal  review  of 
"related  party 
transactions." 


obtained,  to  Rite  Aic 
asking  about  interes 
Martin  Grass's  sister 
have  in  a  company 
that  represented 
manufacturers  to 
Rite  Aid. 

FEB.  9,  1999  Rite/ 

flies  8K  with  the 
Securities  &  Exchan! 


[lieu 


entity  doing  business   Commission  outlinir 


with  Rite  Aid. 


NOV.  18,  1998  Rite 
Aid  Vice-Chairman 


JAN.  29,  1999  After 
The  Wall  Street  Jour- 


FEB.  3,  1999  BUSI- 
NESS WEEK  submits 
questions,  based  on 
documents  it  has 


several  previously 
undisclosed  ties 
between  the  compai 
and  the  Grass  famih 


uea 


RITE  AID: 
A  STORY 
UNFOLDS 
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y  does  the  moon 
stay  in  the  sky? 

What  makes 
rhe  stars  twinkle? 

How  does 
he  Internet  work: 


Actually, it  ....... ... ...ybe because 

so  much  of  it  runs  on  Compaq,  Four  out  of 
the  five  most  popular  Web  sites  are  powered 
by  Compaq.  Hundreds  of  millions  of  hits 
are  handled  by  Compaq  platforms  every 
Three-quarters  of  the  top  ISPs  have  sta 
their  Windov^s  NT  based  Web  hosting,  A   '  * '     '  er 
sived  e-mail,  chances  are,  v^e  helped  get  it  to  you.  To 
V  the  Internet  can  help  grow  your  business,  feel  free  to  ask  the 
rce  at  1-800 -AT- COMPAQ.  Or  visit  www.compaq.com/moon. 


answers. 


©1998  Compaq  CompuierCoipoialion  All  nghls  reserved  Compap  is  registered  in  ihe  U  S  Paieni  and  Trademark 
Ollice  Better  answers  IS  a  service  mark  oi  Compaq  CompuierCofporalion  Windows  NT  is  a  registered  Irademark 
ot  Miciosoll  Corporation  All  other  names  are  Irademarks  or  registered  trademailis  ot  their  respective  companies 
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suit  had  been  filed,  Rite  Aid  Vice-Chaii*- 
man  Franklin  C.  Brown  told  business 
WEEK  that  Mann's  allegations  were 
groundless.  As  for  Mann's  dismissal, 
Martin  Grass  said  in  the  Jan.  13  inter- 
view, "He  was  replaced,  we've  said  all 
along,  for  performance." 

But  documents  obtained  by  business 
WEEK  in  eai'ly  Febraaiy  show  that  Eliz- 
abeth Grass  Weese  and  Linda  Grass 
Shapiro,  sisters  of  Martin  Grass,  have 
been  shai-eholders  of  a  brokerage,  The 
Crestpointe  Corp.,  that  represented 
manufactiu'ers  selling  to  Rite  Aid.  Kevin 
Mann's  brother,  William  A.  Mann  III, 
was  listed  as  president.  Crestpointe  rep- 
resented companies  selling  $40  million  to 
.$50  million  a  year  to  Rite  Aid,  William 
Mann  says.  Crestpointe  was  paid  by  the 
manufacturers,  not  by  Rite  Aid.  "Over 
the  years  I  conducted  business  vdth  the 
buyers  and  categoiy  managers  at  Rite 
Aid,  not  Kevin,"  he  says.  "This  fact  was 
known  to  Rite  Aid  top  management,  in- 
cluding Martin  Grass." 

OTHER  TIES.  When  BUSINESS  WEEK  fil'St 

asked  about  Cresti^ointe,  company  Vice- 
Chairman  Brown  responded  on  Feb.  3 
that  he  and  Martin  Grass  had  never 
heard  of  the  company.  Brown  added 
that  he  and  Grass  knew  of  no  connec- 
tion between  Crestpointe  and  Ms. 
Shapiro  and  Ms.  Weese.  When  asked 
about  Crosspointe  the  same  day,  Linda 
Grass  Shapiro  said,  "You  can  talk  to 
my  brother."  Elizabeth  Grass  Weese 
could  not  be  reached. 

The  following  week,  in  the  8K  filing, 
Rite  Aid  said  it  had  learned  that  Ms. 
Weese  and  Ms.  Shaph-o  each  held  12.-5'% 
.stakes  in  Crestpointe.  Rite  Aid  also  said 
it  had  imcovered  other  ties  between  the 
Grass  family  and  the  company.  In  1992, 
for  example,  Alex  Grass  directed  that 
stakes  he  and  Martin  Grass  were  turn- 
ing back  to  a  company  called  I.  C.  Im- 
ports be  issued  to  his  daughters.  The 
small  importer  of  toothbioishes  and  oth- 
er items  fi'om  Israel  sold  over  $1  million 
annually  to  Rite  Aid  in  recent  years. 

Franklin  Brown,  vice-chainnan  at  Rite 
Aid,  WTote  in  January  that  the  board 
knew  of  Maitin  and  Alex's  investment  in 
I.  C.  Imports,  but  it  strack  him  as  "in- 
significant." "On  reflection,"  Brown  virote, 
"I  should  have  shaipened  my  inquiries 
and  made  a  proxy  disclosure."  Alex 
Grass,  Ms.  Weese,  and  Ms.  Shapiro  did 
not  return  calls  seeking  comment  on  I.  C. 

Rite  Aid's  proxies  ovei-  the  last  tlu-ee 
years  do  not  mt  ntion  the  Grass  ties  to 
Crestpointe  or  1.  C.  Imports.  Perhaps 
in  the  futiu'e,  those  filings  will  provide  a 
more  interesting  reail 

By  Amy  Barrett  in  riiiladelphia  mid 
Karen  Stevens  in  New  York 


CHIPMAKERS 


WILL  PENTIUM  III 
REVIVE  THE  PRICEY  PC? 

Intel  says  its  powerful  new  chip  will  make  surfing  more  fun 


Back  in  the  salad  days  of  1996,  Intel 
Coi-p.'s  "technology  treadmill"  was 
so  efficient.  Eveiy  few  months,  the 
company  rolled  out  a  faster  micro- 
processor, and  PC  users,  eagei-  for  more 
speed,  snapped  them  up  in  computers 
with  average  sticker  prices  of  .$2,000. 
For  eveiy  Pentium,  Intel  pocketed  over 
$200. 

Those  days  are  long  gone.  Models 
costing  less  than  $1,000  now  dominate 
the  market  (chart).  Cheap  pes  use 
processors  that  cost 
as  little  as  $50, 
which  can't  produce 
Intel's  customary 
profits.  Worse,  de- 
spite aggressive 
price  cutting,  Intel 
has  only  one-thii'd  of 
the  market  at  the 
low  end. 

So  Intel  is  deter- 
mined to  lure  buy- 
ers back  to  pricier 
machines — with  its 
new  Pentium  III 
chip.  The  fii'st  Pen- 
tium Ills  will  cost 
between  $500  and 
$700  and  the  pes 
they  go  into,  which 
are  expected  to  hit 
the  market  in  Feb- 
ruary, will  cost 
around  $2,000.  On  the  strength  of  Pen- 
tium III  and  other  high-end  chips,  ana- 
lysts expect  Intel's  profits  to  climb  35% 
this  year,  to  a  record  $8.2  billion. 

But  what  could  make  consumers  pay 
twice  as  much  for  a  PC?  The  Pentium 
III  not  only  is  fast  but  also  includes 
features  to  cmnch  a  stream  of  video, 
audio,  and  3-D  graphics  poming  in  from 
the  Internet.  "We're  looking  to  extend 
the  Internet  experience,"  says  Jami  K. 
Dover,  Intel's  vice-president  of  sales  and 
marketing. 

The  chip  giant  has  budgeted  a  mas- 
sive $;300  million  to  convince  buyei-s  that 
they  need  that  "extended"  experience. 
In  addition  to  a  new  ad  campaign,  Intel 
is  working  feverishly  to  persuade  Web 
companies  to  beef  up  their  sites  with 
multimedia  content  that  requires  the 
power  of  a  Pentium  III.  PC  makers  that 


DISAPPEARING  ACT 


PREMIUM  PCs  ARE  A  SHRINKING 
PIECE  OF  THE  MARKET 

l<$1,000  H$1,000-$1,500  ^$1,500-1- 


FOURTH  QUARTER  1998 

DATA  ZD  MARKET  INTELLIGENCE 


i-un  ads  on  such  sites  will  be  reimbu  bi 
75%  of  the  cost  by  Intel,  instead  ol  i 
normal  50%. 

Will  the  strategy  woi*k?  Seai 
McAteer,  an  analyst  with  Jupiter  (  k 
miuiications,  sees  little  payoff  fi'om  s  r 
ing  the  Web  with  Pentium  III  sS; 
"Large,  consumer-oriented  sites  vq 
optimize  for  the  Pentium  III  for  se;; 
al  years"  because  they  want  to  n 
the  masses  who  use  cheaper  pes.  ir; 
analysts  doubt  Intel  vrill  turn  the  tic 
cheap  PCS.  "It  vn 
pull  the  mainstiii 
up  to  higher  pi|f 
systems,"  says 
Jaffi'ay  analyst  Ak 
Kumar,  who  pi-et 
that  Pentium  II; 
prices  will  fall  rajL 
to  $1,500  or  less] 
Rival    AMD  \i 
help    that  pi'o 
along.  On  Feb 
plans  to  unvei 
Pentium  III  co 
tor,  the  K6-3.  I 
past,  Intel  has  us 
been  months,  i 
years,  ahead  on 
clones  at  the  topi 
enabling  it  to  | 
prices  high. 

But  AMD,  just 
tenth  Intel's  I, 
can't  match  the  giant's  marketing  1 
On  Feb.  1,  billboards  began  appe£|i 
in  New  York,  Los  Angeles,  andii 
Francisco  showing  a  blue  door  ma:< 
"This  Way  In."  Television  and  ^ 
ads  rolling  out  in  the  next  two  wsl 
will  explain  that  when  the  door  o|!il 
"the  Internet's  going  to  be  a  wholllf 
more  fiin."  But  all  the  promise  of  ft 
indeed  all  the  power  of  all  the  a 
tium  Ills — may  not  make  much  d;i& 
ence  to  consumers  whose  biga 
problem  is  waiting  for  pokey 
lines  to  deliver  their  data.  Analystfl 
ure  it  could  take  three  more  yearb 
fore  high-speed  connections  reac  : 
milhon  homes.  Until  then,  a  lot  od 
Pentium  III  PCs  may  be  sitting  arU 
without  much  to  do. 

By  Andy  Reinhardt  in  Santa 
Calif. 
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Reality  check:  It  you've  invested  in  technologies  like 
)penVMS  or  NonStop  Himalaya,  you  count  on 
them  to  run  your  business — and  they  do  it  well  But 
with  IT  rapidly  evolving,  there  are  opportunities 
)'Ou'd  like  to  seize.  So  Compaq  is  extending  these 
iviiouineiiib  tu  lii:.  "  ■  ■       ■"'■^e  Web-enabled  capabilities,        '  MT 

teroperability  and  64-bir  peri', .  - ,•.  .nee.  Which  means  your  IT  infrastructure  can 
main  firmly  in  place         new  applications  like  e-commerce  come  on-line.  We 
fer  not  just  systems  but  software,  services  and  solutions  to  make      '"^  .'ork 
;'gethen  So  your  past  investments  will  contmue  reaping  future  returns. 
)  learn  more,  call  I  \iPAQ.  Or  visit  www.compaq.com/investment. 


COMPAQ,  Better  answers. 


News:  Analysis  &  Commentary 


TRANSPORTATION 


AIRLINES  MAY  BE  FLYING 
IN  THE  FACE  OF  REALIH 

Big  carriers  are  adding  flights  faster  than  demand  can  justify 


I 


n  recent  years,  U.  S.  airline  execu- 
tives have  been  assuring  investors 
that  they've  gi'own  up.  They  keep  in- 
sisting that  the  industiy  is  now  inn  by 
a  more  disciplined  breed  than  the  mar- 
ket-shai'e-chasing,  profit-decimating  man- 
agers of  yore. 

Yeali,  light.  So  that's  why  us  Aii"ways 
Group  Inc.  and  United  Airlines  Inc.  are 
bulking  up  flights  a  startling  53%  at 
Washington's  Dulles  International  Air- 
port in  the  first  hah"  of  this  year.  And 
that  explains  why  U.  S.  earners  plan  to 
beef  up  transatlantic  capacity  more  than 
10%  in  1999,  fai'  outstripping  the  level  of 
demand  indicated  by  anticipated  economic 
gi'owth.  All  told,  the  industry  expects  to 
expand  capacity  by  5.6%  this 
yeai;  faster  than  the  previous 
six  years,  says  analyst  Samuel 
C.  Buttrick  of  PaineWebber 
Inc.  Growth  in  2000  should  be 
close  to  5%  again.  That's  not 
massive  compared  with  the 
10%'  peak  annual  capacity 


the  buildup  coming  two  years  ago.  But 
they  didn't  foresee  the  economic  tur- 
moil that  would  hurt  demand  in  Asia 
and  Latin  America.  Even  at  home,  in 
the  face  of  stronger-than-expected 
fouith-cjuarter  economic  gi'owth  and  low 
fuel  prices,  the  airlines  posted  flat  rev- 
enue and  falling  profits.  One  reason: 
Corporations  have  been  curbing  travel 
budgets  and  balking  at  sky-high  busi- 
ness fares.  And  the  caniers  also  face 
gi'owing  wage  pressixres.  American  pi- 
lots, for  instance,  staged  a  sickout  in 
early  Febiuary  over  wages  and  other 
contract  issues,  forcing  the  carrier  to 
cancel  more  than  2,400  flights. 

Predictably,  each  carrier  with  big  ex- 


OVERBUILDING? 


Carriers  are  Aiming  for  More  Expansion 

FORECASTS  OF  1999  CAPACITY  INCREASES 


faster  than  last  year's  1.5% 
increase  and  1997's  8.1%-. 

The  inevitable  result,  pre- 
dict a  growing  number  of 
skeptics,  will  be  too  many 
seats  chasing  too  few  passen- 
gers— even  taking  into  ac 
count  rising  estimates  of  U.  S. 
growth,  to  around  8%s  this 
year.  Planes  were  more  than 
70%  ftill  on  average  in  1998. 
But  analysts  are  bracing  for 
more  empty  seats  and  a  re- 
turn to  fare  wars  this  year. 
Susan  M.  Donofiio  of  bt  Alex. 
Brown  Inc.  figui'es  net  eam- 
ings  for  the  10  major  caniers 
will  fall  17%'  in  1999,  to  $4.4 
billion,  on  4%-  revenue  gi-owth. 
And  that's  assuming  airlines 
can  pash  tlu'ough  another  fare 
increase,  like  the  2%.  to  4% 
hike  adopted  in  late  Januaiy, 
the  first  since  September, 
1997.  "There  is  simply  more 
capacity  than  is  good  for  the 
long-temi  economics  of  the  in 
dustry,"  says  American  Ai; 
lines  CEO  Donald  J.  Cartj/. 

Airline  analysts  could  st 


SYSTEMWIOE 

DOMESTIC 

INT'L 

AMERICAN 

4.0% 

2.5% 

7.4% 

CONTINENTAL 

8.6 

4.0 
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3.1 

5.0 

NORTHWEST 

9.2 
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11.4 
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2.9 

4.6 

0.0 

USAIRWAYS 

7.8 

7.3 

12.2 

pansion  plans  argues  that  its  outsize  g( 
makes  strategic  sense.  Continental  A 
lines  Inc.,  for  one,  says  attempting 
8.6%  increase  in  capacity  this  year,  aft 
last  year's  10.6%,  is  justified  because 
underinvested  in  Newai'k,  Cleveland,  a 
Houston  hubs  dming  two  banki-uptci( 
us  Airways  is  expanding  its  MetroJ 
operation  as  a  defense  against  Southwt 
Ail-lines  Co.  on  the  East  Coast. 

But,  warns  Carty,  "if  you  have  th 
mentality  at  foui-  or  five  caniers,  then 
gets  away  from  you."  American  h 
tiinmied  its  gi'owth  plans  fi"om  6% 
4%  for  '99.  And  despite  its  buildup 
Dulles,  United's  overall  gi-owth  tliis  y€ 
is  expected  to  be  a  modest  2.9 
trimmed  from  3.6%.  "We  are  all  d 
cerned  about  industry  capacity,"  s 
Rono  Dutta,  senior  vice-president 
planning  at  ual  Corp.,  United's  pare: 
FIRST  TO  BLINK.  Competition  on  trans; 
lantic  routes  may  prove  paiticulaiiy 
tense.  U.  S.  carriers  have  plans  to  boi 
capacity  by  15%  to  17%^  this  summj 
Some  are  rerouting  planes  from  Ai 
where  demand  remains  slack.  Eui'op 
carriers  are  expanding,  t 
which  is  likely  to  lead  to  di 
discounts  to  fill  empty  seats] 
the  peak  travel  season. 

There  is  still  time — i 
much — for  airlines  to  scale  bi 
Carriers  start  to  promote  si 


DATA:  PAINEWEBBER  INC. 


see  any  [cutbacks]  by  inid-sj 
ond  quarter,  we're  stuck  for 
year,"  says  Donofiio.  And 
less  demand  weakens  consid| 
ably,  some  analysts  believe 
airlines  won't  feel  the  need 
change  course.  After  all,  e' 
tlie  projected  drop  in  eai 
1(  ir  1999  makes  tliis  a  good  y\ 
hy  historical  standards 
( 'arty  ai'gues  that  any  inissti 
will  badly  wound  the  airli 
(•i-edibility  on  Wall  Street, 

Continental  won't  risk  si 
a  credibility  gap,  says  Presid 
( ii-egoiy  D.  Brenneman.  "If 
-i-e  softness,  we  will  stop  ' 
growth  or  even  shrink  the  i 
line,"  he  vows.  "There's  no 
!iig  sacred  to  us  about 
gTowth  if  we  can't  do  it  piE 
itably."  But  for  now,  it  looks" 
if  Continental  and  others 
waiting  for  someone  else 
l  ilink  fii-st.  Tlie  longer  they  w| 
the  better  it  looks  for  airl 
passengers — and  the  worse  ,r 
airline  profits. 

By  Wendy  Zellner  n 
Dallas,  with  bureau  report 
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Singapore 


kTcstar   Advanced  global  communications  from  NTT. 

Arcstar  offers  you  a  uniquely //ex/fe/e  global  connection.  In  fact,  no  one  offers  a  stronger  connection 
with  Asia  and  the  Pacific.    In  Singapore,  for  example,  NTT's  Customer  Support  Center  provides 

'  comprehensive  network-integration  services  and  maintenance  to  flexibly  satisfy  your  every  need. 

|*As  one  of  the  world's  leading  telecom  providers,  NTT  can  provide  you  and  your  global  offices  with  an 
unsurpassed  level  of  service.  From  round-the-clock  multi-language  assistance  and  business  support  to 

lemergency  backup.  Now,  connecting  with  Asia  is  a  simple  matter  of  connecting  with  the  right  partner. 


NTT 


NIPPON  TELEGRAPH  AND  TELEPHONE  COfiPOflATION 


Builders  of  the  infocommunicaMons  age 

•TOKYO 'BANGKOK  -BHIIINl-  -li  \NU1  -HONG  KONC.  -J-VK-VRTA  -Kl  \l  \  I  IMPl  R  •MANILA  •SEOl'L  •SHANGHAI  -SlNVAPliRE  •SYDNEY  •T-AIPKI  •  VMSTKRDAM  'BRUSSELS 
•DUSSELDORF  -GENEV-A  •LONDON  'P.ARIS  •CHICAGO  -NCT  YORK  •MOUI^AIN  VIEW  -LOS  ANGELES  •W.ASHbNGTCS*  D.C.  "RIO  DE  J.ANEIRO  -SAO  P.^IILO  i- 


For  more  infomialion  on  how  NTT  can  connect  you.  call  1 -800-4-NTT-USA. 

http://info.ntt.co.jp/global 
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MEDIA 


THE  EDGAR 

AND  BARRY  SHOW 

Bronfman  is  happy  to  watch  Diller  build  the  empire-for  now 

Does  money  gi"ow  on  Bai- 
ly  Diller?  Usually,  when 
a  company  announces  an 
acquisition,  its  stock  drops 
and  that  of  the  target  com- 
pany rises.  But  when  Diller 
announced  on  Feb.  9  that  he 
plans  to  merge  the  Internet 
assets  of  his  usa  Networks 
Inc.  with  portal  company  Ly- 
cos Inc.,  shares  of  USA  rose 
10%,  adding  $1.2  billion  in 
value.  The  stock  of  Lycos 
dropped  26%.  "We  gave  him 
a  couple  of  million,  and  he 
turned  it  into  billions,"  says 
Robert  R.  "Dob"  Bennett, 
president  of  Liberty  Media 
Co.,  a  partner  that  owns  a 
21%  stake  in  usa  Networks. 

No  one  should  be  cele- 
brating more  than  Diller's 
most  important  partner, 
Edgar  Bronfman  Jr.  The 
Seagi'am  Co.  president  has 
gotten  far  more  fi'om  part- 


I 


FEB.  12, 1998  Diller's  HSN  buys  USA  Network,  Sci-Fi 
Channel,  and  a  TV  studio  from  Seagram  for  $4.1  billion 
in  cash  and  stock 

JUNE  24, 1998  Diller  merges  with  Ticketmaster  Group 

$i^7.-Z  J_^^l°^_^   plicated  formula  tiedlo  his 

nership  with  the  57-year-old     ^^PT.  28,  1998  Diller  purchases  51%  of  CitySearch  ty  stake.  Despite  Diller's  n 

Diller  than  money.  Bronfman     fQ,-  $120  9  million  in  stock  Seagram  doesn't  always  go. 

has  had  a  shakv  launch  as    Bronfman  blocked  Diller] 

an    entertainment    mogul    f™- piljer  announces  nnerger  with  Lycos   striking  a  deal  to  buy  a| 


Lynch  analyst  Jessica  Reif  Cohen, 
the  I'etaO  revenue  stream  that  goes 
advertising  and  cable  fees  to  helj: 
for  higher  costs  of  progi'amming." 

Lycos,  the  thu-d-largest  Internet  (i 
tal,  would  give  Diller's  retail  busit 
which  includes  the  powerful 
Shopping  Network,  a  wider  outlj 
the  Net.  This  year  alone,  figures  i 
tionsBanc  Montgomeiy  Secuiities  : 
lyst  John  Tinker,  usa  Netv 
will  sell  $60  milKon  throug- 
online  Fh'st  Auction  senicc  r 
times  its  1997  sales.  And  ii 
generate  another  $30  m  I: 
through  ticket  sales  on  Tit 
master  Oi  r 
DILLER:  which  laur  ii 

Budding  i^gt  year.  , 
a  media  hyco&.  \  ■ 

powerhouse  mq' 
with  USA's  lit 
net  assets,  will  give  the  cc|! 
ny  access  to  30  million  p 
online  thi'ough  its  four  nai 
and  19  regional  Web  sites, 
media  company  that  dc 
liave  a  large  footprint  ii 
world  of  electronic  commer 
a  worldwide  basis  is  going 
in  trouble,"  Diller  says. 

To  sign  the  deal,  Diller  m 
approval  from  Bronfman,jj 
has  effective  veto  power 
major  business  moves  in  a 


since  taking  over  Universal 
Studios  Inc.  in  1995.  Univer- 
sal's  theme  parks  and  music  are  doing 
well,  but  its  core  movie  studio  has 
brought  to  the  screen  a  string  of  so-so 
films  and  money-losers  such  as  Babe:  A 
Pig  in  file  Citij. 

But  SeagTam's  interest  in  usa  Net- 
works has  given  Bi'onfman  solid  success 
on  the  small  screen.  And,  in  the  year 
since  Bronfman  traded  the  oiiginal  usa 
Network,  Sci-Fi  Channel,  and  Univer- 
sal's  TV  production  unit  for  45%.  of  Diller's 
outfit,  the  value  of  his  stake  has  gone 
fi'om  $2.75  billion  to  some  $5.75  billion. 
Almost  as  important,  the 
company  tliat  Diller  is  creat- 
ing could  provide  a  poweiful 
outlet  for  Bronfman  to  sell 
music,  videos,  and  other  mer- 
chandise from  Uni\  ('rsal  and 
liis  PolygTam  units. 

Even  before  announcing 
the  Lycos  deal,  usa  Net- 
works was  on  its  way  to  be- 
coming the  prototy]3e  of  Ihe 


DATA  USA  NETWORKS  INC, 

21st-century  media  company.  With  TV 
audiences  fragmenting,  Diller  is  fash- 
ioning an  outfit  that  will  rely  nearly  as 
much  on  dii'ect  sales  as  on  advertising. 
Last  year,  it  sold  more  than  $1  billion  in 
merchandise  over  its  Home  Shopping 
Network.  On  the  TV  network  Diller  is 
building  with  Ms  USA  cable  network  and 
16  local  TV  stations,  he  doesn't  just  de- 
pend on  the  traditional  revenues  from 
cable  operator  fees  and  advertising. 
"They  are  doing  what  all  cable  compa- 
nies are  trying  to  do,"  says  Merrill 


For  the  Seagram 
chairman,  with  CDs 
and  tickets  to  sell, 
Lycos  was  a  no-brainer 


BRONFMAN  CAN  VETO  DILLER  MOVES 


stake  in  NBC  from  General 
trie  last  year,  for  example. 
Bronfman,  for  now,  is  busy  fixin 
movie  business  and  slashing  cos 
Polygi-am,  the  music  giant  he  paid 
billion  to  accjuu-e.  He  can  let  Dille: 
up  the  TV  and  online  business.  Ani 
gi'am  has  options  to  hft  its  stake 
to  50.1%.  by  2002.  That  would 
Bronfman  a  shot  at  iimning  USA, 
but  only  if  Diller  volunteers  to  lei 
Can  the  two  moguls  coexist  i 
meantime?  Soiu'ces  at  Seagi"am  an 
say  the  two  confer  often,  and  th. 
43-year-old  Bronfman  shares  Dille 
sion  for  a  larger-  company 
sentially,  he's  in  the  posit 
waiting  for  Barry  to  mo^ 
one  way  or  the  other,"  s 
Bronfman  associate.  Until 
Bronfman  can  sit  bach 
count  the  money  Diller  is 
ng  for  him. 

By  Ronald  Grover  i 
Angeles,  with  Richard  I 
in  New  York 
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ONLY 
THE  BLUEST 
OF 

BLUE  CHIPS. 


^  BLUE  CHIP  FUND  a  company's  admission  into  the  aim  Blue  Chip  Fund  does  not 
:  easy.  Only  those  ranked  at  the  top  of  their  industries  are  welcome.  And  being 
1  ^dustry  leader  is  no  guarantee  that  a  company  is  "blue-chip"  enough. 

Our  disciplined  strategy  searches 


AIM  Blue  Chip  Fund 


'out  only  the  best  growth  and  value 
stocks.  Which  means  we  accept  only 
those  companies  that  have  growing 
earnings  or  are  undervalued  among 
blue-chip  companies, 
t  is  a  strategy  that  seeks  performance  through  discipline.  A  strategy  designed  to 
'I  e  a  fund  full  of  the  kind  of  companies  that  will  make  you  feel  more  confident  in 
t  investments.  This  is  as  blue  as  it  gets. 


I  Year  5  Year     .  10  Year 

0.42"  24.08"  18.36"'- 
:5.24"   *22.69''  17.69'- 

;s  maiimum  5  50%  sales  charge    Average  Annual  Total  Return  as  ol  12-51-91 

kei  volatilily  can  significantly  impact  short-term  par- 
lance. Results  of  an  investment  made  today  may  dif- 
substantially  from  the  historical  performance  shown. 


www.oimfunds.com 


AIM 


Invest  with  DISCIPLINE   

MUTUAL  FUNDS 

^rfoiwoncx  O3nnot  guomntee  comporoble  future  results. 
YOUR  FINANCIAL  CONSULTANT  for  more  comf^ete  mformation  about  the  Fund,  induding  diarges  and  expenses,  a  fund  prospectus  and  Investors 

Performance  figures  are  historical  and  reflect  reinvested  distributions  and  changes  in  net-asset  value  for  Class  A  shares.  Investment  return  and  principal  value  wi  var/  so 
n  'u  may  have  a  gain  or  loss  when  you  sell  shares.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  AIM  and  design  is  a  tegistered  tmdemaik  of  A I M 
V  ment  Group  Inc  AIM  Distributors,  Inc.  1999. 
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ViewSonic 
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Turn  traditional  thinking  on  its  eai 

Today,  regardless  of  the  PC  brana  you  choose,  the  j 
most  important  component  is  not  the  computer.  | 
It's  the  monitor. 

Yesterday  the  hot  phrase  was  "Monitor  Sold 
Separately."  Today,  it's  "PC  Sold  Separately." 
Technology  blurs  the  lines  between  one  computer 
and  another.  They're  all  fast,  all  loaded,  all  pretty 
much  the  same. 

What's  different,  what's  exciting  is  happening  in 
displays-multimedia  monitors  with  built-in 
teleconferencing  capabilities  and  flat  panel  display^ 
you  can  mount  on  the  wall. 

The  new  ViewSonic  VG 180, 18.1"  viewable  LCD 
ViewPaneP  is  a  case  in  point.  It  features  a  160° 
viewing  angle,  a  spectacular  true  resolution  of 
1,280  X  1,024,  a  rock  solid  image  and  amazing  per- 
formance. By  putting  ViewSonic's  VG180  ViewPane  mS> 
on  top  of  your  priority  list,  you'll  ensure  your  Visual 
Computing™  expenence  is  excellent. 

At  ViewSonic  we  developed  the  VG180  with  your 
vision  in  mind.  TCO  '95  certification.  Warranty; 
3  year  parts  and  labor,  one  year  back  light. 

Express  Exchange'  Sen/ice  option  available. 

For  more  information  call  800-888-8583 
or  visit  our  website  at: 
www.  ViewSonic.com/busweek 


C-pyngn'  gi  1999  Vie^Sodic  Coiporalion  •  All  iiglils  reserved. 
Corporate  rames  and  irzdeniarte  are  property  of  Itieir  respective  companies. 
Intel  and  tfte  Intel  Inside  logo  are  registered  trademarks  ol  Intel. 


tiiive 


fiin 


(PC  Sold  Separately) 


BYTE 


BEST  l^^mputing] 


r 


(ViewSonic) 

www.ViewSonic.com  f^* 


1  Business  This  Week 


E  TED  BY  KELLEY  HOLLAND 


I  CO  S  NEW 

S  EKICK:  MOTOROLA 

AGO,  MOTOROLA  WAS 

It  was  losing  con- 
111  the  digital  cellular 
ission  business,  and 
lular-phone  business 
igging.  But  in  1999, 
are  looking  up.  The 
hone  business  is 
iding,  and  Motorola's 
Jting  plan  is  about 
iillion  ahead  of  sched- 
!  Feb.  8,  CEO  Christo- 
alvin  announced  a  deal 
isco  Systems  to  build 
aid's  largest  wireless 
[i  met  system.  The  two 
'  invest  more  than  $1 
lo  create  a  system  to 
lit  voice,  video,  and 
cell  phones  and  lap- 
rs.  Wall  Street  is 

,^ays  Warburg  Dil- 


LOSING  BELL 


TAnEREP  NET 

most  Internet  stocks  of 
,CNET  tried— but 
!d — to  defy  gravity.  The 

service's  stock  surged 
ethan  112%  from  Jan.  25 
ib.  3,  partly  on  acquisition 
ors.  But  with  no  deals  in 
t.  CNET's  stock  has  plum- 
ed. It  plunged  almost  21% 
9b.  9 — even  after 
•icing  a  key  deal  to  be 
■iiputer-buying  informa- 

:urce  on  America  Online. 
T  s  Feb.  10  announcement 

stock  split  and  its  first 
itable  year  could  not  stem 

jiral,  as  the  stock  fell  an 
:nal  7.3%. 


cnet 


FEB.  9 

.  J.lStRG  Fr\.ljNCiAL  V^SK£TS 


Ion  Read  analyst  Jeffrey 
Schlesinger:  "It's  the  best 
card  he  could  have  played." 

SBC  MAKES  A  LONG- 
DISTANCED^^ 

SBC  COMMUNICATIONS  IS  ON 

the  prowl  again.  On  Feb.  8, 
the  San  Antonio  Baby  Bell 
said  it  would  buy  up  to  10% 
of  Williams  Companies'  tele- 
com division  for  about  $500 
million.  Williams  will  carry 
SBC's  long-distance  traffic  at 
favorable  prices  once  sec 
wins  approval  to  enter  the 
market — a  decision  expected 
by  the  end  of  1999.  Williams, 
about  two-thirds  of  the  way 
toward  completing  a  nation- 
wide fiber-optic  network,  is 
assured  of  volume  when  it 
begins  connecting  the  No.  2 
local  phone  company's  cus- 
tomers to  its  svstem. 


SMITHKLINE  PULLS 
WAY  BACK  

sound  the  retreat.  BRITISH 

drug  giant  SmithKline 
Beecham's  five-year  expan- 
sion stopped  on  Feb.  9  when 
ceo  Jan  Leschly  said  he 
would  sell  two  key  U.  S.  busi- 
nesses, cut  3,000  jobs,  and 
close  67  factories  by  2002. 
Clinical  Laboratories, 
acquired  for  $2.3  billion,  will 
be  sold  to  Quest  DiagTiostics 
for  $1.03  billion  in  cash  and  a 
29.5%  equity  stake  in  the 
expanded  gi'oup.  Diversified 
Pharmaceuticals  Services, 
bought  for  S2.5  billion,  will  go 
to  Express  Scripts  for  S700 
million.  Leschly,  who  led 
1998's  failed  merger  try  viith 
Glaxo  Wellcome,  denies 
rumors  the  revamp  may 
reignite  talks.  But  at  this 
rate,  going  solo  may  not  work. 


THE  GREAT  PC 
GIVEAWAY  

on  FEB.  S,  A  STARTUP  CALLED 

FreePC.com  said  it  would 
give  awav  10.000  low-end 


HEADLINER:  JOHN  REED 


HASTALAVISA 


In  what  may  be  a  step 
toward  severing  relations 
between  Citigi'oup  and 
Visa,  Citi  co-ceo  John 
Reed  is  quitting  the  U.  S. 
and  international  boards  of 
the  credit-card 
association. 
Citi,  the  top 
card  issuer, 
could  wind 
up  only 
putting  out 
cards  with  the 
MasterCard  logo. 

The  move  is  pait  of  a 
long  battle  by  Reed  to  es- 
tablish Citi  as  a  brand 
name,  an  effort  he  feels  has 
been  frustrated  by  Visa's 
aggi'essive  mai'keting.  "It 
goes  back  quite  a  ways," 
says  David  Beny,  reseai'ch 
du'ector  at  investment  bank 
Keefe,  Biuvette  «fc  Woods. 


"John  Reed  has  the  view 
that  Citi  win  be  another 
great  foui-letter  word  like 
Nike  or  Coke."  Citi  ac- 
counts for  neaiiy  17%  of  all 
Visa  and  Mastei-Cai'd  busi- 
ness, says  the 
Nilson  Re- 
port. Reed's 
goal:  to  put 
cai"d  associa- 
tions' names 
on  the  back  of 
the  plastic  and 
keep  Citi's  on  the  front. 

Reed's  role  in  credit -cai'd 
policy  belies  talk  that  he 
will  play  a  smaller  part  at 
Citigi'oup,  the  behemoth 
created  by  the  '98  Citicoi-]> 
Ti-avelei-s  merger.  "John  has 
been  verj'  involved,"  says 
Beny.  "Any  presumption  to 
the  conti"aiy  is  silly." 

By  Gary  Silvennan 


PCs  to  consumers  willing  to 
put  up  with  ads  24  hours  a 
day.  The  outfit  would  earn  its 
money  by  selling  onscreen  ad 
space.  FreePC.com  may  just 
be  the  start.  Top  PC  makers 
including  Hewiett-Packard 
and  emacliines  say  they're  in 
talks  with  major  Internet 
service  providers  to  give 
away  PCs  when  customers 
sign  up  for  multiple  years  of 
service — the  same  way  cell- 
phone companies  provide 
"free"  phones.  Within  60 
days,  emachines,  which  sells 
$400  PCS  in  stores,  will  sup- 
ply PCS  to  BuildNET,  a  com- 
pany that  offers  a  $7,000-a- 
year  online  service  to 
contractors,  to  be  furnished 
free  to  its  customers. 


SEARS  SEHLES  UP 
WITH  THE  FEDS 

SEARS  ROEBUCK  IS  ENDING  ITS 

two-year-long  credit-collec- 
tion fiasco — at  a  price.  The 
retailer  will  pay  a  $60  miUion 


fine  after  agreeing  on  Feb.  9 
to  plead  guilty  to  one  count  of 
bankinptcy  fi-aud  aiising  from 
overzealous  collection  fi'om 
debt-ridden  customers. 
Among  Sears'  tactics:  telling 
bankrupt  customers  they  had 
to  pay  their  debts  to  Sears. 
The  company  took  a  .S475  mil- 
lion charge  to  cover  expenses 
related  to  the  problem  after 
the  U.  S.  Attorney's  office  in 
Boston  launched  a  probe  in 
1997.  Sears  has  since  tight- 
ened credit  standards  in  its 
credit-card  unit. 

ETCETERA.  ■■ 

■  Nike,  cutting  costs,  will  no 
longer  sponsor  the  Italian 
soccer  team. 

■  Northern  Telecom  cut 
250  jobs  at  its  Bay  Net- 
works unit. 

■  Bristol-Myers  Squibb 
won't  develop  startup  Entre- 
Med's  anticancer  compound. 

■  Retailers  will  sell  cd-roms 
for  family  photos  using  tech- 
nology' fi-om  Kodak  and  Intel. 
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For  a  faster 

tax  refund 

cKck  send 


IRS  e-file  is  today's  way  to 
file  your  income  tax — and 
get  your  refund  back  in 
half  the  usual  time.  Even 
faster  with  Direct  Deposit! 

If  you  prepare  your  tax 
return  on  your  PC  or  Mac, 
take  the  next  step  and  Jile 
it  electronically  too. 

Click!  IRS  e-file  is 
fast,  simple,  accurate  and 
secure.  And  you  can  e-file 
24  hours  a  day,  7  days 
a  week. 

Do  you  owe  more  tax? 
You  can  still  e-file  your 
return  now,  get  fast  proof 
of  acceptance  from  the 
IRS,  but  then  wait  until 
April  15th  to  make  the 
payment.  One  option 
allows  you  to  authorize 
a  withdrawal  from  your 
bank  account  on  the 
date  you  choose,  up  to 
April  15th.  Another  option 
allows  you  to  pay  with 
your  credit  card. 

Any  questions?  Check 
the  IRS  Web  site  at 
www.irs.ustreas.gov 
or  your  tax  preparation 
software. 

IRS  e-file.  It's  the  fastest 
way  to  get  a  tax  refund. 


Click.  Zip. 
Fast  Round  Trip. 


Ibe  Internal  Revenue  Service  Working  to  put  service  first 


Use 
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t^v'ashington  Outlook 


i  TED  BY  PAULA  DWYER 


jHE  GOP  RAGE:  SO  MANY  HOPEFULS 
(iHASING  SO  MUGH  MONEY 

Ieorgett.e  Mosbacher,  cosmetics  entrepreneur  and  blue-chip 
Republican  fund-raiser,  is  always  in  demand  on  the  social 
circuit.  But  lately  her  phone  has  been  ringing  off  the 
as  Pi-esidential  wannabes  in  an  increasingly  crowded  field 
3  courting.  Mosbacher  says  she'll  pick  a  candidate  soon 
start  diahng  for  dollars,  but,  she  frets,  "I  know  all  these 
lie.  This  is  a  very  difficult  call." 

osbacher  isn't  the  only  top  gop  giver  tiying  to  decide 

•h  candidate  to  support  in  2000.  Will  it  be  front-iimner 
[  'ge  W.  Bush?  Although  still  weighing  a  bid,  the  Texas 
g  ;rnor  is  urging  key  fund-raisers  to 
uncommitted  just  a  bit  longer.  Or 

it  be  former  American  Red  Cross 

:'  Elizabeth  Dole,  who  is  testing  the 

!rs  in  New  Hampshire?  Also  on  Mos- 

er's  A-list:  Arizona  Senator  John  Mc- 

,  whose  maverick  campaign  is  at- 

iiig  a  surprising  number  of  CEOs. 

though  the  Iowa  caucuses  are  still  a 

off,  GOP  hopefuls  are  ah-eady  blitzing 

lorate  America.  Former  Vice-Pi'esident 

Quayle  and  foi-mer  Education  Secre- 

Lamar  Alexander  may  not  win  Mos- 

er's  heart,  but  they  are  luring  othei- 

3.  With  individual  donations  Umited  to 

10  per  candidate,  the  game  is  to  at- 

high-profile  names  who  use  theii-  connections  to  fill  coffere. 
tlES  FACTOR.  A  front-loaded  primary  schedule  intensi- 

;he  money  rush.  Many  states  have  moved  primaries  and 

uses  up  to  boost  their  voice  in  the  selection  process. 

ical  pros  predict  that  the  nominee  may  emerge  by  the 

i-primaries  on  Super  Tuesday,  Mar.  7,  2000.  gop  lobbyist 

C.  Korologos  says  party  aspirants  "realize  that  a  year 
today  they  gotta  have  $20  million  in  the  bank." 

aess  what?  That  may  not  be  enough.  The  Capitalist  Tool 
It  elf,  publishing  magnate  Steve  Forbes,  may  forgo  federal 
ft  hing  funds  again  to  avoid  spending  limits.  If  Bush  figiu-es 
tl  Forbes  vrill  inundate  Iowa  and  nuke  New  Hampshire 
wj  TV  ads,  George  W.  may  also  pass  on  matcliing  fimds.  Ac- 


OUT  FRONT:  Bush  at  the  White  House 


cording  to  one  fimd-raiser  close  to  Bush,  that  could  mean  he 
would  have  to  raise  a  record  $40  million — $100,000  a  day. 

So  Where's  the  early  cash  coming  from?  Bush  is  lining  up 
support  through  Texas  oilman  Donald  L.  Evans,  who  can 
help  tap  the  home-state  money  gusher  And  Bush  has  other 
advantages:  his  Dad's  Establislunent  ties  and  brother  Jeb,  the 
newly  elected  governor  of  Florida,  who  has  pipelines  to 
wealthy  retirees  and  developers. 

Investment  banker  Hemy  R.  Ki'avis,  New  York  fund  man- 
ager Lewis  M.  Eisenberg,  and  oil  exec  John  A.  Moran  are 
trekking  to  Austin  on  Feb.  24  to  size  up 
Bush.  An  endorsement  may  follow. 
"Everybody  perceives  that  George  is  the 
winner,  and  they're  lining  up,"  says  gop 
graybeard  Frederic  V.  Malek.  "McCain, 
Dole,  Quayle,  and  others  have  to  do  some 
heavy  trolling  for  support." 

And  they  know  it.  McCain  starts  with 
$2  million  left  over  fi'om  his  '98  Senate 
race.  Goldman,  Sachs  &  Co.  Chairman 
Hemy  M.  Paulson  Jr.  and  co-CEO  John  A. 
Thain  will  build  on  that  at  a  Mar.  25  din- 
ner in  Manhattan.  A  week  later,  McCain 
will  speak  at  a  Chicago  event  hosted  by 
Ameritech  ceo  Richai-d  C.  Notebaert,  Hy- 
att  Hotels  &  Resorts  Chainnan  Thomas  J. 
Pritzker,  and  aig  Chainnan  Maurice  R.  Greenberg. 

Quayle,  who  is  expected  to  have  money  woes  despite  his 
Veep  credentials,  also  has  his  business  pals.  On  Feb.  25, 
USFilter  ceo  Richard  J.  Heckmann  hopes  to  collect  $200,000 
at  an  event  at  liis  Rancho  Mii-age  (CaUf.)  home.  Quayle  sits  on 
the  boards  of  USFilter  and  American  Standard  Cos.,  whose 
CEO,  Emmanuel  A.  Kampouris,  also  is  a  booster 

With  so  many  Republicans  lining  up  for  the  race — House 
Budget  Committee  Chainnan  John  R.  Kasich  (R-Ohio)  may 
announce  soon,  and  New  York  Governor  George  Pataki  still 
shows  signs  of  interest — Big  Business  execs  are  going  to 
feel  the  pinch  earlier  and  hai'der  than  ever. 

By  Lorraine  Woellert 


CAPITAL  WRAPUP 


AHD  AS  FOR  BAUER 

leligious  Right  crusader  Gary  L. 
ler  will  probably  need  to  do  the 
'pest  digging  to  finance  his  fledg- 
>■  Presidential  bid.  Amway  Presi- 
it  Dick  DeVos  says  he  will  continue 
mpport  Bauer's  lobbying  group, 
Family  Research  Council,  but  not 
campaign.  DeVos  says  he  may 
•k  either  Forbes,  Dole,  or  Bush 
ause  they  have  the  best  chance  of 
fying  the  party. 


CAN  THE  CONCORDE? 

►  To  Representative  James  L.  Ober- 
star  (D-Minn.),  it's  tit  for  tat.  The  top 
House  Transportation  Committee 
Democrat  wants  to  ban  the  superson- 
ic Concorde  from  the  U.  S.  in  retalia- 
tion for  a  European  Union  ban  on  jets 
fitted  with  high-tech  mufflers  called 
hushkits.  The  EU  claims  hushkitted 
planes  ax'e  too  dirty  and  noisy  for  its 
airports.  Blocking  the  Concorde's 
three  daily  flights  to  the  U.  S.  won't 


come  close  to  offsetting  the  EU  ban's 
$1  billion-a-year  cost,  but  it's  the 
principle  of  the  thing,  Oberstar  says. 

FAST-TRACK  BREAKTHROUGH? 

►  The  Business  Roundtable  is  joining 
the  National  Association  of  Manufac- 
turers in  seeking  compromise  fast- 
track  trade  legislation  that  lets  nego- 
tiators consider  workers'  rights  and 
environmental  protections.  For  two 
years,  gop  bills  that  excluded  such 
considerations  have  failed  to  pass. 
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Plans  for  reform 
are  screeching 
to  a  halt  as  it 
enters  a  year  of 
economic  peril 


We  will  prevail.  That  was 
tlie  message  Chinese  Pre- 
mier Zhu  Rongji  sent  to 
the  world  a  year  ago, 
when  the  National  Peo- 
ple's Congress  unveiled  a 
$1.2  trillion,  tlu'ee-year  plan  to  keep  the 
Asian  crisis  at  bay.  The  public-works 
spending  would  keep  China's  millions 
employed  and  the  economy  expanding 
by  annually.  Meanwhile,  Zhu  would 
tackle  the  thoniy  tasks  of  shuttmg  down 
profitless  state  factories,  curbing  cor- 
ruption, streamlining  a  bloated  bureau- 
cracy, cleaning  up  the  banking  system, 
and  piivatizing  housing.  With  China  still 
growing,  Zhu  thought  the  countiy  could 
absorb  the  shock  of  reform. 

He  was  wrong.  Instead  of  embark- 
ing on  a  year  of  triumph,  China  is  en- 
tering a  year  of  peril — its  worst  in  a 
decade.  When  Zhu  set  his  plan  in  mo- 
tion, he  underestimated  how  out  of  con- 
ti'ol  the  economy  already  was;  he  mis- 
calculated its  frailty  and  the  impact  of 
the  crisis.  Now,  millions  of  unemployed 
ai"e  clogging  the  cities.  Protests  occiu-  al- 
most daily.  Consumers  have  stopped 
consuming.  Housing  privatization  has 
stalled.  State  factories  still  churn  out 
billions  of  dollars  in  unwanted  goods. 
INVESTOR  FATIGUE.  Meanwhile,  many 
foreign  investors,  burned  by  Beijing's 
policies,  are  rethinking  their  commit- 
ment to  China.  "We  are  wondering  if 
this  is  a  government  we  can  tmst,"  says 
a  Western  banker  in  the  southern  city 
of  Guangzhou.  China  has  always  been  a 
tough  place  to  do  business.  The  threat 
this  time  is  that  investors  will  shift  to 
more  lucrative,  more  easily  managed 
markets  just  when  China  needs  outside 
capital  most.  As  investor  fatigiie  deep- 
ens, foreign  investment 
could  drop  ft'om  $45  billion 
in  1998  to  $30  billion  this 
year,  according  to  some 
government  estimates.  Clii- 
na  cannot  afford  to  lose  in- 
vestors' favor. 

Beijing  policymakei's  are 
deeply  worried.  China 
could  fall  into  the  same 


trap  that  snared  Japan:  The  govern- 
ment tries  to  reigiiite  spending,  but  the 
ban]<s,  riddled  with  bad  loans,  stop  lend- 
ing. Deflation  becomes  unstoppable,  and 
the  consumer  economy  grinds  to  a  halt. 
To  get  at  least  some  gi'owth,  authorities 
are  forced  to  devalue  the  yuan.  Mean- 
while, social  um-est  could  pose  a  serious 
threat.  This  year  marks  the  10th  an- 
niversai-y  of  the  bloody  night  at  Tianan- 
men Square,  as  well  as  the  50th  an- 
niversaiy  of  the  founding  of  the  PeojDle's 


Republic.  ( '('h.-braiits  can  easily  t  i 
into  demonstrators  if  they  are  anijidf 
enough  and  poor  enough. 

With  these  threats  looming,  Zhu  i 
cjuietly  set  aside  much  of  his  politic  ^i,js((u 
destabilizing  reform  plan.  He  is  also 
gineering  a  crackdown  on  the  provinij^e  [[jj 
shutting  down  heavily  indebted,  corr)fiiuj|,p 
investment  tnists,  and  sealing  the  e;|)3„,jj^ 
for  any  Chinese  comj^any  that  want!fejt|,jj|| 
ship  money  out  of  the  country.  The  Ij,;  jij^^, 
some  merit  to  the  crackdown:  Cm>fi„ 


CHINA'S  SLIDE  INTO 
CRISIS 

MARCH  1998  Premier  Zhu  Rongji 
vows  to  slash  bureaucracy, 
spend  $1.2  trillion,  end  subsi- 
dized housing,  and  reform  state 
enterprises. 


JUNE  Exports  grow  at  a 
mediocre  7.6%,  a  third  of 
1997's  levels. 

SEPTEMBER  Officials  crack  down 
on  unauthorized  foreign  ex- 
change dealings  to  stem  bil- 
lions in  capital  flight  and  set 


minimum  prices  for  21 
tries.  Housing  reform  s| 
dramatically.  Consumeilt, 
dence  wanes.  Zhu  bacH 
from  aggressive  reform 
companies. 


OCTOBER  Zhu  intensifies 
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a  I:)t4ter  regulated  and  less  cor- 
•nnomy.  But  the  moves  show  Zhu 
liich  a  party  cadre  intent  on  con- 
he  is  a  reformer.  And  while  Zhu 

I  last  used  the  levers  of  state  pow- 
urb  inflation  and  promote  gi-owth, 
lie  his  policies  seem  likely  to  lead 
:  more  stagnation. 

and  his  advisers  were  supposed 

I I  tliis  mess.  They  knew  the  econ- 
.  as  starting  to  slow  a  year  ago. 
icy  figured  Keynesian  stimulus 


ampaign  to 
billion  in  lost 
enues.  The  cen- 
ruptly  closes 
International 
stment  Corp. 
celerates. 


DECEMBER  People's  Bank  of 
China  cuts  interest  rates  for 
the  third  time  in  a  year. 
Authorities  crack  down  on 
political  dissidents,  sen- 
tencing four  activists  to 
long  prison  terms. 


was  a  trie(  I  fomiula  for  gi'owth. 

Tlie  spending  did  boost  gi'owth  for  much 
of  1998,  but  then  the  economy  stalled  to 
cool  in  the  fall.  Too  much  of  the  money 
was  siphoned  off  by  corrupt  officials, 
and  too  many  of  the  projects'  were  un- 
able to  trigger  new  economic  activity. 
Workers  got  spooked  as  state  enter- 
prises continued  to  shut  down,  and  con- 
sumer spending  evaporated.  The  cen- 
tral government,  suddenly  frightened, 
pulled  back  ft'om  closing  state  factories. 

Other  reforms  ground 
to  a  halt,  especially 
housing  reform.  The 
plan  was  that  the  mid- 
dle class  would  buy  the 
homes  they  rented  from 
the  government  and  so 
create  a  spending  boom, 
with  banks  issuing 
mortgages    and  new 


homeowners  refurbishing  their  flats. 
But  the  middle  class  hesitated  to  spend 
their  savings  on  apartments  they  had 
been  renting  cheap,  and  the  banks 
shied  at  the  risk  of  lending  to  buyers. 
The  expected  housing  market  never 
materialized. 

Cliinese  authorities  hoped  that  cheap, 
sldlled  labor  could  keep  exports  hum- 
ming. Instead,  the  coastal  export  zones 
began  faltering  in  the  second  half  of 
1998,  after  the  Asian  crisis  wiped  out 
China's  markets  in  neighboring  coun- 
tries. Suddenly,  instead  of  buying  Chi- 
nese goods.  South  Koreans  were  under- 
cutting Chinese  steel  and  petrochemical 
prices  on  Chinese  soil. 
WASTED  CASH.  Then,  late  last  year,  au- 
thorities discovered  companies  and  gov- 
ernment agencies  on  the  coast  were  an- 
licipating  even  tougher  economic  times 
ahead — and  trying  to  smuggle  money 
out  of  the  coimtiy  as  a  result.  More  than 
$45  billion  is  believed  to  have  gone  miss- 
ing. As  officials  tried  to  stem  the  outflow, 
they  started  examining  the  books.  To 
then-  hoiTor,  they  discovered  that  many 
companies  had  taken  on  far  more  hard 
cmi-ency  debt  than  regulators  realized. 
Many  international  tmst  and  investment 
coiporations  (iTics) — set  up  initially  to 
trade  with  the  West  and  raise  foi'eign 
capital — were  awash  in  debt.  Much  of 
the  cash  was  wasted.  According  to  a  local 
official,  the  Guang- 


UNREAL  ESTATE 

Shells  of 
unfinished 
buildings,  such  as 
Hviindai's,  haunt 
Dalian  streets 


zhou  city  iTic  sunk 
most  of  a  $10  mil- 
lion Japanese  loan 
into  lavishly  redec- 
orating one  of  its 
buildings. 

So  in  September, 
Zhu  imposed  dra- 
conian  controls  on 
foreign  exchange  dealings.  At  the  same 
time,  he  started  putting  the  squeeze  on 
one  investment  trust  after  another.  But 
the  unintended  damage  has  been  huge. 
Legitimate  businesses  find  themselves 
encumbered  by  the  heavy  documenta- 
tion needed  to  obtain  hard  ciurency.  In 
Shanghai,  an  American  maker  of  steel 
beams  is  so  fiiistrated  with  forex  controls 
that  he  wants  out  of  his  joint  ventm-e. 
And  Procter  &  Gamble  Co.  is  consideiing 
delaying  new  investments  in  southern 
Cliina  because  of  them,  according  to  a 
Guangzhou  city  official,  p&f;  denies  this 
but  says  regulations  are  slowing  pay- 
ments to  suppliers. 

The  consequences  of  Beijing's  actions 
keep  multiplying  in  coastal  provinces.  In 
Guangzhou,  the  crackdown  on  smuggling 
and  con-uption  has  stiuck  fear  into  the 
hearts  of  entrepreneurs,  scaring  many 
of  them  from  new  investments.  One  city 
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official  now  predicts  only  3'7c  gro\nh  in 
expoits  and  foreign  investment  in  1999, 
half  the  levels  of  last  year.  "We  have 
suffered  a  serious  negative  impact."  says 
city  official  Weng  Wenxiang.  Guangzhou 
city's  iTic  may  also  be  shut  down,  if  an 
ongoing  investigation  finds  serious  finan- 
cial mischief  That  could  spell  trouble  for 
the  city  government,  which  pai'ked  pen- 
sion funds  for  the  police  force  in  the 
tnist,  according  to  a  well-connected  Chi- 
nese lawyer 

PRICE  PINCH.  It's  not  just  the  liigh-flj-ing 
South  feeUng  the  pain.  In  the  northeast- 
ern port  of  Dalian,  once  a  hot  gi-owth 
ai-ea,  Korean  and  Japanese  companies 
ai'e  fi-eezing  new  investments  worth  82 
billion  per  year.  The  city  is  now  littered 
with  half-constructed  buildings  staited 
by  companies  such  as  Hjimdai  Group. 
The  local  goveiTiment  has  ordered  that 
all  building  exterioi^s  be  finished  to  mask 
the  extent  of  the  real  estate  bust. 

WTiile  the  economy  slows,  Zhu  is  re- 
sorting to  other  expedients.  Deflation  is 
ravaging  Chinese  enteipiises.  These  com- 
panies, most  of  them  state-owned,  have 
accumulated  hunch-eds  of  bilhons  of  dol- 
lai"s  in  unused  inventories.  The  solution: 
price  minimums  in  21  industries,  includ- 
ing steel,  glass,  autos,  and  electronics. 
Tottering  state  factories  may  get  a  re- 
prieve, but  price  floors  create  weird  dis- 
tortions. The  manager  of  a  Western 
chemical  factoiy  near  Shanghai  complains 
that  local  supphers  of  polyester  chips,  a 
key  component 
for  his  products, 
have  hiked  prices 
1  1 J  i_  J.  to    nearlv  TS"^! 

probe  could  shut  above  world  mai  - 
Guangzhou's         ket  rates,  even 
^   though  thev  all 

investment  trust        .  triut'-it^ 
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CRACKDOWN 

A  corruption 


definitely  a  cartel,"  he 
says.  "No  matter  what 
the  order  is,  the  price  is 
always  the  same."  Not 
surpiTsingly.  Ms  plans  for 
a  second  production  line 
are  on  hold. 

Even  more  egi*egious 
are  new  protectionist 
moves.  Late  last  year, 
Beijing  announced  it 
would  cui'b  operations  of 
foreign  telecom  compa- 
nies such  as  Splint  Coip. 
and  Siemens,  allowing 
China's  main  provider, 
China  Telecom,  and 
small  rival  Unicom  more 
time  to  reap  profits  and 
cement  control  over  the 
telecom  sector.  And  Bei- 
jing has  pushed  a  "buy 
local"  policy  requiring 
pro\incial  authorities  to 
steer  cleai-  of  foreign  telecom  and  power 
equipment. 

In  Dalian,  dragmaker  Pfizer  Inc.  is 
posting  only  5%  revenue  gi'owth  rather 
than  the  expected  27%  because  Beijing  is 
limiting  hospitals'  purchases  of  diiags 
made  by  joint-ventures,  which  benefits 
Chinese  producers.  "Of  course  they're 
going  protectionist,"  says  the  head  of  an- 
other Western  company.  "Beijing  knows 
1999  is  not  going  to  be  an  easy  yeai'." 

To  his  credit,  Zhu  has  backed  a  new 
secmities  law  to  improve  the  quahty  of 
China's  boiu'ses.  He  has  helped  convert 
the  central  bank  into  a  Federal  Re- 
sei've-tj'pe  system  that  reports  to  Bei- 
jing— not  to  reckless  local  officials.  He  is 
also  supporting  constitutional  changes 
to  give  more  recognition  to  private  en- 
terijrise.  And  he  is  tning  new  taxes 
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and  enforcement  to 
crease  the  provini 
contributions  to  ceni 
coffei-s. 

But  anti-Beiji 
ing  on  the  coast 
rapidly,  and  could  ml 
it   tough   to  reigif 
gi'owth.  A  som-ce  cl 
to  the  Guangdong  i 
insists  the  central 
thorities  were  gunil 
for  the  company  wj 
they    shut    it  dol 
though  he  admits! 
weak  management, 
cording  to  this  insii 
GiTic  had  sufficient 
ey  to  cover  its  del 
but  Beijing  authorij 
prevented  the  compi 
from  converting  thi^ 
foreign  exchange, 
jing  wants  to  pull  inj 
reins  and  show  who's  in  chai'ge," 
Laurence  Lipsher  of  the  AmerJ 
Chamber  of  Commerce  in  GuangdoJ 
China's  lost  momentum  for  refj 
creates  a  twofold  risk.  The  first  is 
China  drifts  along.  Wldle  it  relief 
ad  hoc  measures  and  the  old  toou 
central  planning  to  stave  off  unresj 
loses  time  transforming  itself  intl 
market  economy.  The  second  is 
multinationals'  enthusiasm  for  Chinal 
riously  weakens,  leaving  China  witl\ 
new  technology-  and  management 
ultimately  fuither  behind  the  WestJ 
Chinese  authorities  know  foreigJ 
vestoi-s  ai'e  hurting.  They  ai'e  doing  H 
about  it.  hoping  a  recover,-  in  20001 
compensate.  But  it's  a  gamble.  The  U 
China  Business  Council  recently  fol 
that  SOVc  of  its  members  ai"e  affect 
the  new  forex  regulations.  More 
oO'^c  of  them  ai-e  delaying  new  inv 
ments  in  China  in  response.  'The  sidd 
fects  of  these  immense  assaults  byj 
regime  on  business  as  usual  are  pf 
ing  ver\'  painful."  says  Robert  A.  Kl 
president  of  the  Council.  "At  the  en( 
the  day,  American  companies  have  I 
ness  decisions  to  take.  Some  will 
"Let's  go  home  or  cut  back." " 

It  would  be  tragic  if  China  putj 
form  on  hold  for  too  long.  The  coui 
has  traveled  a  long  and  hard  roaa 
its  present  level  of  prosperity.  Aij 
stagnating  China  would  pose  a  sen 
tlu-eat  to  Asia's  recoveiy  as  well  asj 
tilobal  economy.  Zhu's  biggest  chall^ 
is  just  beginning. 

By  Dexter  Roberts  in  Gunngz^ 
with  Joyce  Bamathan  in  Hong  Xjj 
Jonathan  Moore  in  Shanghai,  and 
Prasso  in  Neic  York 
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SWEDEN 


BUSTING  UP 
SWEDEN  INC. 

Volvo's  sale  signals  sweeping  shifts  in  this  clubby  business  culture 


One  recent  Tuesday,  Scandinavian 
Airlines  System's  early  evening 
flight  fi'om  London  to  Stockholm 
was  crammed  with  Swedish  stock  ana- 
lysts heading  home.  They  had  traveled 
to  Britain  to  heai-  Sven-Chinster  NOsson, 
chief  executive  of  telecom  giant  Erics- 


son, discuss  the  group's  1998  results — 
and  launch  a  new  mobile  phone.  "Last 
year,  they  held  this  meeting  in  Stock- 
holm, but  now  we  must  go  to  London," 
grumbled  Jan  Ihrfelt,  an  analyst  who 
follows  Ericsson  for  Stockholm's  Swed- 
bank.  Ericsson  recently  moved  its  Eu- 
ropean headquarters  to 


WINDS  OF  CHANGE 

ASTRA  SAAB  CARS 

To  be  merged  with  Britain's  Zeneca  in  Now  a  50-50  joint  venture  between 

a  $31.8  billion  deal,  with  headquar-  the  Wallenbergs'  holding  company, 

ters  in  London.  Investor,  and  General  Motors. 

ERICSSON  STORA 

Moving  its  European  headquarters  The  Wallenberg  forest-products  com- 

and  corporate-finance  unit  to  London.  pany  is  joining  with  Finland's  Enso  Oy 
SAAB  AliflCRAFT  a  $6.9  billion  deal. 

A  35%  stake  was  sold  to  British  

Aerospace  for  $454  million  in  1998.  The  car  division  is  to  be  sold  for  $6.5 

The  civilian  aircraft  unit  is  being  shut  billion  to  Ford  Motor.  Now  pursuing  a 

down.  merger  with  truckmaker  Scania. 


London  to  escape  Sweden's  high  p( 
sonal-income  taxes,  and  to  be  closer^ 
investors  and  customers. 

Ericsson's  controversial  shift  is  onl;^ 
small  tremor  in  the  series  of  earj- 
quakes  shaking  Sweden.  The  pillarsil 
the  country's  economy — its  system  i| 
interlocking,  closely  held  companies  £| 
its  generous  welfare  state — are  be| 
rocked  by  the  forces  of  global  comp| 
tion  and  rising  investor  demands  i 
better  returns.  Companies  that  hs 
dominated  for  decades  ai"e  merging, 
ing  off  key  assets,  and  moving  opefe 
tions  out  of  their  homeland. 
BRAIN  DRAIN.  Mergers  worth  more  til 
$52  billion  swept  Sweden  last  year,  \ 
cording  to  J.  P.  Morgan  &  Co.— $6  < 
lion  more  than  in  Gennany,  where  i 
economy  is  10  times  as  large.  The  co| 
tiy's  leading  industrial  family,  the  W 
lenbergs,  led  the  wave  by  mergi 
key  assets  in  theii-  empire — m 
Stora  forest-products  compsj 
and  Astra,  Sweden's  largest  pl-^ 
maceutical         company — 
Finnish  and  British  competits 
(table).  Tlie  most  suiprising  recjj 
deal  came  in  late  January,  wlj 
Volvo  announced  it  would  sell'.' 
car  business  to  Ford  Motor  Co. }:' 
>^().5  biUion.  Only  six  years  ago,  pf 
ular  resistance  scotched  a  propo* 
Volvo  merger  v/ith  Renault. 
Sweden's  shakeup  may  well  acceji 
ate  after  a  new  CE(>— 42-yeai-old  Marli 
Wallenberg — is,  as  expected,  appoiii|« 
to  head  Investor,  the  Wallenb^ 
holding  company,  on  Feb.  lL|i 
vestor  is  under  pressure,  i|t 
many  obsei^vers  see  its  influefs 
decUjiing.  Some  believe  the 
lenbergs  may  eventually  dissd 
Investor  by  distributing  I 
stakes  in  companies  from  Erf 
son  to  Electrolux  to  shareh| 
ers.  Although  Investor  dei\-= 
having  any  such  plans,  a  breaji 
could  unleash  a  wave  of  dealii 
All  this  could  bring  a  traumatic  c 
for  Sweden,  once  one  of  Europe's  ii\ 
prosperous  countries.  And  it  puts  a  \i 
den  on  Social  Democratic  Prime  Mie 
ter  Goran  Persson  to  launch  tax  I 
welfare  refonns.  LTntil  i-ecently,  the  1 1 
leaning  government  kept  business  haj 
by  buying  their  products  and  maintj 
ing  low  corporate-tax  rates  of  28%. 

But  now,  with  global  competition^ 
investors  and  management  talent  sii 
ing,  Sweden  has  become  a  less  att* 
five  place  to  live  and  work.  Pers<? 
tax  i-ates  of  close  to  60%  make  it  ne| 
impossible  for  Swedish  companies  to 
cruit  managers  fi-om  overseas,  ex<i 
fives  say.  And  talent  is  leaving.  I 
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"WHEN  OUf^J-^TDMERS  WANTED 
VOICE  MAIL,  WE^Ot^LDN'T  AFFORD  TO 
WASTE  TIME  SPlNlf  ING  OUR  WHEELS." 


■i 


Recently,  customers  of  a  CLEC  in  one  of  our  local  markets  were  clamoring  for  voice  mail 
.^fc     service.  However,  the  CLEC  didn't  have  the  capability.  They  needed  a  voice  mail  network, 
and  they  needed  it  now  That's  when  they  called  in  GTE  WHOLESALE  MARKETS. 
Experience  told  us  it  would  take  eighteen  months  to  construct  an  entirely  new  voice  mail  network. 
Not  good  enough.  So  we  devised  a  plan  that  would  use  existing  GTE  infrastructure  and  bring  the 
same  service  onHne  in  just  one  month.  Without  tying  up  huge  amounts  of  capital  in  the  process. 
Is  a  communications  problem  throwing  you  a  curve?  GTE  can  deliver  innovative  solutions  that 
provide  more  capacity,  more  technology,  more  of  what  you  need  to  be  successful.  And  we  can  do  it 
in  a  hurry  Call  GTE  Wholesale  Markets  at  1-888-483-9594,  or  visit  us  on  the  Internet  at 
www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And,  best  of  all,  we'll  steer  you  in 
the  right  direction  and  help  you  accelerate  toward  your  goals. 
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If  the  Wallenbergs  distribute  shares  of  Ericsson  and 
Electrolux,  it  could  unleash  a  new  wave  of  deals 


Federation  of  Swedish  Industries  says 
800  engineers  emigrated  in  1997. 

Swedes  are  debating  the  surprising 
new  developments.  If  the  exodus  con- 
tinues, many  worry,  Sweden  could  be- 
come an  economic  backwater.  Foreign 
ownersiiip  of  local  operations  could  lead 
to  layoffs,  boosting  unemployment  well 
above  its  current  10%.  Financiers  fear 
that  Stocldiolm's  tluiving  stock  exchange 
may  lose  its  most  heavily  traded  list- 
ings, and  become  irrele- 
vant. Businesspeople  are 
also  concerned  that  Swe- 
den's delay  in  joining  the 
European  Monetary 
Union — not  expected  for 
three  more  years — iso- 
lates the  countiy. 

Not  everyone  is  pes- 
simistic, of  course.  Some 
argue  that  restructuring 
will  make  industiy  more 
competitive.  The  shakeup 
in  Sweden  Inc.  could  also 
clear  the  way  for  smaller 
comjjanies.  Despite  taxes 
and  red  tape,  new  ven- 
ture-capital   funds  are 

spiinging  up,  and  Scandi-        „     ,        /  ,  s 

navia's  love  of  the  Net  Wallenberg  (above)  as 
and  mobile  phones  has  Investor  CEO  may 
sparked  the  creation  of  lead  the  Company  into 

high-tech  startups 


cus  Wallenberg — Peter's  nephew — In- 
vestor CEO  is  a  move  aimed  at  doing- 
just  that.  Marcus  will  replace  longtime 
Investor  CEO  Claes  Dahlback,  return- 
ing a  family  member  to  one  of  the  two 
top  positions  at  the  company  for  the 
first  time  since  ApiH,  1997.  That's  when 
Peter  retired  as  Investor  chainnan,  and 
Percy  Barnevik,  known  for  shaking  np 
companies  such  as  abb,  replaced  him. 
Most  Wallenberg  watchers  believe 
the  new  c:eo  will  have  to 
accelerate  the  remake  of 
Investor  and  its  holdings. 
If  Investor  does  not  per- 
form, its  increasingly  in- 
dependent-minded share- 
holders will  question  the 
Wallenbergs'  control.  In- 
vestor's negative  total  re- 
turn last  year — it  lost 
1.1%,  while  the  Swedish 
market    index  gained 
13% — has  hint  its  image. 
The  Wallenbergs'  "giip  is 


The  choice  of  Marcus 


fresh  enterprises. 
Many  Swedes  look  to 
Prime  Minister  Pers- 
son  (right)  for  tax 

and  welfare  reform. 


But  it  may  take  years 
for  those  outfits  to  take 
off,  and  they  will  face  an 
uphill  battle  if  technolo- 
gy-driven companies  like 
Ericsson  move  operations 
out  of  the  country.  Mean- 
while, few  analysts  expect  the  Persson 
government  to  do  more  than  tinker  with 
the  tax  system.  So  Sweden  is  likely  to 
see  a  biggei'  industrial  overhaul  over 
the  next  few  years. 

HEAVYWEIGHTS.  Nowhere  is  this  tiner 
than  at  Investor.  Tlie  Wallenberg  empu'e 
is  still  the  heart  of  corjjorate  Sweden, 
controlling  or  holding  stakes  in  ABB 
Asea  Brown  Boveri,  Ericsson,  Elec- 
troliLx  and  other  heavyweights  that  total 
40'%.  of  the  Stcjckholm  Stock  Exchange's 
$265  billion  market  cap.  But  the  family's 
power  has  waned  since  the  days  when 
patriai'ch  Peter  Wallenberg,  now  72,  was 
Sweden  Inc.'s  undisputed  chief. 

Now,  the  Wallenbergs  ai'e  straining  to 
remain  relevant  in  a  fast-changing 
world.  The  decision  to  make  young  Mai'- 


loosening  quickly,"  I'emarks  one  Stock- 
holm fund  manager.  "If  they  lose  re- 
spect, it  will  be  impossible  to  keep  [In- 
vestor! together." 

Some  shareholders  favor  a  decision 
to  dissolve  Investor,  bankers  say.  The 
reason:  Investor  shares  routinely  ti'ade 
at  a  20%i  to  30%.  discount  to  the  value  of 
Investor's  assets.  That  means  share- 
holders would  reap  a  profit  from  a  deci- 
sion to  distribute  Investor's  assets  pro- 
portionately to  its  shareholders. 

For  now  most  analysts  expect  Maix-us 
and  his  cousin  Jacob  Wallenberg,  chair- 
man of  seb  bank,  to  resist  such  a 
breakup.  Hostile  raids  on  Wallenberg 
companies,  however,  could  be  in  the 
cards.  Volvo  CEo  Leif  Johansson 
launched  a  surprise  attack  on  Wallen- 


berg-controlled truckmaker  Scania 
January — days  before  his  sale  of 
Volvo  car  unit.  Johansson  rounded 
13%  of  the  outstanding  stock  from  fi 
managers,  who  were  disgruntled  w 
the  lackluster  performance  of  Scan 
stock.  While  Johansson  may  not  h 
Scania,  the  company  is  in  play. 
CATCHING  FLAK.  The  Scania- Volvo  di 
up  has  stirred  criticism  of  Inves 
Chairman  Percy  Barnevik,  long  a  d 
hng  of  the  Swedish  press.  Barnevil 
being  chided  for  failing  to  achiev( 
high  enough  premium  in  Astra's  p 
posed  merger  vrith  British  dmgmal 
Zeneca  Group  PLC.  The  Swedish  Sha 
holders'  Assn.,  which  represents  sn 
stock  owners  and  led  the  fight  to  bli 
Volvo's  merger  with  Renault,  is  call 
on  its  members  to  vote  against  the  j 
ti-a-Zeneca  deal. 

As  he  takes  over  Investor,  Marl 
Wallenberg  is  expected  to  increase 
company's  support  of  midsize  and 
trepreneurial  businesses.  Investor 
strengthening  its  New  York  offl 
which  is  looking  for  investments  in 
formation  and  medical  technology.  1 
these  new  businesses  aren't  big  enoJ 
to  help  Investor's  bottom  line.  And  ^ 
lenberg  faces  critical  decisions  ab' 
Scania  and  othei'  holdings,  including 
profitable  roller-bearings  giant  SKF. 

He  may  look  for  Swedish  solutL 
for  these  problems.  But,  as  Volvo's  c 
shows,  takeovei's  by  stronger  fore 
players  ai'e  pi'obably  the  way  ahead 
most  Swedish  industrial  companies, 
that  happens,  the  question  will 
whether  small  and  midsize  compar 
can  make  up  for  lost  jobs  and  wealt 

In  some  senses,  the  ball  is  in  Pri 
Minister  Persson's  court.  To  encour; 
business,  he  is  contemplating  repeal 
the  5%.  surcharge  on  high-income  as 
ers  and  the  1.5%  wealth  tax.  He 
also  signaled  that  he  may  take  Swei 
into  the  emu  around  2002.  But  he  wc 
have  to  take  more  radical  steps  to 
prove  the  business  climate  dramatic 

It  also  may  be  true  that  mar 
forces  are  moving  too  fast  for  Perss 
government  to  influence  the  shakeu] 
Swedish  intlustry.  For  better  or  wo: 
Swedes  will  probably  see  many  m 
companies  follow  the  examples  of  Vo 
Astra,  and  Ericsson — and  shift  wea 
jobs,  and  ideas  outside  their  countr; 

By  Stmiley  Reed,  with  Ariane  Sa 
hi  Stockholm 


54  BUSINESS  WEEK  /  FEBRUARY  22,  1999 


i 


IS  INDEED  AN 
rrELUGENT  CHOICE 

m 


Robert  Perlman 
Executive  Vice  President 
Intel  International 


P Pablo  Rodriguez 
President 
Intel,  Puerto  Rico 


Intel  Puerto  Rico  is  an  enterprise  dedicated  to  assembling  electronic  boards 
used  in  personal  computers,  servers  and  communications  products. 
For  the  last  three  years,  our  plant  in  Puerto  Rico  has  twice  received  the  Intel  Qualitv  Award,  in  1994 
and  1991 ,  an  achievement  that  fills  us  with  pride  and  reaffirms  that  ves, 
Puerto  Rico  was  indeed  an  intelligent  choice. 


With  our  open  door,  pro  business  government  and  our  comprehensive  tax  exemptions, 
Puerto  Rico,  USA  is  the  perfect  site  for  your  business. 

A  new  tax  incentive  law  with  an  effective  tax  rate  as  low  as  2%  and  a 
maximum  of  7%.  For  manufacturing  and  export  oriented  services. 

►  200%  deduction  of  R&D  costs. 
►■200%  deduction  of  training  costs. 

Full  expensing  of  investment  in  plants,  parts  &  equipment. 

►  Ample  supply  of  skilled  production  workers. 

►  Highly  educated,  bilingual  managers  and  executives. 

►  The  most  advanced  infrastructure  in  the  region. 

All  of  this,  while  being  able  to  place  the  "Made  in  USA"  label  on  your  products. 
And  of  course,  in  Puerto  Rico,  USA,  you  will  find  a  beautiful  climate  all  year  round  and  an 
enviable  quality  of  life.  No  wonder  half  of  all  Fortune  100  companies  are  established  here! 
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GERMANY 


THEY'VE  DECIDED  IT'S  BEUER 
TO  TELL  THE  WHOLE  TRUTH  NOW 

German  CEOs  are  unlocking  their  vaults  to  purge  war  guilt 


Rolf  Ernst  Breuer,  head  of  Frank- 
fuit-based  Deutsche  Bank,  had  an 
ugly  day  on  Feb.  1.  Bank  historian 
Manfred  Pohl  paid  the  chief  executive 
an  ui-gent  visit  to  tell  him  that  re- 
searchei's  liii'ed  by  the  bank  had  uncov- 
ered proof  that  Deutsche  helped  finance 
construction  of  Auschwitz,  the  notori- 
ous death  camp,  during  World  War  II. 
Breuer,  Pohl  recalls,  was  stunned.  But 
when  Pohl  said  he  planned  to  publish 
the  information  as  soon  as  possible, 
Breuer's  response  was  unequivocal.  "He 
said,  'Do  it,'"  Pohl  recalls.  '"We  want 
this  out  in  the  open.'" 

Chances  are,  more  German  CKOs  will 
soon  be  getting  such  visits.  After  years 
of  dawdling,  many  of  Gemiany's  biggest 
financial  institutions,  including  Dresd- 
ner  Bank,  Commerzbank,  and  insurance 
giant  Allianz,  are  coming  clean  on  then- 
wartime  doings.  They  are  hiiing  promi- 
nent historians  to  dig  into  Nazi-era 
records  and  other  historical  data.  "We 


have  complete  freedom,"  says  Gerald 
D.  Feldman,  a  University  of  California 
at  Berkeley  professor  who  is  leading 
the  project  at  Allianz.  "They've  decided 
it's  better  to  tell  the  whole  tnith  now 
than  to  let  it  come  out  in  dribbles." 
MILES  OF  FILES.  That's  one  reason  the 
Germans  are  likely  to  cut  a  speedy 
reparations  deal  with  the  World  Jew- 
ish Congi'ess  to  aid  Holocaust  survivors. 
Fom'  days  after  Pohl's  Feb.  4  press  con- 
ference in  Frankfurt  announcing  his 
Auschwitz  evidence,  Breuer  was  off  to 
Wasliington  to  parley  with  U.  S.  and  Is- 
raeli officials,  as  well  as  the  w.TC.  Partly, 
he  wants  to  avoid  a  controversy  that 
could  delay  his  bank's  $10  billion 
takeover  of  New  York-based  Bankers 
Ti-ust.  But  he  and  other  bankers  also 
worry  that  if  they  don't  act  fast,  the 
information  historians  find  back  home 
will  become  fodder  for  U.  S.  lawsuits. 

Breuer  predicts  that  details  of  a  repa- 
rations fund  will  be  worked  out  by  May. 


Bonn  has  already  agi'eed  to  set  up  I 
umbrella  fimd  to  cover  liabilities  relatj 
to  forced  labor,  slave  labor,  and  finanj 
wrongdoing  by  German  banks  and  c( 
panies.  Talks  on  the  fund's  size  are  jj 
beginning,  but  analysts  figure  DeutsI 
alone  may  have  to  contribute  up  tol 
billion.  The  goal  on  all  sides  is  tof 
paying  claims  by  Sept.  1,  the  60th 
niversary  of  the  start  of  World  Warl 
New  York  City  Comptroller  AI 
G.  Hevesi,  who  has  pressured  Eu[ 
pean  institutions  to  make  restitutj 
to  Holocaust  survivors  and  their  he] 
commends  the  German  government : 
Deutsche  Bank  for  being  "more  tH 
cooperative"  in  addressing  restitutj 
issues.  But  Hevesi  still  urges  U) 
bank  regulators  not  to  sign  offf 
the  Bankers  Ti'ust  merger  until  a 
is  fleshed  out.  Breuer  contends 
merger  is  moving  ahead  absoluti 
undisturbed." 
AUSCHWITZ  Why  are 

Proof  is  surfacing   many  German  cd 

about  how  German  i^^'^f™™^? 

,     ,    „  ,       now.'  One  big  il 

banks  financed     son  is  that  the 

construction  of      eration  of  CEOs 

Nazi  death  camps      o^^r  at  Ger 

compames  wants 
put  war  guilt  behind  them.  At  once] 
calcitrant  Dresdner  Bank,  "there 
180-degi'ee  turnaround"  when  new 
Bernhard  Walter  took  over  in  late  19 
says  Klaus-Dietmar  Henke,  directoij 
the  Hannah  Arendt  Institute  for 
search  of  Totalitarianism  in  Dresd 
who  is  leading  the  probe  of  Dresdj 
Bank's  Nazi-era  activities. 

Nevertheless,  Dresdner  is  proba 
the  most  vulnerable  to  embarrass! 
revelations.  "Historians  know  Dresdl 
financed  concentration  camps  and 
Aiyanization  of  Jewish  property,"  nc 
Chiistopher  M.  Kopper,  a  visiting  hiJ 
ry  professor  at  the  University  of  M 
nesota  whose  father  is  chairmanf 
Deutsche's  supervisory  board.  "It's  i 
known  that  the  ss  used  Dresdner  i 
sort  of  house  bank."  After  less  thai 
year  of  research,  Henke's  team  has! 
ready  published  a  book  on  Dresdnj 
dealings  in  looted  Nazi  gold. 

The  main  thing  slowing  the  histori 
down  is  the  sheer  volume  of  materia 
be  perused.  Deutsche  has  gathe 
nearly  six  miles  of  files  from  its  brai 
es.  That's  how  receipts  showing 
bank's  Auschwitz  dealings  were  disc 
ered  at  the  Hanover  branch.  "It's  1 
and  the  victims  are  old,"  says  Her 
"But  at  least  now  something  is  bf 
done." 

By  Tliane  Peterson  in  Frank f. 
with  Joan  Wanier  /»  New  York 
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EDITED  BY  JOHN  TEMPLEMAN 


WILL  INDIA'S  NEW  IRON  LADY 
LEAD  CONGRESS  BACK  TO  POWER? 


Soiiia  Gandhi  no  longer  needs  to  introduce  herself  as 
"Intlia's  daughter-in-law."  After  a  year  in  politics,  she  is 
becoming  as  recognizable  and  as  tough-minded  as  her 
mother-in-law,  formidable  former  Prime  Minister  Indira 
Gandhi.  The  once-reserved  widow  of  Rajiv  Gandhi,  who, 
like  Indira,  was  assassinated  in  office,  is  in  firm  control  as 
leader  of  the  Congi-ess  Party,  India's  oldest.  And  she  looks 
set  to  push  the  nckety  niling  coalition  led  by  the  Hindu  na- 
tionalists of  the  Bharatiya  Janata  Party  out  of  power  soon. 

In  fluent  Hindi,  the  Italian-born  Gandhi  »^^m-:'''^-''-^mifWif9v<ft-m^< 
hammers  out  a  message  that  her  voters  and 
the  global  business  community  want  to  hear: 
She  promises  to  revitalize  India  and  put  it 
back  on  the  road  to  economic  growth.  Aides 
say  a  Congress  government  would  target  TTr 
annual  growth  so  that  it  could  engineer  "eco- 
nomic reform  with  a  human  face."  Party 
spokesman  Ajit  Jogi  says  Congi'ess  wants  to 
"create  an  atmosphere  where  you  attract  for- 
eign capital  and  generate  employment." 

Although  the  next  national  election  need 
not  take  place  for  four  years,  Gandhi — clad  in 
a  traditional  sai-i,  her  hah-  in  a  Western  flij) — 
has  been  in  electioneeiing  mode  for  a  month. 
Since  assuming  the  party  leadership,  Gandhi 
hasn't  rushed  to  destabilize  the  B.IF  govern- 
ment. Her  advisers,  many  of  them  close  con- 
fidants of  her  late  husband,  pointed  to  the 
lisks  of  inlieiiting  a  sliding  economy  with  a  budget  deficit  nm- 
ning  at  6.0%  of  gross  domestic  product  and  a  nation  wracked 
with  intercommunal  discord  and  increasing  lawlessness.  But 
lately,  Gandhi  has  been  saving  that  Congi-ess  is  "prepai'ed  to 
lead  the  nation  again."  And  polls  show^  that  her  party  could 
win  a  majority  of  seats  if  an  election  were  held  today. 

That  alone  is  a  tribute  to  her  growing  political  savvy. 
Barely  tw'o  years  ago,  the  ramshaclde  and  undisciplined  Con- 
gress was  ejected  fi"om  power  in  the  wake  of  a  coiruption 


DYNASTY:  Soitia  and  daughte 


scandal.  Since  then,  Gandlii  has  restored  paity  discipline 
established  herself  as  undisputed  leader  in  the  mold  of  Im 
ra  or  Rajiv's  gi'andfather  Jawaharlal  Nehm,  Prime  Minist. 
after  independence.  "The  Gandhi  dynasty  is  the  party's  ( 
ment,"  says  Dliiiaibhai  Sheth,  a  senior  fellow  at  the  Centre  1 
the  Study  of  Developing  Societies  in  New  Delhi. 
BIG  TEST.  Sonia  is  molding  that  cement  into  election  victorij 
In  local  contests  in  November,  Congi'ess  won  thi'ee  of  the  fr 
states  it  had  earlier  lost  to  the  bjp,  such  as  industrial  M 
rashtra  and  the  capital  city  of  New  Del 
Starting  in  November,  regional  election 
give  Gandhi  a  chance  to  put  Congi'ess  back 
power  in  India's  southern  states  and  in 
jjopulous  "Cow^  Belt"  states  of  Bihar  and 
tar  Pradesh.  The  latter  are  at  the  core 
the  Hindi  heartland  and  the  backbone  of 
!  IP's  support. 

Many  Congi'ess  foot  soldiers  are  champ' 
at  the  bit.  They  want  Gandhi  to  pick  up 
pace  and  push  hard  to  bring  down  the  g 
eminent  now.  So  fai',  however,  Sonia's  tacti 
standing  back  while  the  inling  coalition 
lapses  under  its  own  weight  from  inteir 
scjuabbUng  and  moimting  scandals  seems  tn 
l)a\ing  off.  "We  do  not  want  to  liijack  priw  e 
says  party  veteran  Kamal  Nath. 

Legitimacy  and  survivability  are  increi 
ingly  important  concerns.  Gandlii  doesn't  wf 
to  face  an  election  imtil  she  tliinks  she  can  win  big.  Meantir 
she  is  tr\ing  to  show  that  she  can  deliver.  After  Congre 
win  in  Delhi,  Gandhi  is  working  to  resuscitate  the  capital 
for  example,  hiring  consultants  such  as  Pricewaterhoui 
Coopers  to  help  solve  the  city's  chronic  power  shortages. 

India  has  ran  through  four  governments  in  the  past  thi 
years.  Its  new  iron  lady  seems  set  to  change  all  that  as  s 
wins  over  a  nation  wean'  of  political  uncertainty.  ! 

By  Movjeet  Kripalani  i)i  Bomb 


GLOBAL  WRAPUP 


WILL  BEIJING  KEEP  ITS  WORD? 

►  China's  promise  to  allow  Hong 
Kong  political  freedoms  under  its 
"one  country,  two  systems"  doctrine 
faces  a  severe  test.  Beijing  wants  to 
overturn  a  Hong  Kong  Court  of  Final 
Appeal  ruling  that  children  born  in 
China  to  parents  who  are  now  Hong 
Kong  residents  have  a  right  to  live 
there, too. 

Challenged  by  judges  who  follow 
the  inle  of  law,  Beijing  reacted  strong- 
ly. Zhao  Qizheng,  head  of  the  Informa- 
tion Office  of  China's  State  Council,  or 


Cabinet,  said  the  decision  was  "a  mis- 
take" and  "should  be  changed."  Beijing 
is  furious  because  the  raling  counters 
cuirent  Hong  Kong  and  Chinese  poli- 
cy. Worse  yet  for  Hong  Kong  democ- 
rats, the  Chinese  seem  unimpressed 
that  the  judges  based  their  decision  on 
Hong  Kong's  Basic  Law,  the  ex-British 
colony's  legal  framework  that  was  ap- 
proved by  China's  lawmaking  National 
People's  Congi'ess. 

Hong  Kong  lawyers  rallied  around 
the  com-t,  with  even  moderates  lining 
up  with  the  human-rights  campaigners. 
Opposition  leader  and  prominent  attor- 


ney Martin  Lee  warned  that  Beijing 
risks  provoking  a  constitutional  crisisjj 
Lee  and  others  woiry  that  if  the  rale 
of  law  is  undeimined  in  Hong  Kong, 
the  territory  will  lose  its  appeal  to  j 
business.  i 

Chief  Executive  Tung  CheeHwa 
characteristically  ran  for  cover,  sayini 
that  he  placed  "much  importance"  on 
the  views  of  Beijing's  legal  experts. 
But  his  government  was  clearly  caug: 
off-guard  by  the  force  of  the  Chinese 
attacks,  relayed  by  the  official  Xinhui 
News  Agency  and  state-owned  TV. 

By  Mark  Clifford  in  Hong  Km 
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(  all  then}  whci)  thcii aii  Ihkis  went  oil 
(Thcii  ail  sent  a  sii^nul  lo  OiiSlai  ") 

Make  sure  they  were  all  riqht 

(They  slid  into  a  nest  ol  ralllesnakes.) 

ivver  rnnik  ciinl  Shirlcv  wcni,  OnStiu  was  sure  io  ■ 

offer  to  s('/i(/  (inilniUince 

Check  their  einiiJie  by  remote. 
(From  1000  miles  away.) 

Pinpoint  their  exact  location. 

Order  a  tow  truck. 

Get  them  a  cab  to  the  hotel 

Notify  their  insurance  carrier. 
(At  Shirley's  request.) 

Suggest  a  great  Mexican  restaurant. 

Get  them  to  1-40. 
(After  t  rank  got  lost.) 

Get  them  tickets  to  a  baseball  game. 

find  the  nearest  gas  station 

Warn  them  about  road  tietours. 

Call  when  their  car  was  stolen 
(And  help  the  police  track  it.) 

Contact  them  after  the  car  was  recovered 

Unlock  theii  car  doors  by  i  emote, 
ii'rank  locked  the  keys  in  the  car.) 

Tell  them  Tucson  will  be  sunnv  and  86" 
How  will  vou  use  it? 

(^Star 

Wherever  you  go,  here  we  are.'" 


The  nnp-fniu  h  (oitmu  I  inii  tn  npnnlf  \A/hfi  /  nn  huln   C/iil  l-Rnn-ONQTAQ-J di-  i/ici/  ^AnAnA/  nnctnr  mm 


MICROSOFT 

HOW  VULNERABLE? 


It's  faltering  in  court.  Its 
crucial  Win2000  system  is  two 
years  late.  And  its  rivals  are  ready 
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i  ^  ack  in  its  eailhbound  days.  Egghead  Softwai-e  Inc. 
I  B  was  a  Microsoft  Corp.  disciple.  Not  only  did  it  sell 
I  W  hundreds  of  thousands  of  copies  a  year  of  Mi- 
I  ^  crosoft's  Windows,  Woi'd,  and  Excel  progi-ams  in  its 
I  H  150  stores,  but  Egghead  ran  its  business  on  the 

I  W  software,  too.  But  last  Nov.  21,  Egghead  left  the 

rnmpleted  its  move  to  a  cybei-space-only  business,  tak- 
i!ie  name  Egghead.com  Inc.  At  4:45  a.m.,  in  the  com- 
offices  in  Vancouver,  Wash.,  a  technician  switched  on 
w  Web  site — one  powered  not  by  Windows  software 

Sim  Microsystems  Inc.  computers  and  software.  "We 
iir  breath.  Fifteen  minutes  later,  we  broke  out  the 

II  ugne."  says  Egghead  Chief  Technologist  Tom  Collins. 
V  can  bet  the  executives  at  Microsoft  were  the  ones  left 
ilfj  ?  for  air.  Egghead  had  decided  that  Microsoft's  Wm- 

IT  software  was  simply  not  up  to  the  task  of  running  its 
te.  And  it  couldn't  afford  to  wait  ai'ound  to  see  if  the 
dustrial-strength  vei-sion,  Wmdows  2(XKJ.  would  anive  on 
licrosoft  has  promised  Win2000  v.-ill  ship  this  year  but 
are  becoming  dowm-ight  skeptical.  It  is.  after  all,  the 
;  commercial  softwai'e  project  ever  undertaken,  with 
ion  lines  of  code — and  that  figui'e  is  gi'owing  daily.  Now 


Special  Report 


SOFTWARE 


foiu'  yeai"?  under  de- 
velopment, Win20(M)  is 
an  embaiTassing  two  yeai-s 
behind  schedule. 
By  itself.  Egghead's  defection 
wouldn't  raise  an  eyebrow.  Its  business 
is  just  a  speck  in  Microsoft's  $14.5  billion  in  rev- 
enues. But  a  loyaUst's  about-face  brings  into  shaiiD  reUef  a  re- 
cent seiies  of  setbacks  that — don't  gasp — could  actually  slow 
Microsoft's  seemingly  unstoppable  momentimi.  Could  it  be? 
Will  rival  software 
companies  actually 
have,  pardon  the 
expression,  a  win- 
dow of  opportunity? 
Competitors  say  this  is  the  moment  the/ve  been  waiting  for 
For  the  ftrst  time  since  the  Internet  blossomed  in  1994.  se- 
rious threats  ai'e  siufacing  to  Microsoft's  hegemony.  "It's  Mi- 
crosoft vs.  mankind,  and  mankind  is  winning,"  quips  Sun 
Chief  Executive  Scott  G.  McXealy. 

COURT  CRUNCH.  It  would  be  a  moment  for  the  histoiy  books. 
For  more  than  a  decade,  the  softwai'e  giant  has  been  racking 
up  new  customers  like  biUiai'd  balls.  It  \iitually  owns  the  PC 
software  mai'ket  and  in  recent  yeai-s  has  made  im'oads  pushing 
Wmdows  past  the  desktop  and  into  handheld  gizmos  as  well  as 
big  coiporate  computer.  Indeed,  it  has  handily  aced  out  rivals 
for  mediimi-size  computing  jobs,  nabbing  36%  of  the  network 
operating  system  mai-ket — ^up  from  a  piddHng  6%  in  1994. 

But  suddenly,  Microsoft  doesn't  seem  invincible.  After 
looking  as  if  it  might  ease  through  the  Federal  government's 
antitiTist  trial  with  minimal  damage,  the  company  is  reeling 
from  the  latest  turn  of  events.  Its  defense  is  off  to  a  disas- 
trous start.  Microsoft's  fti'st  thi-ee  witnesses  failed  to  explain 
away  internal  E-mails  that  suggest  the  company  sought  to 
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use  its  Windows  dominance  to  harm 
Netscape  Communications  Corp.,  whicli 
makes  a  rival  Web  browsei'.  And  execu- 
tives botciied  a  teclinical  demonsti'ation 
and  were  forced  to  admit  humiliating  in- 
accuracies. If  Microsoft  loses  the  case,  the 
i-emedies  could  hinder  its  efforts  to  make 
Windows  the  be-all  software  for  every- 
thing from  phones  to  TVs  to  towering 
server  computers  (page  76). 

Win2000  has  its  own  trials  and  ti'ibula- 
tions.  Chaimian  Wilham  H.  Gates  III  calls 
it  the  most  important  product  that  Mi- 
crosoft has  evei-  developed.  It  not  only 
gives  the  software  maker  a  passport  into 
the  so-called  glass  houses  of  corporate 
computing,  where  mainframes  hum  away, 
but  also  is  designed  to  be  the  technical 
foundation  for  all  of  Microsoft's  futiu-e  con- 
sumer and  business  software. 
RUNNING  ON  UNIX.  Yet  it  is  missing  in  ac- 
tion at  just  the  wi'ong  time.  Today,  coipo- 
rations  are  lushing  to  rejigger  theii'  busi- 
nesses to  take  full  advantage  of  the 
Internet  and  are  clamoring  for  ever  more 
powerful  servers.  But  Microsoft's  current 
Windows  NT  just  isn't  up  to  the  biggest 
jobs.  Even  Microsoft's  own  oU-million-mem- 
ber  HotMail  E-mail  service  still  nms  on  a 
version  of  Unix  more  than  a  year  aftei' 
Microsoft  bought  the  startup. 

Meanwliile,  infomiation  appliances  that 
allow  people  to  tap  into  the  Web  fi-om  a 
kitchen,  an  office,  or  even  a  mountaintop, 
are  catching  on  fast.  From  giants 
Hewlett-Packard  Co.  and  Intel  to 
startujjs  like  Aplio,  companies  are 
spinning  out  gee-whiz  products  that 
do  everything  trom  home  banking 
to  heai't  monitoring.  When  the  dust 
clears,  computing  will  no  longer  be 
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COMPETITORS  CASH  IN  WHIRI 


IBM  Operating  systems  are  slow- 
growth  businesses  for  IBM.  But  it§ 
middleware  software  is  taking  off. 
These  programs  run  on  IBM's 
mainframes,  AS400  midrange 
machines,  and  Unix  servers.  Last 
year,  middleware  sales  increases 
ranged  from  70%  to  90%. 


SUN  is  taking  some  wind  out  c%l''  " 
Microsoft's  sails  with  Java,  its 
ware  used  to  write  applications!: 
that  will  run  on  any  computer- 
not  just  Windows-based  machii 
And,  thanks  to  the  shift  toward 

nternet  computir  laPC 
Sun's  powerful  p«isi 
servers  are  in 
great  demand  foijowerli 
Web  sites  and 
k.        tKt  E-commerce. 


CHAIRMAN  LOUIS  V.  GERSTNER 


CEO 'SCOTT  McNEALY^ 


SOFTWARE 


the  exclusive  domain  of  Windows-based 
PCs.  So  far,  Microsoft's  Windows  CK,  a  slimmed-down  version 
of  its  PC  software,  has  but  25%  of  the  handheld  market. 

Rivals  are  pouncing.  8Com  Coip.'s  Palm  device  is  flying  off 
the  shelves,  and  this  month  the  company  will  unveil  an  even 
sleeker  model  that  has  analysts  abuzz.  At  the  same  time, 
America  Online  Inc.  and  Yahoo!  Inc.  are  deftly  beating  Mi- 
crosoft in  the  Interact  portal  wars,  while  poweiful  non- Win- 
dows computer  sei-vers  made  by  Sun  and  HP  are  selling  fast. 
Even  upstart  Linux — the  free  server  operating  system  that 
has  long  captivated  the  pocket-protector  crowd — is  suddenly 
getting  attention  from  coiporations.  The  most  amazing  part: 
Microsoft's  server  market  share  actually  dropped  a  hair  in 
1998,  after  three  years  of  skyrocketing  gi'owth. 

To  be  sure,  Mici'osoft's  fortunes  aren't  plummeting.  The 
company  just  posted  a  sizzling  88%  increase  in  I'evenues  and 
a  74'%  hike  in  earnings  for  the  quarter  ended  Dec.  31.  But 
signs  of  a  slowdowm  in  the  server  arena  are  unmistakable.  Mi- 
crosoft CFG  Gregoiy  Maffei  predictefl  last  month  that  Win- 
dows server  sales  growth  will  decline  this  quarter  to  mid- 
20% — down  from  84%>  in  the  preceding  quarter — due  in  part 
to  stiffer  comjietition  from  Novell  Inc.  and  the  Win2000  delay. 
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HEWLETT-PACKARD 

After  years  of  followmg 
Microsoft's  siren  song, 
HP  is  hearing  a 
second  tune.  It  has 
announced  a  server 
that  just  runs  Oracle's 
database  software — no 
Windows  necessary — 
and  will  unveil  at 
least  three  "server 
appliances"  in  coming 
months.  These  are  low- 
cost  machines  devoted 
to  a  single  task  that 
oftentimes  don't  need 
Windows. 


CHAIRMAN  LEWIS  E.  PLATT 


LINUX  The  freeware  operat|fi  MLM 
system  seems  to  be  on  a  rolH 
competing  with  Microsoft.  Int|ert 
tional  Data  Corp.  pegs  Linux' 
ket  share  at  17.2%  last  year, 
about  half  that  for  Microsoft's|l40% 
rival  Windows  NT  server.  AltN 
it's  still  no  barnburner 
in  corporations,  it's 
starting  to  win  a 
few  converts. 
Example: 
Southwestern 
Bell's  network 
monitoring 
center  in 
Kansas  City. 


Novell  is  giddy  wdth  its  newfound  suc- 
cess. For  a  couple  of  years  it  had  been  on 
the  critical  list.  But  Novell  beat  Microsoft  to 
the  pimch  with  the  September  deliveiy  of  its 
latest  network  operating  software,  NetWare 
5.  And  for  the  fu-st  time  in  two  years,  it  re- 
ported double-digit  revenue  gTowth  in  its  1998  fourth  ^^^^^ 
quarter.  Says  Christopher  M.  Stone,  Novell's  senior  v:  if^-jj), 
president  for  corporate  strategy:  "There  has  been  so  m;  ^ 
hype  about  NT,  but  people  are  starting  to  figure  out  that  dij^g^ 
emperor  has  no  clothes."  j^rne  [; 

Or  perhaps,  the  suit  is  still  at  the  tailor's.  Rivals  are  o 
brating,  but  this  shindig  may  not  last  long.  President  Ste 
A.  Ballmer  is  planning  a  reorganization  that  will  align  pi 
uct  gTOups  with  customer  segments — so  Microsoft  delivers 
goods  buyers  really  want.  He  is  trying  to  woo  back  fori 
Windows  czar  Brad  Silverberg,  known  for  getting  producti 
the  finish  line.  And  Ballmer  is  crafting  a  new  E-commerce  j([ 
tiative.  "Microsoft  does  best  when  it  has  competitive  threa 
says  analyst  Christopher  Galvin  of  Hambrecht  &  Qu 

Microsoft's  next  big  growth  spmt  won't  stall,  however, 
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IROSOFT  STRUGGLES 


LE  His  network-computer 
was  a  flop.  Now  Chairman 
;ilison  is  taking  another  stab 
'osoft  with  the  data- 
opliance.  It's  an 
database  run- 
1  a  PC  server — 
dows  required. 
Tie,  Oracle 
)0werful 
:  Hewlett- 
d. 


NOVELL  Once  the  leading  maker 
of  networking  software  for  corporate 
servers,  Novell's  share  of  new  sales 
was  eclipsed  by  Windows  NT  in 
1996.  But  Novell's  NetWare  soft- 
ware isn't  going  away.  Novell  enjoys 
key  advantages  today  that  Microsoft 
can't  match,  especially  the  ability 
to  centrally  manage  a 
the  resources  of  a 
corporate  network. 


RY  ELLISON 


CHAIRMAN  ERIC  SCHMIDT 


DELL  &  COMPAQ  The  giant  PC 
makers  remain  committed  to  selling 
Windows-based  machines,  but  both 
have  broken  rank  of  late  to  also  offer 
servers  running  rival  Linux.  Moreover, 
Compaq  is  considering  selling  the 
Oracle  database  server  appliance. 


PALM  COMPUTING  The 

growing  segment  of  the 
:er  business  today  is  tiny 
Id  devices.  The  undisputed 
the  Palm  from  3Com,  which 
i  40%  of  the  market  in 

1998 — compared  with 
1  25%  for  rivals  using 

Microsoft's  Windows  CE 
^  operating  system.  To  stay 
ahead,  3Com  is 
adding  to  its 

product  line  and 
working  with 
thousands  of 
software 
developers. 


in2000  ships.  The  company  aims  to  release 
ersion  on  April  21  but  won't  say  when  the  extravaganza 
hip.  Analysts  predict  a  tinly  dependable  version  won't  be 
ui|  atil  next  year.  Sim's  McNealy  jokingly  calls  it  Microsoft's 
w  problem." 

iUi  Y  TASK.  He  may  have  something  there.  Win2()00  has 
0^  nore  lines  of  code  than  the  previous  version  of  Windows 
T  licrosoft's  engineers  have  accepted  the  seemingly  im- 
0;  )le  mission  of  ci'eating  a  program  that  runs  well  on 
vij  thing  from  a  laptop  computer  to  the  equivalent  of  a 
rame.  It's  like  building  a  car  that  can  compete  in  the 
500  and  pull  a  hoi'se  trailer  at  the  same  time  (page  69). 
•r'osoft  admits  it  has  released  buggy  products  in  the 
ind  vows  it  won't  issue  Windows  2000  before  it  is  100% 
■i    Yet  some  are  doubtftil.  An  analysis  by  BugNet,  an  on- 
11'  ervice  that  tracks  pi"oblems  with  software,  shows  that 
'\  :  major  iteration  of  Windows  has  been  buggier  than  the 
II  cfore,"  according  to  BugNet  Editor  Bince  M.  Brown. 

s  pool-  track  record  has  caused  a  wave  of  ill  will  in  the 
J!  computing  market,  evidenced  by  proliferating  bug  sites 
'hi  '  users  vent  ft-ustration.  Animositv  toward  Microsoft 


also  has  spilled  into  the  corporate  sector, 
where  ci-ashes  are  measured  in  dollars 
and  cents.  Ask  Howard  M.  Selland,  presi- 
dent of  Aeroquip  Coi-]).,  a  Maumee  (Ohio) 
supplier  of  automotive  parts.  Factoring  in 
lost  productivity  and  bug-busting  costs, 
the  bill  for  upgrading  to  Windows  95  at 
his  50-person  research  lab  came  to  $20,000 
a  head.  "If  our  products  failed  as  often 
as  Windows  95,  we'd  have  been  out  of 
business  long  ago,"  says  Selland. 
GOING  FOR  DIVERSITY.  If  Win2000  doesn't 
break  this  dismal  jiattern,  it  could  cripple 
Microsoft's  bid  to  supply  the  software  for 
a  com])any's  most  crucial  operations.  Cor- 
porations are  deciding  not  to  lock  them- 
selves into  any  one  maker's  software. 
Even  at  Menill  Lynch  &  Co.,  which  has  a 
policy  of  adopting  Windows  NT  aggres- 
sively, engineers  have  designed  trading 
applications  so  they  can  be  switched  from 
one  operating  system  to  another.  "We  have 
to  be  diligent  to  i^rotect  from  being  over- 
ly dependent  on  any  one  company,"  says 
Vice-President  Anthony  Pizi. 

This  time  around,  Microsoft  vows  its 
software  quality  will  be  different.  "Cus- 
tomers tell  me  to  put  up  with  the  mas- 
sive pressure  and  don't  ship  it  until  we've 
got  it  right,"  says  James  Allchin,  senior 
vice-president  in  charge  of  Windows. 
When  that  happens,  Win2000  will  have 
a  veritable  army  behind  it.  The  company 
has  enhsted  25,000  resellers.  It  expects  to 
have  60,000  software  applications  run- 
ning on  the  program.  And  major  soft- 
ware developers  such  as  SAF  and  Baan 
Co.  are  focusing  their  marketing  on  it. 
"Ultimately,  the  market  will  go  where 
the  applications  are,  and  right  now  most 
of  the  application  developers  are  focused 
on  NT,"  says  analyst  Joseph  Barkan  of 
the  Gartner  Group  Inc. 

That's  why  competitors  have  to  get 
their  licks  in  while  they  can.  Sun  is  Mi- 
crosoft's fiercest  rival.  Last  fall,  it  released 
a  major  upgrade  of  its  Solaris  LInix  oper- 
ating system  that  offei-s  customers  main- 
frame-level capabilities.  Sun  also  has  traction  in  coi-jjorations 
because  of  its  Java  progi'amming  language,  which  is  used 
to  wiite  softwai'e  that  mns  on  any  computer,  not  just  Win- 
dows-based machines. 

The  combination  has  boosted  Sun's  server  sales — now 
growing  at  30%,  six  times  the  overall  Unix  industry  gi'owth 
rate  of  5%.  Earthlink,  an  Internet  service  provider  with  1 
million  subscribers,  is  one  of  Sun's  converts.  Earthlink  re- 
jected Windows  NT  after  it  estimated  that  it  would  take 
five  times  as  many  people  to  maintain  Microsoft  servers  be- 
cause things  tend  to  go  wi-ong  with  them.  "Sun  has  taken 
great  advantage  of  Microsoft's  delays  in  putting  out  a  trae 
enterprise  operating  system,"  admits  Bill  Larson,  CEO  of 
Network  Associates  Inc.,  a  software  company  that  is  closely 
aligned  with  Microsoft. 

The  software  giant  is  used  to  battling  Sun — and  wins  its 
share  of  skirmishes.  But  Linux  could  turn  out  to  be  Mi- 
crosoft's Vietnam.  The  eight-year-old  variant  of  Unix  is  de- 
signed by  a  gnenilla  amiy  of  volimteers  who  distribute  it  for 
ft-ee.  And  official  versions  can  be  bought  for  just  $50  ft'om 
companies  that  sell  service  and  support.  Computer  executives 


began  taking  Linux  seriously 
when  it  captured  17.2%  of  the 
server  market  last  year  "Sudden- 
ly, Windows  N'T  isn't  the  thing 
that's  taking  over  everything," 
crows  the  softwai'e's  creator,  Linus 
Torvalds.  "The  tide  has  shifted." 

Linux  is  still  difficult  to  install, 
and  few  stores  sell  it,  so  Toi-valds' 
boasting  may  prove  premature. 
Nevertheless,  Linux'  list  of 
brawny  supporters  gets  longer 
each  day.  Oracle,  Netscape,  and 
IBM  are  rewiting  coq^orate  appli- 
cations to  nin  on  it.  And  PC  mak- 
ers Compaq,  Dell,  and  HP  an- 
nounced they  will  ship  Linux 
servers.  "The  Justice  Dept.  case 
has  helped  us  a  lot  with  Pi'  mak- 
ers," says  Robert  Young,  ceo  of 
Linux  provider  Red  Hat  Software 
Inc.  "They  don't  have  to  worry  so 
much  because  Microsoft  can't  be 
as  aggi-essive  as  in  the  past." 
BREAKING  AWAY.  Indeed,  some  of 
Microsoft's  staunchest  allies  are 
beginning  to  give  it  fits.  Lately, 
PC  makers  have  shown  a  smprising  streak  of  independence — 
especially  given  that  Microsoft  is  their  sole  source  for  Win- 
dows. They're  reclaiming  some  of  the  real  estate  on  the  PC's 
first  screen  and  routing  customers  to  Internet  service 
providers  and  Web  sites  of  their  choice — rather  than  ones  se- 
lected by  Microsoft.  Gateway  Inc.  even  created  its  own  In- 
ternet access  service,  which  users  activate  by  clicking  an 
icon  on  the  Windows  desktop. 

At  the  same  time,  computer  makei"s  ai'e  showing  interest  in 
selling  machines  that  don't  Windows.  And  Liniix  isn't  the 
only  alternative.  On  .Jan.  29,  hp,  one  of  Microsoft's  closest  al- 
lies, broke  ranks 
and  said  it  will 
start  selling  a  so- 
called  database  ap- 
pliance, a  single- 
purpose  server  that  runs  an  Oracle  database  and  doesn't 
require  a  complete  operating  system.  Other  specialty  sei-ver 
appliances  are  in  the  offing  as  well,  including  ones  for  E-mail 
and  security. 

While  Microsoft  is  toiling  to  make  a  do-it-all  operating- 
system,  others  are  betting  coiporate  customers  will  want 
simpler  devices.  Market  researcher  Dataquest  Inc.  estimates 
that  more  than  2  million  non-Microsoft  server  appliances  will 
be  sold  in  2002,  taking  about  20%  of  the  market.  "It's  be- 
coming an  operating  system-agnostic  world,"  says  Dataquest 
analyst  Kimball  Brown. 

Even  Microsoft's  cohort  Intel,  the  other  half  of  the  Wintel 
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THE  LOCK 


Despite 
Windows'  problems, 
applications  people 
still  design  for  it.  The 


don't  have  a  choice 
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MICROSOFT'S  JIM  ALLCHIN 

duopoly,  seems  to  be  pulli 
against  its  pal  these  days.  Int< 
for  example,  invested  in  Red  Hj 
and  it  also  sei  up  a  conference  ( 
non- Windows  server  appliances  ( 
Jan.  28,  inviting  such  PC  make: 
as  Dell  and  hp.  Intel's  strategy: 
boost  anything  that  will  crea' 
new  demand  for  microprocessoi 
no  matter  what  operating  syste 
they  mn  on. 

In  many  cases,  customers  a 
concluding  that  Windows  is  sii 
ply  not  the  best  operating  system  for  the  job.  That's  part 
because  corporations  are  consolidating  their  data-processii 
tasks  on  a  few  huge  central  sei-vers — often  Unix-based  m 
chines — rather  than  scattering  them  across  hundreds  of  m 
chines.  PaineWebber  Inc.'s  brokerage  business  just  made  t 
switch.  The  goal:  to  cut  costs  on  managing  their  global  n( 
work  by  66'y'f,  according  to  Senior  Vice-President  John  Fv 
long.  "Tlie  pendulmn  has  swung,  and  it  doesn't  favor  NT,"  sa 
Moi-gan  Stanley  Dean  Witter  analyst  Charles  Phillips. 
ONLINE  WOES.  Whom  does  it  favor?  IBM,  for  one.  Pundi 
had  wiitten  off  its  "big  u-on"-tyi3e  computers,  but  now  they" 
back  in  style.  Federated  Depaitment  Stores  Inc.  relies  on  D 
mainfi'ames  to  power  its  Macys.com  Web  site,  and  IBM 
getting  surprising  interest  in  its  AS/400  midrange  compute) 
Sales  of  its  database  for  the  AS/400  grew  90%  last  year. 

Meanwhile,  Microsoft  has  its  hands  full  in  some  of  t 
emerging  mai'kets.  AOi.  seems  imstoppable — boasting  16  milli 
subscribers  to  its  online  service,  vs.  2  million  for  Microsi! 
Network,  aol  has  proven  that  it  has  the  Midas  touch  whenli 
comes  to  developing  the  light  package  of  online  attractions  | 
lure  mass  audiences — fi'om  chat  to  community-oriented  sit<j 
Not  so  Microsoft.  Its  record  as  an  Internet  consumer  W 
site  company  is  spotty  at  best.  It  has  invested  hundi'eds  of  n 
Hons  of  dollars  in  Microsoft  Network  and  in  online  propert  j 
such  as  MSNBC',  its  joint  ventui'e  with  NBC,  and  has  only  red  i| 
to  show  for  it.  A  handftil  of  the  projects  are  hits,  including  t|| 
Exjiedia  travel  site  and  CarPoint  auto  sales  site.  But 
crosoft's  high-profile  Sidewalk  network  of  local  arts  and  (| 
tertainment  .sites  has  been  a  bust.  Its  Web-site  division  l| 
been  without  a  j^ennanent  leader  for  three  months,  and  f 
conUng  to  ULsidei-s,  top  outside  ])rospects  have  .spimied  the  j\ 
All  told,  Windows  isn't  looldng  like  the  supennagnet^ 
once  was.  And  unless  Microsoft  regains  momentum  quicli 
with  Win2000  and  some  of  its  other  initiatives,  it  might  see  | 
influence  dwindle  ftirther — and  with  it  eamings.  That's  gel 
news  for  competitors  but  not  investors.  They  have  bid 
crosoft's  stock  up  to  neaiiy  .$400  billion.  If  Bill  Gates  stumbj 
now — in  comt  or  in  the  marketplace — investors  will  end 
being  the  ones  with  the  real  W2K  problem  in  the  Y2K. 

By  Steve  Hamm  in  Redmmid,  Wash.,  tvith  Mareia  Stepai\ 
in  New  York  and  Peter  Burrows  and  Andy  Reinlmrdt 
San  Mateo.  Calif. 
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6.4gb  hard  drive    13.3"  active  matrix  display         docking  station 
64mb  memory      swappable  drive/battery  bay      SuperDisk  (LS-120)  drive 
dvd  drive,  SRS  3D  sound 


thinkpad. power  suit 


Does  it  really  matter  what  notebook  you  carry? 

Or  give  to  your  people?  Or  use  to  present  your  ideas? 

These  are  fair  questions. 

In  business  today,  the  tools  you  and  your  people  need  to  access  and  manage 

your  business  take  on  a  whole  new  level  of  importance.  They  become  not 

only  workhorse  but  lifeline  -  the  keys  to  the  kingdom,  your  mobile  mission  control. 

This  isn't  just  about  doing  spreadsheets  at  home,  or  doing  e-mail  on  a  plane. 

This  is  about  actively  running  all  the  aspects  of  a  business,  or  a  department, 

or  a  supply  chain  from  a  small  black  box  you  can  hold  in  your  hand.  This  is  ThinkPad: 

Pick  one  up  and  you'll  feel  solid,  tight  construction, 
like  a  well-made  tool  built  to  last. 

Choose  a  ThinkPad.  Any  ThinkPad.  Throw  it  in  your  bag.  Pull  it  out  of  a  taxi  trunk. 

Plug  it  into  that  hotel  jack.  Start  it  up.  Dial  in.  You're  back  at  work.  Type  on  it 

for  a  few  hours.  The  more  you  use  the  keyboard,  the  more  you'll  like  it.  Switch  from 

two  batteries  to  one  battery  and  a  Zip  drive.  Pull  the  Zip  and  put  in  a  DVD. 

Plug  into  a  black,  flat-panel  monitor  at  the  office  and  let  them  eat  their  hearts  out. 

Park  a  docking  station  on  your  desk  and  never  mess  with  cables  again.  This  is 

engineering.  This  is  ThinkPad. 


Feeling  more  responsible  than  indulgent?  Good. 

The  ThinkPad  notebook  you  want  costs  less  than  you  think,  with  fully  equipped  models 
starting  at  $1799.'  Own  one  and  you'll  feel  wildly  responsible.  Because  you, 
your  work  and  your  ThinkPad  are  backed  by  IBM.  Not  just  by  global  IBM  24x7  phone 
support,  but  by  EasyServ,'"  our  door-to-door  depot  repair  service'  Better  yet, 
consider  SystemXtra?'  the  best  of  IBM  financing,  service,  support,  upgrade  and 
training  options,  completely  customizable  to  fit  the  size  and  needs  of  your  business, 
all  consolidated  into  one  monthly  bill.'- This  is  IBM. 

ThinkPad.  This  is  a  tool  that  matters. 

www.ibm.com/thinkpad  or  800  426  7255,  ext.  5029 
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baseii '  n-Mnimum  (luaiifying  level  ot  .51,000  ol  IBM  PSG  iiatdv/are  Program  is  subject  to  change  witliout  notice  Additional  terms,  condmons  and  limitations  ma)| 
\SU  Gl(  >  -!i  f-'iriancing  offerings  are  made  a\/ailal3!e  through  IBM  Credit  Corporation  in  the  tJ  S  and  other  subsidiaiics  and  divisions  v^oridwide,  iTihz  denotes  microptoo 
iiiternal  rM  speed  only  other  factors  m.ay  also  atteci  ap|)lication  perfonriance  gbibiltion  Ijyles  (or  HDD  capacity  For  terms/condilions  or  a  copy  ol  IBIvl's  Stall 
<j!  Limited  Varranty  call  BOO  /72  ?2?7  m  the  US.  In  Canada,  cail  800  426  225S  PCs  m  this  ad  include  an  operating  syslemi  IBM  product  names  an-  tradema 
Intwrnalioni.  -business  Machines  Corporation  l.'ilel  Inside  aori  Pentium  are  registered  ttadernarks  and  IVIMX  is  a  trademark  o!  Intel  Corporation  ic)i999  IBM  Corp.  All  rights itK 


HE  MOTHER  OF  ALL 
OFTWARE  PROJECTS 

•rosoft's  Windows  2000  program  is  big.  Really  big.  And  it  has  problems  to  match 

ers.  To  accomplish  this,  it's  welding  in  pieces  of  soft- 
ware that  nvals  treat  as  separate  progi'ams. 

And  because  the  process  has  been  under  way  for 
so  long — since  1995 — the  design  goals  have  shifted. 
Customers  are  demanding  Internet-style  software 
and  more  simplicity,  adding  to  the  time  it  takes  to 
get  it  done.  "This  is  a  monumental  project,"  says 
analyst  Jon  Oltsik  of  market  researcher  Forrester 
Research  Inc.  "It's  the  Panama  Canal  of  software — 
but  the  oceans  keep  shifting  on  either  side,  too." 

To  Microsoft's  critics,  Win2000  is  the  ultimate  act 
of  hubris  by  a  company  they  would  Hke  to  see  fall  flat 
on  its  face.  "It's  a  cancerous  gi'owth  of  code,"  scoffs 
William  N.  Joy,  a  top  scientist  at  Sun  Microsystems 
Inc.,  whose  Solaris  operating  system  is  about  one- 
third  as  large.  Linus  Torvalds,  creator  of  the  Linux 
freeware  operating  system,  calls  the  making  of 
Win2000  "witchcraft"  and  predicts  Microsoft  will 

have  to  lop  off  some 
features  if  it  ever  hopes 
to  get  the  product  out 
the  door. 

Microsoft's  top  engi- 
neers are  growing  ac- 
customed to  the  snip- 
ing. Their  response:  a 
prickly  we'll-show-'em 
attitude.  "We  just  keep 
focused  on  customers 
and  quality,  no  matter 
what  stones  are 
thrown,"  snaps  James 
E.  Allchin,  the  senior 
vice-president  in  cliarge 
of  Windows  products. 
Still,  Allchin  admits 
that  building  Windows 
2000  has  been  a  soul-wrenching  experience.  "One  day  I  can 
be  horribly  depressed,  and  the  next  day  we'll  be  in  the 
clear  again,"  he  says. 

APRIL  DEADLINE.  The  long  and  winding  road  has  taken  a  toll. 
Moshe  T.  Dunie,  a  vice-president  who  had  led  the  core  engi- 
neering team,  left  on  an  unscheduled  sabbatical  in  mid- 
December.  "He  had  been  building  Windows  full-time  for  12 
years,"  explains 
Mike  Nash,  mar- 
keting director 
for  server  prod- 
ucts. "Wlien  you 

miss  your  kid's  12th  piano  recital  in  a  row,  you  know  you 
need  a  breather." 

But  there's  no  rest  for  the  remainder  of  Microsoft's  army  of 
engineers.  Dimie's  replacement,  Brian  Valentine,  39,  is  a  hai'd- 
driving  individual  who  earned  liis  reputation  as  a  closer  by  de- 
livering the  company's  hot-selling  Exchange  coiporate  E-mail 
package  tliree  years  ago.  He  has  set  an  ambitious  deadline  of 
Apr.  21  for  releasing  the  tliii-d  and  final  Win2000  test  version 
to  more  than  2-50,000  testers  worldwide.  Feb.  15  is  lock-down 
day:  After  that,  no  new  features  are  to  be  added.  "The  only 


H  \  have  a  nice 
perspective  on 
what  it  means 
to  [run]  the 
most  important 
pi  eject  in 
history?? 


—  BRIAN  VALENTINE 
Microsoft  Corp, 


elcome  to  the  software  factory.  Here,  in  buildings  9, 
10,  26,  27,  and  28  on  Microsoft  Corp.'s  sprawhng 
Redmond  (Wash.)  campus,  the  company's  mammoth 
Windows  2000  operating  system  is  assembled  and 
ipart  once  every  24  hours. 

'  "daily  build"  begins  at  6  p.m.  That's  when  engineer- 
lanagers  gather  all  of  the  new  features  and  bug  fixes 
housands  of  progTammers  pi-oduced  diuing  the  day  and 
hem  together  like  so  many  auto  parts.  Twelve  hours 
-if  all  goes  well — the  build  is  done  and  quality  as- 
ce  technicians  take  over.  They  test  the  code  on  200 
iters  and  ferret  out  anywhere  from  250  to  400  new 

"Triage"  teams  comb  over  the  bug  reports  and  dole 
^signments.  Programmers  type  away  all  day  in  their 

warren  offices.  Then,  at  6  p.m.,  the  whole  process  be- 
igain. 

a  factoiy-style  process,  but  tliis  is  no  widget  plant.  With 
lion  lines  of  code,  Windows  2000  is  by  fai'  the  largest  and 
omplicated  commercial  software  project  ever  undeitak- 
wai-fing  even  IBM's  mainfi'ame  software.  Microsoft's  goal: 
'(luce  the  fu'st  operating  system  that  runs  eveiytliing 
aptops  to  "dumb"  terminals  to  huge  back-office  comput- 
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Today,  50,000  people 
will  sign  up  for 
cell  phone  service 
(can  your  nnother 
be  far  behind?). 


148  million  people 
might  hop  on 

the  Internet. 


900  million 

voicennail 

messages  will  be  1( 
(not  necessarily 
returned). 
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THE  LONG  AND  WINDING 
WINDOWS  NT  ROAD 


1988 


1993 


Cutler's  project  was  released  as  Windows 
NT  3.1.  It  was  Microsoft's  first  32-bit 
operating  system — resulting  in  faster  processing  and  rich- 
er graphics.  But  the  product  was  buggy,  and  only  29,000 
copies  sold  that  year.  Size:  6.1  million  lines  of  code. 


1994 


1995 


With  Windows  NT  3.51,  Microsoft  made 
NT  compatible  with  its  Windows  95  desk- 
top applications  and  added  a  Web  server  so  customers 
could  set  up  their  Web  sites  without  having  to  buy  any 
special  software.  Size:  10.1  million  lines  of  code. 


way  you  ever  stop  is  you 
stop  changing  the  code," 
he  says. 

Valentine  has  had  no 
problem  getting  fired  up 
for  the  job.  He  grew  up 
poor  in  the  sleepy  town  of 
Centralia,  Wash.  "I  have  a 
nice  perspective  on  what  it 
means  to  be  in  charge  of 
the  most  important  project 
in  the  histoiy  of  mankind," 
he  says.  With  that  kind  of 
hy]oerbole  at  his  command, 
it's  no  wonder  Valentine 
has  been  able  to  get  the 
rest  of  the  crew  pumj^ed 
up — again.  They  had  fallen 
into  a  morale  slump  in  the 
autumn  after  working  over- 
time to  release  the  second 
test  version  last  August. 
Two  weeks  after  Valentine 
took  the  job,  on  Dec.  22, 
he  assembled  3,000  engi- 
neers in  the  cavernous 
cafeteria  of  building  26  and 
delivered  an  old-fashioned 
halftime  rant. 
WORKING  HOLIDAY.  It  was 
nothing  fancy.  He  laid  out 
his  10  I'ules  for  success 
(Rule  1:  Make  decisions  in 
10  minutes)  and  his  six 
inles  foi-  completing  proj- 
ects (Rule  1:  Get  into  lock- 
down  A.S.A.R).  He  told 
them  they  were  crossing 
the  chasm  fi'om  the  design 
phase  to  release.  And  he 
told  them  how  important 
the  project  is  to  Microsoft. 
Tlie  reaction?  Cheers.  Hun- 
dreds volunteered  to  work 
during  the  traditional  one- 
week  Cluistmas  shutdowni. 
"For  liim  it  was  something 
new  and  exciting,  and  that 
kind  of  energy  spreads," 
says  Frank  Aatale,  one  of 
the  engineering  managei's. 
What's  next?  The  giiiel- 

ing  task  of  tiying  to  make     -  —  

all  the  pieces  of  Win2000  work  together,  then  work  with  the 
pa\Toll,  sales  automation,  and  m\Tiad  other  api)lications  that 
customers  are  already  using  on  thousands  of  different  com- 
puters and  peripheral  devices.  But  quality  isn't  Microsoft's 
strong  suit,  according  to  Bmce  M.  Brown,  who  heads  BugNet, 

an  online  service 
that  tracks  soft- 
ware bugs  and 
their  fixes.  In  the 
past,  users  have 
tagged  bugs  in  the  various  versions  of  Windows  fastei'  than 
Microsoft  could  fix  them. 

Microsoft  is  intent  on  improving  quality.  Today  it  employs 
one  tester  for  eveiy  progTammer,  up  about  30%  fi'om  the  mid- 
'90s.  And  it's  enlisting  the  help  of  customers  to  ensure  that 
this  product  doesn't  deliver  another  blow  to  its  already  poor 


Microsoft  hired  operating  systerhs  guru 
David  Cutler  from  Digital  Equipment  Corp. 
to  build  a  next-generation  networking  operating  system. 
Cutler  had  designed  VMS — the  operating  system  that  cat- 
apulted Digital  into  computing  leadership  in  the  1980s. 


The  second  version,  Windows  NT  3.5, 
was  faster  and  more  stable.  It 
proved  particularly  good  for  running  small  departmen 
tal  databases  and  other  software  applications. 
Size:  8.3  million  lines  of  code. 


1996 


1999-2000 


Microsoft  promises  to 
release  Windows  2000, 
which  it  believes  will  manage  even  the  most  demanding 
computing  tasks.  The  product  includes  a  directory  that 
keeps  track  of  all  users  and  information.  And  its  Intelli- 
mirror  feature  lets  users  plug  into  their  personal  infor- 
mation easily  from  any  computer  on  a  network. 
Size:  30  million  lines  of  code. 

SOURCE.  COMPANY  REPORTS 
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reputation.  Under  the 
called  Rapid  Deploymd 
ProgTam,  40  companies, 
eluding  Merrill  Lynch 
Co.  and  Ernst  &  Youn 
test  updates  of  Win20i 
once  a  month  and  keep 
touch  with  Microsoft  da 
via   E-mail   and  phoi 
When  the  time  comes, 
companies  get  to  vote 
whether  Microsoft  sen 
out  the  third  test  versi( 
"If  they  can't  deploy,  the 
is  no  way  we  slup  it,"  sa 
Valentine. 

So  far,  Microsoft's  rap 
deployment  partners  se« 
to  be  satisfied  with 
progress.  "I  haven't  se 
anything  break  the  s; 
tem,"  says  John  Pai'kina 
chief  technologist  at  En 
&  Young.  Merrill  Lyn 
has  found  plenty  of  bugs 
but  no  major  design  flai 
Still,  even  these  allies  i 
concerned  about  whetl 
Microsoft  will  be  able 
make  all  of  its  featui 
work  well  enough  to  be 
eluded  in  the  final  produ 
Last  summer,  when  t( 
vei'sion  two  shipped,  th{ 
were  big  pieces  missii 
"There  may  not  be  enou 
software  hours  in  a  day 
make  it  all  work  togetht 
ii-ets  Gregor  S.  Bailai",  di 
inforiuation  officer  for  t 
National  Association  of 
curities  Dealers,  anoU 
tester. 

BEATING  BUGS.  Tliat's  a  fi 
ny  thing  about  softwa 
The  more  code  you  p! 
duce,  the  more  bugs 
get — typically  at  least  f 
per  thousand  lines  of  co 
So  the  solution  isn't  jj 
throwing  more  people 
the  problem.  Even  1 
crosoft's  Allchin  adiri 
"We're  on  a  treadmill."  But  Microsoft  claims  it's  maki 
progress.  Ailale  says  the  number  of  Win2000  bugs  wi{ 
out  in  a  day  recently  exceeded  the  tally  of  new  bugs. 

When  will  Winflows  2000  finally  ship?  That's  hard  to  p 
diet.  With  such  a  complicated  project,  you  never  know  wl 
you'll  mn  into  a  "show-stoppei'"  that  tlu'ows  the  schedule 
Microsoft  is  only  saying  it  expects  the  big  event  to  come 
fore  the  end  of  the  year.  The  pressure  to  deliver  is 
tense — both  internally  and  from  customers.  Valentine  says 
gets  half  a  dozen  E-mails  a  day  ft-om  Microsoft  Chaim 
William  H.  Gates  III.  But  the  core  message  is  always 
same:  Don't  ship  Windows  2000  before  its  time.  As 
months  go  by,  though,  that  may  turn  out  to  be  a  difficult 
der  for  Valentine  to  carry  out. 

By  Steve  Hamm  in  Reduiond,  Wi 
with  Otis  Port  in  New  Yi 


Windows  NT  4.0  was  Microsoft's  first  rea 
attempt  to  create  an  operating  system 
that  could  run  large  data-processing  tasks.  A  1997 
update  added  the  ability  to  cluster  computers  together 
for  bigger  jobs.  That  year,  it  took  off  with  1.6  million 
copies  sold.  Size:  18.9  million  lines  of  code. 
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IF  WE  PACKED  ANY  MORE  AIRLINES 
INTO  OUR  REWARDS  PROGRAM, 
YOU'D  HAVE  TO 
CHECK  IT  AT  THE  GATE. 


With  our  rewards  program  you  don't  get  just  one  airline  to  use  your 
miles  on.  You  get  24  different  airlines-not  to  mention  their  partners. 
And  since  there's  no  mileage  cap  or  expiration  date,  you  have  the  power 
to  use  your  miles  as  you  wish,  when  you  wish.  Also,  to  help  you  any  time 
you  need  it,  we  make  sure  a  real  person  answers  the  phone,  24  hours  a 
day.  Should  your  business  trip  run  longer  than  expected,  don't  worry, 
we  give  you  the  convenience  of  an  extra  billing  period  to  pay  when  you 
need  it,  interest-free.  And,  of  course,  the  Diners  Club  Card  is  welcomed 
by  airlines,  hotels,  car  rental  companies  and  millions  of  other  places 
you  go.  Give  us  a  call  at  1  800  2  DINERS.  You'll  be  surprised  by  the 
amount  of  benefits  one  card  company  can  offer. 


"l^lljj^  Diner's  Club 


International 


BREAKING  THE  PLASTIC  MOLD. 
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INFORMATION  PARADOX 


REALIZING  THE  BUSINESS  BENEFITS  OF  INFORMATION  TECHNOLOGY 
Is  investing  in  Information  Technology  a  smart  move  or  merely  an 
expensive  corporate  habit  with  little  return? 


RIPOKT  ON  BUSINESS  MAGAZINE  /  MtCRAW-HtU  RYERSON 


Organizations  today  are 
investing  in  Information 
Tecjinology  (IT)  like  never 
before,  to  the  point  where 
spending  on  IT  is  the  largest  single 
element  of  capital  investment  for 
most  enterprises.  A  wide  range  of 
desires  is  driving  this  spending-from  routine 
productivity  improvement  to  improved 
customer  service  to  business  transformation. 
Unfortunately,  few  of  the  executives  approving 
multi-million  dollar  investments  in  Information 
Technology  have  a  clear  idea  of  the  results  that  they 
expect  to  get.  And  once  the  money  has  been  spent, 
they  have  trouble  demonstrating  clearly  which 
benefits  were  aaually  achieved. 

At  the  best  of  times,  IT  works  productivity 
miracles  and  drives  logistical  breakthroughs.  At  the 
worst  of  times,  advanced  new  information  systems 
become  "white  elephants."  Some  major  IT  delivery 
projects  are  canceled.  Others  take  twice  as  long  to 
complete  and  may  cost  200%-to-300%  more  than 
expected.  When  the  technology  is  finally  delivered 
to  desktops,  too  many  people  may  spend  weeks 
"playing  around"  with  new  software  instead  of  using 
it  to  produce  business  results. 
The  Information  Paradox 

The  fart  is  that  the  increasing  amounts  of  money  being  spent  on  IT 
are  not  being  consistently  translated  into  business  value.  This  is  the 
Information  ParadoxrXhe  conflirt  between  the  widely  held  belief  that 
investing  in  IT  is  a  "good  thing,"  and  the  all  too  frequent  reality  that  we 


INFORMATION 


PARADOX 


Realizing  the  Business  Benefits 
of  Information  Technology 


C/jJefact  is  that  the 
increasing  amounts 
of  money  being  spent 
on  IT  are  not  being 
consistently  translated 
into  business  value. 


cannot  demonstrate  a  con- 
nection between  investments 
in  IT  and  business  results.  In  the 
words  of  Nobel  prize-winning 
economist  Robert  Solow,  "You  can 
see  computers  everywhere  but  in  ' 
the  produrtivity  statistics."  ■ 
What  the  Information  Paradox 
means,  in  practical  terms,  is  that  managers"^ 
face  excessive  levels  of  risk  when  designing  and  J 
delivering  IT-based  business  solutions.  There  is  al 
small  pack  of  leaders  who  consistently  make  > 
winning  investments  in  big-ticket  business  applica- 
tions of  IT.  There  is  an  equally  small  group  of 
stragglers  who  rarely  get  it  right.  Then  there  is  the 
silent  majority:  those  who  get  it  right  sometimes 
but  not  often  enough.  This  "hit  or  miss"  approach 
must  be  replaced  with  a  more  rational  way  of  .j 
aligning  risks  with  rewards.  Two  questions  are  key 
to  the  solution: 

•  First,  how  to  pick  the  winning  IT  investments? 

*  Second,  how  to  realize  the  benefits  from  these 
investments,  and  know  that  you  have  done  so? 

This  book,  important  reading  for  all  business 
managers,  presents  a  unique  approach  to  help  you 
answer  these  questions.  Called  the  Benefits 
Realization  Approach,  and  developed  by  DMR 
Consulting  Group,  a  division  of  the  Amdahl  Corporation,  it  resolves  the 
Information  Paradox  by  introducing  a  new  benefits-focused  mindset 
that  integrates  technology  with  the  process,  organizational  and  people 
elements  of  your  business. 


Look  for  more  information  about  THE  INFORMATION  PARADOX  on  www.informationparadox.com 
or  to  read  a  complete  book  chapter,  please  visit  v^ww.busine.ssweck.com/ ad  section/ specad.htm 


This  summary  of  the  Information 
Parado.x  is  sponsored  by 


AMDAHL 


Please  visit  our  sponsor's 
Web  site  at  www.amdahl.com. 


Amdahl  Global  Solutions  provides  focused  technologies, J 
services  and  methodologies  that  enable  customers  to< 
manage  their  enterprise  complexity. 


www.amdahl.com 


WHAT  PENALTIES 
FOR  MICROSOFT? 

It's  beginning  to  look  as  if  the  Feds  may 
win  serious  remedies  in  court 


0 


n  top  of  its  growing  fiustrations  in  the  marketplace, 
Microsoft  Coi-jj.  has  an  increasingly  serious  problem  in 
[Washington.  Its  witnesses  are  getting  shredded  by 
the  Justice  Dept.  in  the  landmark  antiti-ust  suit,  while 
its  high-priced  legal  team  is  bumbling  simple  videotaped 
presentations. 

That  doesn't  bode  well  for  Mi- 
crosoft's big  plans  to  tum  prod- 
ucts such  as  Windows  2000  and 
Windows  CE  into  cash  cows.  As 
the  company's  legal  fortunes 
slide,  the  odds  are  growing 
that  tioistbusters  will  be  able 
to  bar  it  from  using  some  of 
the  muscle  tactics  that  helped 
to  turn  Windows  95,  Windows 
98,  and  Internet  Explorer  into 
such  successes. 

More  important,  the  lawsuit  is 
likely  to  have  a  profound  cultm-al  im- 
pact on  the  software  industry — no 
matter  who  wins.  Now  that  Mi- 
crosoft's behind-the-scenes  arm- 
twisting  has  been  exposed  to  reg- 
ulators, judges,  and  the  pubhc, 
CEO  William  H.  Gates  III  and 
his  minions  will  probably 
never  be  able  to  intimi- 
date other  companies 
the  way  they  used  to. 
"The  marketplace  will 
become  a  lot  tougher" 
for  Microsoft,  predicts 
Ernest  Gellhorn,  a  pro- 
fessor of  antitrust  law  at 

George  Mason  Univei-sity  in  Washington,  D.  C.  "People  will  be 
more  inclined  to  refuse  deals,  demand  tougher  deals,  and 
sue  them." 

EXTREME  STEP.  Although  the  antitrust  trial  is  far  from  over, 
it  appears  as  if  Justice  will  win  at  least  a  partial  victory.  If 
that  happens.  Judge  Thomas  Penfield  Jackson  could  impose  a 
wide  range  of  remedies  on  Microsoft.  At  one  extreme,  he 
could  seek  a  "structural"  remedy,  such  as  breaking  the  com- 
pany up  or  forcing  it  to  divest  assets.  This  solution,  which 

used  to  be  consid- 
ered so  radical 
that  even  Mi- 
crosoft's enemies 
wouldn't  defend  it, 
has  been  receiving  more  attention  in  recent  weeks.  On  Feb. 
5,  foiTner  federal  Judge  Robert  H.  Bork,  a  legal  consultant  to 
Netscape  Communications  Corp.,  advocated  splitting  Mi- 
ci'osoft  into  three  self-sufficient  parts.  But  there's  probably  not 
enough  evidence  of  competitive  harm  for  the  federal  judicia- 
ry to  take  such  an  extreme  step,  says  San  Francisco  antitrust 
lawyer  Samuel  R.  Miller,  who  helped  to  draft  the  Justice 
Dept.'s  1995  consent  decree  against  Microsoft. 

Tliat  leaves  "conduct"  remedies:  restrictions  on  some  of  Mi- 
crosoft's specific  business  practices.  Wliile  far  less  onerous 
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than  a  structural  solution,  they  could  still  put  a  big  dent 
the  company's  plans  to  tighten  its  hold  on  the  desktop 
conquer  the  enterprise  and  consumer-electronic  softw 
markets.  For  exainple,  one  of  the  key  ways  Justice  claims 
crosoft  gained  market  share  in  the  browser  business 
by  pressm-ing  business  partners  such  as  America  Online  I 
and  Compaq  Computer  Corp.  to  favor  its  Internet  Explo 
over  Netscape's  Navigator.  To  combat  this  practice,  the  g 
emment  is  expected  to  try  to  ban  Microsoft  from  making 
clusionary  deals  in  the  future — a  remedy  most  experts  re 
on  the  judge  might  approve. 

That  would  be  more  painful  than  it  might  appear.  J' 
last  month,  Microsoft  partners  Compaq,  Hewlett-Pack" 
and  Dell  ComjDuter  announced  plans  to  sell  server  compu 
using  Linux — a  network  operating  system  that  is  one  of  t 
leading  tbreats  to  Windows  NT.  In  the  past,  one  of  the  wa 


CHAINED? 


Microsoft  could  be  barre 
from  making  exclusive  deals,  or 
forced  to  license  source  code 


Microsoft  would  have  tried  to  counter  such  a  developnn 
would  be  to  give  the  PC  makers  special  incentives  to  igrn 
Linux,  such  as  price  breaks,  prime  real  estate  on  the 
dows  desktop,  or  perhaps  ad  subsidies.  But  if  the  govemm( 
blocks  Microsoft  from  making  exclusive  deals,  such  tacti 
would  be  off  limits. 

Until  a  few  weeks  ago,  a  check  on  Microsoft's  preferentl 
deals  was  the  only  remedy  most  experts  thought  the  Justil 
Dept.  could  pull  off.  But  because  of  the  surprisingly  stro) 
cross-examination  of  Microsoft's  witnesses  by  David  Boi( 
Justice's  lead  litigator,  some  now  think  the  trustbusters  coi 
justify  even  stronger  restrictions  on  the  company's  condu| 
The  key  is  coming  up  with  remedies  that  don't  require  judi 
to  make  technical  decisions  about  software  or  to  get  ti 
deeply  involved  in  supervising  the  industry. 

The  committee  studying  potential  remedies,  led  by  Timotj 
Bresnahan,  a  Stanford  University  economics  professor  who 
consulting  with  the  Justice  Dept.  and  the  state  attome 
general  suing  Microsoft,  isn't  talking.  But  sources  in  conts] 
with  the  committee  say  that  one  possibility  under  close  cc 
sideration  is  forcing  Microsoft  to  license  the  underlying  soui 
code  to  the  various  editions  of  Windows.  That  would  gi 
competitors  the  power  to  make  their*  own  Windows  clom 
thereby  loosening  the  company's  dominance  of  the  softw; 
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Canon  Takes  Presentation  Technology 
rom  The  Dark  Ages  To  The  Digital  Age. 


Introducing  "Digital  OHP.' 


•igital  OHP  Presentations:  A  Canon  Exclusive. 

he  "Digital  Overhead  Projector,"  available  only  from 
anbn,  combines  the  first  affordable  hi-res.  (1900  x1424 
ixels)  Digital  Document  Camera,  with  Canon's  first  opti- 
ally-advanced  LV-series  projector  to  give  you  text  clarity 
0  8pt.  on  a  full  8  1/2"  x  11"  document)  without  trans-  ,■. 
arencies,  plus  a  whole  lot  more. 

atented  Technology  Means  Breakthrough  Pricing. 

anon's  patented  Parallel  Plate  'Variable  Refraction  Optical 
ystem'  is  a  unique  technology  that  allows  one  CCD  to 
ive  you  the  quality  of  nine,  without  the  high  cost. 


Enhance  Your  PowerPoint®  Presentations. 

Within  seconds.  The  Digital  OHP  allows  you  to  access 
crisp  type  and  incredible  detail  from  documents,  charts, 
graphs,  even  3-D  objects  and  integrate  them  into  your 
PowerPoint  presentation  for  maximum  flexibility. 

The  Missing  Link  To  Videoconferencing. 

Unlike  conventional  document  cameras,  the  Digital  OHP 
optimizes  your  videoconferencing  system,  allowing  you  to 
share  full  document  text  and  detailed  images  much  like 
you  would  during  a  facfr-to-face  meeting. 


FOR  MORE  INFORMATION,  PLEASE  CAU  (516)  328  5960. 

E-mail  us  at  vcsd@cusa.canon.com  Website:  wv/w.usa.canonxom 
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Most    firewalls    are    I  i  k 


Enter  the  Gauntlet  Active  Firewall. 


EVER  WONDER  IF  YOUR  FIREWALL  REALLY 
WORKS?  HOW  WOULD  YOU  KNOW  BEFORE 
IT'S  TOO  LATE?  THOSE  NAGGING 
QUESTIONS  ARE  EASY  WITH  NETWORK 
ASSOCIATES'  PATENT  PENDING  GAUNTLET 

ACTIVE  Firewall  technology. 
Gauntlet  is  the  only  firewall  that 

COMES  with  CYBERCOP  INTRUSION 
DETECTION  BUILT  IN,  GIVING  YOU 
INTEGRATION  THAT  CAN  ONLY  COME  WHEN 
BCTTH  PRODUCTS  ARE  ENGINEERED  BY  THE 
SAME  TEAM  AT  THE  SAME  COMPANY. 

Intrusion  Detection  8  Antivirus  Built  Right  In. 

CyberCop  Scanner,  our  vulnera- 
bility  ASSESSMENT   MODULE,  TUNES 

Gauntlet  by  simulating  an  actual 

HACKER   attack    AND    CRACKING  PASS- 
words inside  your  network.  when 
CyberCop  Scanner  compromises 
your  network  security,  it  can 
proactively  terminate  external 
wan  access  without  administrator 
intervention.  Preventing  the  break-in 

FROM   becoming   A   REAL  WORLD  ATTACK. 

MEANWHILE,  CyberCop  Network 
passively  monitors  your  network 


1 0  0  f  vests 


That's    the  problem 
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hacker  signatures  while 
:rCop  Server  audits  system 

FILES    IN    real   time.  TOGETHER 

WebShield   (  awar  d- WI  N  N  I  n  g 

v'IKUS  SCANNING  FDR  INTERNET 
WAYS   AND    MICRDSDFT   NT  PROXY 

ERS),  Gauntlet  Active  Firewall 

/IDES  THE  only  COMPLETE, 
GRATED  SECURITY  SOLUTION 
ABLE  TODAY. 

'st-of-Breed  8  Integration  without  Compromise. 

'  YOU  NO  LONGER  HAVE  TO 
IFICE  BEST-OF-BREED  TECHNOLOGY 
TIGHT    INTEGRATION    AND  SINGLE 

F  'DR  SUPPORT.  With  Gauntlet 
f  >/E  Firewall,  any  suspicious 
c  ity  automatically  generates  a 

F*|  BLE   TICKET   TO    OUR    MAGIC  TOTAL 

ICE  Desk  and  then  activates 
Tool's  event  manager  and 

riNG  MODULE           ALL  WITHOUT  ANY 

iN  INTERVENTION.  IT'S  LIKE  DOU" 
i  YOUR  NETWORK  ADMINISTRATION 
■QWER  OVERNIGHT. 


j5  e  Product  of  Choice. 


i^,  ITLET  AND  NETWORK  ASSOCIATES 
f»i  THE    CHOICE    OF   THE    US  MILITARY 


AND  THE  INTELLIGENCE  COMMUNITY,  NOT 
TO  MENTION  BEING  THE  WORLD  LEADER  IN 
SECURITY  SOFTWARE.  WE  OFFER  A 
COMPLETE  FAMILY  OF  NET  TOOLS  NETWORK 
SECURITY  AND  MANAGEMENT  SUITES, 
MAKING  US  THE  ONLY  COMPANY  TO 
CHOOSE  WHEN  SECURITY  REALLY  MATTERS. 

^•^  Net  Tools;  Ihe  Solution  for  Securing  ond  lionoging 
your  NT  Network. 

NET  Tools  combines  the  complete 
securfti-  of  our  net  tools  secure  suite 
of  antivirus,  firewall,  intrusion 
detection,  vpn,  encryption  and  digital 
certincate  authentication  with  net  tools 
Manager,  the  world's  leading  network 
performance  management  solution  and 

integrated  SERVICE  DESK.  COMBINED,  THEY 
ALL  BECOME  NET  TOOLS,  THE  ONLY 
COMPREHENSIVE  MICROSOFT  WINDOWS  NT 
DISTRIBUTED  SYSTEMS  MANAGEMENT 
SOLUTION.  CALL  B  □  □  •  3  3  Z  -  9  9  6  5  , 
DEPT.    1  943    FOR   OUR   WHITE  PAPER 

ON  ACTIVE  Firewall  Integrated 
Security  Solutions  or  visit  our 
website   at  www.nai.com.  Now 

that's  BULLET-PROOF  PROTECTION  YOU  CAN 
CDUNfT  ON.  HASTA  LA  VISTA  HACKERS. 
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Who's  watctiing  your  network 


"Finally,  a  book  that  reveals  exactly  how  complexity  theory 
really  applies  to  business  in  the  digital  age.  Fascinating, 
insightful,  pragmatic,  and  well  written." 

—John  Seely  Brown,  Chief  Scientist  of 
Xerox  Corporation  and  the  Director  of 
its  Palo  Alto  Research  Center  (PARC) 
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Complexity  Can  Mwlp 
Your  BuBln««s  AoHleve 
RoaK  f>«rfformano* 


Transform  any 
business,  large 
or  small ... 

...  into  one  that  can  consistently  meet 
any  challenge.  Drawing  on  the  authors' 
own  experiences  in  companies  from  small 
startups  to  Citibank,  here  is  the  first 
guide  for  managers  to  apply  complexity 
theory  to  the  business  world  to  increase 
efficiency  and  creativity,  inspire  new 
ways  of  leading,  and  make  any  business 
more  successful. 
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market.  But  even  though  there's  son 
precedent  for  this  step — Xerox 
forced  to  license  copier  patents 
1975 — it's  unclear  if  such  a  seizure 
Microsoft's  intellectual  property  wou 
be  upheld  in  the  courts. 

Another  option  under  review  is  bloc 
ing  Microsoft  from  integTating  new  fe| 
tures  into  its  various  operating  systen 
or  perhaps  forcing  it  to  cany  other  cod 
panies'  products.  But  that  path  is| 
tough  sell  because  it  requires  judges ' 
make  technical  decisions  for  which  th^ 
are  ill-suited. 

In  the  end,  whatever  remedies  Ju 
tice  wins,  it's  clear  that  the  lawsuit 
permanently  eroded  some  of  Microsofl 
power.  When  the  government  fir| 
started  investigating  the  company 
the  early  1990s,  competitors  and  bu^ 
ness  partners  alike  were  so  afraid 
retaliation  that  they  refused  to  cool 
erate  with  the  trustbusters.  That  cl 
mate  of  silence  is  gone  forever.  If 
crosoft  misbehaves  in  the  futur 
"everyone  in  the  industry  now  knov 
the  phone  numbers  to  call"  at  the  Ju 
tice  Dept.  and  state  attorney  general  c 
fices,  observes  William  E.  Kovacic,  vi 
iting  professor  of  antitrust  at  Geor 
Washington  University  Law  School. 
NEW  THREAT.  Another  factor  that 
limit  how  aggressively  Microsoft  c 
promote  its  new  products  is  the  thre 
of  private  antitrust  litigation.  Even 
Justice  wins  on  only  some  of  i 
charges,  Microsoft's  rivals  may  be  a': 
to  use  many  of  the  government's  leg 
and  factual  findings  against  the  comp 
ny — dramatically  cutting  down  the  co 
and  nsk  of  litigation.  Notwithstanding  ^ 
few  suits  by  livals  in  the  past,  that's 
threat  Microsoft  executives  have  litt 
experience  managing. 

Finally,  it's  possible  that  the  go 
ernment  litigation  inay  bring  about 
softening  of  Microsoft's  aggi'essive  ci  - 
tiire.  Wliile  Gates  is  well  aware  of  ho 
Justice's  antitrust  suit  in  the  197i 
weakened  IBM's  competitive  resolve- 
and  has  repeatedly  warned  employe^ 
about  this  tlu-eat — the  company  is  ge 
ting  bashed  in  court.  Kovacic  believ 
that  experience  vdll  "inevitably  mal 
the  company  more  tentative"  in  the  f 
ture.  For  example,  it  may  be  hard  f  l 
executives  who  are  being  publicly  vi ' 
fied  for  doing  things  like  threatenii  t 
competitors  not  to  think  twice  befo 
making  similar  threats  again.  This  fa 
tor  is  difficult  to  quantify,  but  it  will  i 
evitably  play  a  critical  role  in  dete  / 
mining   the    extent    of   Microsofi  | 
dominance  in  the  years  to  come. 

By  Mike  France  in  New  York,  m 
Susan  B.  Garland  in  Washingto7i,  D. 
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HE  EASIEST  INTERNET  ONIINE 
SERVKE  JUST  GOT  EASIER! 


The  all-new  version  of 
America  Online  is  easier,  faster 
and  better  than  ever.  It's  a  snap  to 
install,  comes  with  FREE  24-hour 
customer  service,  and  connects 
you  with  lots  of  stuff  you 
can't  find  anywhere  else. 

TO  EXPERIENCE 
IT  FIRSTHAND,  (ALL 
1-800-4-ONLINE. 


A 
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/ 


So  easy  to  use, 
no  wonder  it's  #1 

Availability  may  be  limited,  especially  during  peak  time 


5,280  phone  calls  taken. 
2,050  web  queries  resolvec. 
3,400  brochures  sent. 
1,450  questions  answered. 


What  a  great  day. 

.  Taking  care  of  customers.  That's  what  Corepoint  Customer  Relationship  Management  software 
is  all  about.  With  one  end-to-end  software  solution,  Corepoint  supports  everyone  on  your 
team  —  sales,  marketing  and  customer  service/support  —  anyone  who  touches  your  customer. 
Information  is  more  accessible.  People  are  more  productive.  So  every  customer  contact  can  be 
maximized.  Make  every  day  a  great  day  to  build  the  customer  loyalty  that  builds  profits. 

To  register  for  our  next  free  live  telephone/web  seminar  on  "Customer  Relationship 
Management"  or  for  more  mformation  on  Corepoint,  call  877-891-1606  today  or  visit  our 
website  at  www.corepoint.com. 
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GEniNG  OFF 
THEIR  McBUnS 

In  less  than  a  year,  changes 
made  by  CEO  Greenberg 
have  halted 
McDonald's  slide 


One  year  ago,  Mc 
Donald's  Corp. 
was  serving  a 
menu  that  con- 
sumer ranked  among 
the  worst-tasting  of 
any  restaui'ant  chain. 
The  Golden  Arches 
had  not  laiuiched  a  sue 
cessful  new  product  since 
Chicken  McNuggets  in 
1983.  And  the  company's 
stock  was  performing  worse 
than  cash  sitting  in  a  biu'eau  ch"aw- 
er.  Today,  the  food  still  trails  the 
competition's,  and  there  is  still  no  new 
blockbuster  on  the  menu — but  McDon- 
ald's shares  have  risen  67%  in  the  past 
12  months,  to  $80  each,  about  triple  the 
gi-owth  rate  of  the  Standard  &  Poor's 
500-stock  index. 

What  do  investors  see?  It  may  not  be 
obvious  at  yoiu"  local  Mickey  D's,  but  a 
behind-the-scenes  transfonnation  is  un- 
der way.  New  Chief  Executive  Jack  M. 
Greenberg  is  leading  an  overhaul  of  the 
long-insulai"  restaurant  comjjany  that  has 
nmie  both  fi-ancliisees  and  investor's  more 
optimistic  than  they  have  been  in  years. 
In  a  break  with  tradition,  Greenberg  has 
turned  to  outsidei-s  to  fill  key  posts.  He  is 
cutting  2Z%  of  headquarters  staff,  the 
first  layoff  in  company  history.  And  fran- 
chisees and  corporate  man- 
agers stationed  in  the  field 
now  make  more  of  the  deci- 
sions about  when  to  discount 
and  what  food  to  test. 

Tlie  result:  McDonald's  has 
found  modest  success  with 
new  products,  including  a 
bagel  breakfast  sandwich  and 
the  McFluiTy  sundae,  and 
with  regional  discounts.  Those 
were  big  reasons  why  aver- 
age store  sales  cUmbed  last 
year  and  overall  company 


SUNDAE  BEST? 

The  McFlurry 

i 
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BREAKFAST  ROLLOUT:  A  new  bagel  will 
be  ill  half  of  U.S.  stores  by  summer 

revenues  rose  9%,  to  $12.4  billion.  'We're 
doing  better,"  Greenberg  said  late  last 
yeai;  "and  sales  ai-e  the  best  test  of  all." 
Operating  profits,  excluding  charges  for 
the  layoffs  and  investments  in  new 
kitchens,  climbed  10%,  to  $3.1  billion. 
"This  was  a  company  coming  to  a  cri- 
sis," says  Chiis  Davis,  a  portfoUo  man- 
ager at  Davis  Selected  Advisers,  which 
owns  more  than  9  million  shai'es.  "Green- 
berg's  done  a  fantastic  job  bringing  a 
new  sense  of  m'gency  and  getting  rid  of 
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their  corporate 
arrogance." 

Still,  much  of 
the  lift  came  fi'om  a  one-time 
clrop  in  advertising  costs  and 
last  spring's  wildly  successful 
Teenie  Beanie  Babies  promo- 
tion. McDonald's  is  looking  for 
another  home  ran  with  its  up- 
coming promotion  featuring 
miniature  Furby  dolls.  But  the 
success  will  be  hard  to  maintain 
long-temi  without  better  food,  says  Ev 
eren  Secuiities  analyst  Dean  T.  Haskel 
Indeed,  consumers  ranked  McDonald' 
food  87th  out  of  91  chains  in  a  poll  las 
year  by  Restmmnts  aotd  histitutions- 
and  its  score  will  be  slightly  lower  r 
a  new  poll  out  later  this  montl 
Says  Alan  D.  Feldman,  a  forme 
Pizza  Hut  Inc.  exec  who  wa 
named  president  of  McDor 
aid's  USA  last  year:  "We'v 
got  to  improve  om*  menu.' 
BIG  RETROFIT.  Enter  "Mad 
for  You,"  a  $500  million  uj 
gTade  of  virtually  every  U.i 
McDonald's  kitchen.  Instea 
of  keeping  food  in  taste-killin 
warming  bins,  the  system  use 
computers  to  project  custome 
traffic  and  an  assembly  line  t 
keep  lettuce  cold  and  bui'gers  hot- 
while  making  custom  orders  as  simpl 
as  they  are  at  Bui'ger  King  Coi-p.  M( 
Donald's  says  the  retrofit  will  be  almos 
complete  by  the  end  of  1999. 

Early  response  to  the  new  system : 
promising.  Frank  Schley,  a  42-year-ol 
software  company  president,  is  in 
pressed  with  the  change  at  a  McDoi 
aid's  in  Columbus,  Ga.,  where  he  dine 
with  his  son,  8,  of  the  same  name.  Th 
restaurant  is  one  of  the  25%  of  U. ' 
McDonald's  with  Made  for  You  alread 
installed.  "In  the  past,  it  was  obvious) 
an  imposition  to  make  a  special  order 
Schley  says.  Adds  little  Frank:  "I  use 
to  get  some  cold  meals." 

The  improved  performance  is  in  stai 
contrast  with  recent  years.  McDonald 
spent  much  of  the  '90s  building  hundre( 

of  new  U.  S.  restaiu'ants,  on  liigi/j.^ 
to  see  its  share  of  the  fas 
food  pie  slu-ink.  Franchisee '""^'lof 
were  unhappy,  and  domest 
operating  income  wasn't  ev< 
keeping  pace  v.nt\\  inflatio 
The  situation  came  to  a  he? 
last  April,  when  Micha 
R.   Quinlan   abruptly  a 
nounced  his  resignation  i 
CEO.  The  board  promot( 
Greenberg,  who  had  con 
fi'om  Arthiu'  Young  &  Co. 
1982  and  risen  to  chief  fina 
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EMC' 

The  Enterprise  Storage  Company 

highly  competitive  industry  where  success  is  likely  measured  by  how  quickly  you  get  new  products  to  consumers, 
rmation  management  plays  a  critical  role.  By  consolidating  information  and  making  it  available  to  all, 
irdless  of  the  computers  in  use.  EMC  Enterprise  Storage  '  provides  strategic  advantages  that  help  the  world's  leading 
communications  companies  protect,  manage,  and  share  their  information  to  meet  their  most  aggressive 
Us.  To  put  The  EMC  Effect  "  to  work  for  you,  reach  us  at  www.EMC.com/toptelco  or  1 -800-424-EMC2,  ext.  710. 

ID  EMC  ARE  REGISTERED  TRADEMARKS  EMC  ENTERPRISE  STORAGE   THE  ENTERPRISE  STORAGE  COMPANY,  AND  THE  EMC  EFFECT  ARE  TRADEMARKS  Of  EMC  CORPORATION  ©1999  EMC  CORPORATION   ALL  RIGHTS  RESERVED 


he  Superman?  Or  does  she  use  R5?  The  new  Lotus  Notes  and  Domino 

make  it  easy  to  manage  your  world  by  giving  you  a  single  point 
of  access  to  e-mail,  calendars,  intranets  and  Web  sites,  so  you  can  be  productive 
from  wherever  you  are.  Go  to  lotus.com/superhumansoftware 
R5  ^  SUPER.HUMAN.SOFTWARE 
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cial  officer  ;.  \ice-chainnan. 

Greenberg  r.a.-  ;;.jved  ]\IcDonald"s 
away  from  big-bang  initiatives — such  as 
pizza,  the  Ai-ch  Deluxe,  and  the  confusing 
"Campaign  bb  "  discount — that  flopped. 
Instead,  he  has  focused  on  gening  little 
things  right.  "They're  being  more  c-on- 
sen^ative  and  more  thoughtful."  says  b-- 
vnn  S.  Ki-ugei".  vrho  ovms  six  stores  in 
Manhattan.  McDonald's,  with  24.800 
i-estaiu-ants  v,-orIdwide.  has  closed  almost 
200  poorly  pienoiTning  U.  S.  units.  It  kept 
net  U.  S.  expansion  to  less  than  l'~c  last 
yeai".  c-omisai-ed  with  9^  a  yeai"  fi-om  1993 
to  1996.  ' 

With  new  executives  lui'ed  fi'om  c-om- 
panies  i-anging  n-om  Taco  Bell  Coi-p.  to 
Genei"al  Elecnic  Co..  the  c-ompany  is  also 
staiting  to  break  fi-om  a  past  in  which 
managei-s  with  a  decade  at  McDonald's 
were  considered  new.  Fi-anchisees  say 
thiere's  also  a  new  res])ect  for  consumer 


reseai-cL  The  company  is  us- 
ing the  data  to  help  figui'e 
out  when  to  discount.  Stait- 
ing in  Florida  and  then  on 
the  West  Coast,  for  example, 
store  owmers  have  respond- 
ed to  \igoi-ous  competition  by 
selling  bui*gei-s  for  less  than 
the  price  of  a  candy  bai-  on 
selected  days.  Says  Tom 
Thompson,  president  of  cke 
Restam-ants  Inc.  in  An.aheim. 
Calif.,  which  owns  the  Hai"d- 
ee's  and  Caii's  -Jr.  chains:  The 
•~29c  and  39c  bui*gei"s  have  been  won- 
deiiul  for  them." 

GLOBAL  SUCCESS.  The  chain  is  also  ex- 
peiinie!::  j.g  v.itr.  regional  pi-oducts.  One. 
the  bagel  sandwich,  will  be  available  in 
about  half  of  U.  S.  stoi-es  by  midsummer. 
Containing  meat.  egg.  and  cheese,  the 
bagel  is  an  anempt  to  impreve  the  Ai-ch- 


GREENBERG 

outiidt  for 


es  appeal  with  adults.  At  j 
most  S3  each,  it's  costBi 
than  other  breakfast  o 
tions — but  it  has  the  pote 
tial  to  "change  the  who 
mis."  Greenbei"g  sa\-s. 

Investoi-s  like  what 
see  so  fai-  lower  c-osts, 
er  earnings,  and  a  buo: 
new  management 
They  also  ai^e  pleased 
powerhouse  inteiT^tional 
^ision  that  is  benefiting  fro 
the  sn-ong  Em-opean  econ 
my  while  holding  its  own  in  Asia.  K 
Made  for  You  system  lives  up  to 
billing,  investoi-s  might  even  be  wiDii^^ 
take  some  of  their  profits  and  s 
more  cash  at  their  local  McDonald'.- 
By  David  Leonhardt,  icith  ^ 
Hierese  Palmer,  in  Chicago,  and 
reau  repons 


:  Going 
nev:  exec 


MICKEY  D  WAKES  UP  AND  SMELLS  THE  CILANTRO 

may  not  be  able  to  appeal  to  every- 
body. McDonald's  says  that  within  ^ 
year,  it  will  nkely  determine 
whether  to  offer  Chipotle  franchisesi 
to  existing  McDonald's  store  owners 
In  the  meantime.  McDonald's  hopes 
to  glean  some  insights  about  how  to 
appeal  to  adults  in  its  own  stores, 
says  Pat  .J.  Fh-nn.  a  McDonald's  USA 
executive  \ice-president  for  strate- 
gic planning. 

CROWDED  HELD.  Chipotle  runs  18 
restam-ants:  2  in  Kansas  City  and  1( 
in  the  Denver  ai^ea.  where  EUs 
launched  the  chain  in  1993.  Today, 
the  outlets,  with  lines  snaking  out 
the  door  at  lunch,  biing  in  yearly 
sales  of  just  above  Si  million  each — ] 
about  20%  less  than  an  avei*age  Mc-j 
Donald's.  By  yearend,  Chipotle  coi 
be  in  a  half-dozen  more  cities. 

It  will  face  some  tough  competi- 
tion. The  restaurant  industiy  has  | 
overbuilt  in  recent  yeai-s.  and  a  numl 
ber  of  other  "fi-esh  Mex"'  chains,  sudf, 
as  La  Salsa,  are  expanding,  too.  But 
c-ompared  with  the  Ai'ches'  massive 
global  operation,  the  bet  on  Chipotle 
is  a  small  one.  And  both  McDonald's 
and  Ells  ai*e  hoping  it  turns  out  bet- 
ter than  theu-  last  linkup,  when  the 
teenage  Ells  quit  his  job  serving  Big 
ilacs  after  less  than  two  months. 
"There  was  nothing  fim  about  it,"  he 
says.  Must  have  been  the  lack  of 
cilantro. 

By  David  Leonhardt  in  Denver 


Y'jU  call  find  Steve  Ells,  a  gradu- 
ate of  the  Culinaiy  Institute  of 
America,  zipping  around  Denver 
in  a  black  bmw  .S40i.  He  likes  to  talk 
about  cilantro.  and  he  describes  stan- 
dard fast  food  as  a  warm  piece  of 
meat  stuck  inside  a  once-fi"ozen  bun. 
But  when  he  names  names,  he's  cai*e- 
ful  to  talk  only  about  Bui'ger  King 
Corp.  and  Wendr's  International  Inc. 

That's  the  first  clue  that  Ells.  -33, 
doesn't  specialize  in  haute  cuisine.  In 
fact,  he  is  the  founder  and  ceo  of  the 
only  restaui-ant  company  in  which 
McDonald's  Coi-p.  has  ever  invested. 
Named  Chipotle  Mexican  GiiU,  it  is  a 
tiny  but  rapidly  gi'owing  chain,  which 
chai'ges  -S.5  apiece  for  enoi"mous 
meat-,  rice-,  and  bean-fiUed  bunitos 
that  ai-e  made  to  oi*der  in  not  much 
more  than  a  minute.  The  food  is 
spicy  and  fi-esh,  eveiy  restaurant  is 


BRANCHING  OIJT:  McDonald  '-i  may  o]jer 
iti  store  O'lmers  Chipotle  franchises 

designed  differently,  and  there  is  no 
kids'  menu.  "This  is  not  the  tj-pical 
fast-food  experience."  says  EUs. 
"This  is  something  grown-up.'' 

That  is  exactly  what  McDonald's 
executives  like  about  the  place.  For 
the  past  decade,  they  have  awkward- 
ly tiied  to  boost  the  Golden  .\rehes' 
appeal  to  adults — fi-om  the  fafied  test 
of  a  Boston  Mai'ket-Uke  store  to  the 
disastrous  Arch  Deluxe  ad  campaign 
that  depicted  giimacing  cWldi-en. 
Eaiiy  last  yeai*.  ]^IcDonald's  decided 
to  look  elsewhere  for  help  and  set- 
tled on  taking  a  minority  stake  in 
Chipotle. 

The  investment  is  a  tacit  admis- 
sion that  in  today's  a-owded  restau- 
rant field,  even  the  biggest  player 
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strong  increase  in  1998  Rhone-Poulenc's  earnings 


"1998  saw  the  successful  ejcecution  of 
our  strategy  to  refocus  on  life  sciences, 
by  creating  and  listing  Rhodia  on  the 
Paris  and  New  York  Stock  Exchanges 
and  by  announcing  our  intention  to 
merge  with  Hoechst". 
"Rhone-Poulenc's  life  sciences 
businesses,  and  pharmaceuticals  in 
particular,  are  today  experiencing 
dynamic,  ongoing  growth.  The  1998 
earnings  demonstrate  that  our  new 
products,  such  as  the  anti-cancer 
agent  Taxotere*,  the  anti-thrombotic 
Lovenox*,  the  insecticide  Regent'^  and 
the  herbicide  Balance*,  are  the  key 
drivers  of  this  growth.  Moreover,  the 
re-engineering  measures  implemented 
during  the  year  are  beginning  to 
produce  positive  results,  particularly 
in  terms  of  enhanced  profitability. 
Today  we  have  a  strong  foundation 
which  will  ensure  the  success  of 
Aventis. " 

Jean-Rene  Fourtou 
Chainnan  &  Chief  Executive  Officer 


1998  Consolidated  accounts 


Net  sales:  FF  86.797  billion/ 
13.232  billion  €  (+2.5%) 

Net  income: 

FF  4.224  billion/644  million  € 
Excluding  non-recurring  irems'^'; 

•  Net  income:  EE  4.210  billion/ 
642  million  €  (+23.20/o} 

'Earnings  per  share: 
EE  11.45/1.74  €  (+12.50/0) 

•  Earnings  per  share  excluding 
amortization  of  goodwill: 
EE15.25/2.33  €  (-hll.Bo/oj 


Life  sciences 

Consolidated  net  sales: 

FF  51.466  billion  (+6.2%)  13) 

Earnings  from  operations: 
FF  8.701  billion  (+25.20/o) 

■  PViarma  ■ 

Rhone-Poulenc  Rarer, 
Pasteur  Merieux  Connaught.  Centeon 

Consolidated  net  sales: 
FF  34.484  billion  (+7.20/b)(3) 
Earnings  from  operations: 
FF  5.716  billion  (+23.6%) 

Sales  of  strategic  products  today 
account  for  25%  of  pharmaceuticals 
sales,  compared  with  19%  in  1997. 
Most  countries  experienced  sales 
growth,  with  a  very  strong  contri- 
bution from  the  American  market. 


Rhone-Poulenc 
is  a  leading 
life  sciences  company, 
growing  through 
innovations 
in  human, 
plant  and  animal 
health 


and  through 
its  specialty 
chemicals  subsidiary, 
Rhodia. 


•  Oncology  (  +  42.4%)(3t:  Taxotere®, 
sold  in  68  countries,  +50. 8%  (3)  to 
FF  2.244  billion;  Campto®  +  208%  (3) 
and  Granocyte*  +12.8%  131. 

•  Thrombosis/Cardiology  (+10.5%)l3): 
Lovenox«/Clexane*+33.1%l3)  to 
FF  3.618  billion. 

•  Central  Nervous  System:  Rilutek®, 
the  only  treatment  authorized  for  AIS 
(amyotrophic  lateral  sclerosis), 
*24.1%(3I. 

•  Respiratory/Allergy:  Nasacort*  AQ 
+  94.40/0(3)  to  FF  498  million.  The 
progressive  stabilization  of  sales  of 
.'\zmacorr*  (triamcinolone  acetonide) 
is  continuing,  in  line  with  objectives. 
•Vaccines  (+10.5%) '3);  flu  vaccines 
+  22.8%'3)  to  FF  1.053  billion  and 
the  injectable  polio  vaccine,  Ipol® 
+  59.4Q/ol3l  to  FF  406  million. 

■  Plant  and  Animal  Health  ■ 

Rhone-Poulenc  Agro, 
Rhone-Poulenc  Animal  Nutrition, 
Rhone-Poulenc  Jardin,  Merial 

Consolidated  net  sales: 
FF  17.225  billion  (+4%)(3) 
Earnings  from  operations: 
FF  3.586  billion  (+16.8%) 

Increase  in  sales  volume  of  new 
products,  such  as  the  insecticide 
Regent®  (fipronil)  +67.2%'3l  to  FF  799 
million  and  the  herbicide  Balance®  to 
FF412  million  for  its  first  year  in 
major  markets.  Sales  of  the  anti- 
parasitic Frondine®,  +62%  to  FF  1.773 
billion,  rose  rapidly  both  in  Europe 
and  the  US.  The  launch  of  the  anti- 
parasitic Eprinex*  (ivermectine)  on 
the  cattle  market  allowed  Merial'^i  to 
stabilize  its  position  on  this  market. 

Rhodia 

Consolidated  net  sales: 
FF  36.323  billion  (-2.4%)I3) 
Earnings  from  operations: 
FF  2.717  billion  (+30.2o/o) 

Rhodia  continued  to  improve  its 
profitabilit>^  in  line  with  its  objectives. 
Further  progress  is  expected  to  be 
made  in  1999. 

A  gross  dividend  per  ordinary  share 
of  FF  6  will  be  recommended 
by  the  Board  of  Directors  at  the  Annual 
General  Meeting  of  shareholders, 
on  May  26.  1999. 

(1)  On  a  comparable  basis. 

(2)  One-time  gain  resulting  from  the  listing  of  Rhodia.  the 
restructuring  charges  in  the  Pharnia  Sector  and  Rhodia.  one- 
time costs  linked  to  the  temporary  shutdown  of  the  Centeon 
manufacturing  unit  at  Kankaltee  [US)  and  a  one-time  loss 
linked  to  the  divestment  of  certain  polyester  businesses. 
13)  Excluding  the  impaa  of  exchange  rates. 

141  50:50  joint -venture  with  Merck  &  Co 


Investor  relations: 
+  33  1  47  68  07  05 
Internet:  w^^tv. rhone-poulenc.com 


fP  RHONE-POULENC 
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EMC 

The  Enterprise  Storage  Company  EMC  Enterprise  Storage'  provides  strategic  advantages  in  areas  such 
as  cost  control,  time-to-market,  Internet  commerce ,  data  warehousing,  and  customer 
service.  Advantages  that  can  create  new  business  opportunities.  How?  By  consolidating 
information  and  making  it  available  to  all,  regardless  of  the  computers  in  use.  And 


£ 


Protect,  manage,  and  share 
information  in  a  way  that 
helps  open  markets  that  were 
once  closed  to  you. 


THE 

EMC 

EFFECT 


C's  Enterprise  Storage  Network  (ESN)  promises  to  enhance  data  access,  boost 
li'work  performance,  and  automate  storage  management.  It's  no  wonder  over  90 
o  the  FORTUNE"  100  companies  are  our  customers.  To  put  The  EMC  Effect"  to 
virk  for  you,  reach  us  at  www.EMC.com/brickwalI  or  I  ■  8  0  0  -  4  2  4  -  E  M  C  2 ,  ext.  702. 
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COMMENTARY 

By  Nanette  Byrnes 


AUDITORS  AND  CLIENTS:  TOO  CLOSE  FOR  COMFORT 


It  seems  like  a  simple  enough  con- 
cept: An  accounting  firm  should  be 
fi-ee  of  influence  ft'om  the  compa- 
nies it  audits.  But  recent  accounting 
breakdowns  at  Livent,  Cendant,  and 
other  public  companies  are  heating  up 
debate  over  whether  today's  auditors 
are  independent  enough.  "Accounting 
fu'ms  would  prefer  we  think  these  are 
isolated  instances  and  we  don't  need 
to  do  anything,"  says  Lynn  TiU'ner, 
chief  accountant  at  the  Securities  & 
Exchange  Commission.  But  he  adds: 
"We  have  to  do  something  to  make 
sitre  the  auditor  is  skeptical." 

On  Feb.  8,  industiy  officials  did 
something  to  address  the  most  basic 
issue  of  auditor  independence — the 
fact  that  outside  auditors  are  often 
hired  and  fii-ed  by  the  same  finance 
executives  whose  work  they  re- 
view. Ah  SEOsanctioned  panel  rec- 
ommended a  host  of  measures 
that  would  shift  the  oversight  of 
auditors  to  outside  board  du'ec- 
tors  on  the  audit  committee. 

But  while  the  surprising- 
ly forceful  recommenda- 
tions are  good,  they  only 
begin  to  scratch  the  sur- 
face. Key  issues  concern- 
ing the  links  among  an  auditing  fii-m, 
its  accountants,  and  its  client  compa- 
nies have  not  been  addressed.  Hotv 
to  define  an  auditor's  independence, 
for  example,  or  what  makes  for  a 
conflict  of  interest,  are  not  even 
raised.  If  the  SEC'  is  serious  about 
putting  muscle  into  the  weak  guide- 
lines that  currently  govern  ties  be- 
tween auditors  and  their  clients, 
plenty  of  work  remains. 

The  main  focus  of  the  panel's  rec- 
ommendation was  a  proposal  that 
the  auditors  of  any  company  listed 
on  the  New  York  Stock  Exchange  or 
NASDAQ  report  to  a  board  audit  com- 
mittee of  knowledgeable  independent 
directors.  If  adopted,  that  means  the 
audit  committees  would  select,  eval- 
uate, and,  when  necessary,  replace 
the  auditors.  To  flush  out  potential 
conflicts,  auditors  would  also  be  re- 
quired to  "disclose  relationships  or 
services  that  may  imjjact  ftheir]  ob- 
jectivity and  independence"  to  the 
audit  committee.  "It's  a  very  bold 
initiative— a  substantial  change  from 


what's  out  there  now,"  says  Patrick 
S.  McGurn  of  Institutional  Share- 
holder Services,  an  adviser  to  large 
investors. 

And  that's  not  even  the  most  con- 
troversial part.  Today,  auditors  are 
required  only  to  report  that  a  compa- 
ny's books  conform  to  "generally  ac- 
cepted accounting  principles" — they 
don't  have  to  point  out  if  its  account- 
ing is  too  aggressive  or  inappropii- 
ate.  But  under  the 
proposal,  auditors 


Recent  proposals  barely  scratch 
the  surface  of  what  must  be  done 


would  have  to  discuss  the  quahty  of 
a  company's  accounting — and  explain 
the  judgment  calls  that  management 
makes  in  tallying  its  results. 

That's  why  the  fii-st  big  challenge 
will  be  to  ensure  that  the  proposal 
retains  its  teeth  as  it  is  debated  over 
the  next  couple  of  months.  Although 
the  heads  of  both  the  nyse  and  Na- 
tional Association  of  Securities  Deal- 
ers helped  to  shape  the  recommenda- 
tions, their  passage  will  require  the 
adoption  of  new  hsting  standards. 
That  means  that  some  9,000  listed 
firms  and  the  exchanges'  boards  will 
get  to  weigh  in.  "They  are  going  to 
be  under  a  lot  of  pressure,"  says  sec 
Chairman  Aithur  Levitt  Jr. 

Even  if  that  challenge  is  met, 
more  are  waiting.  First  up  will  be  to 
clarify  the  extremely  murky  defini- 
tion of  what  constitutes  a  breach  of 


auditor  independence.  One  key  issue 
woiTying  the  sec  is  the  potential  for 
problems  when  auditors  from  outside 
accounting  fii-ms  go  to  work  foi'  their 
coi-jjorate  clients.  As  compensation 
for  chief  financial  officers  skyrockets, 
such  career  moves  are  increasingly 
common.  Just  as  tough  an  issue:  the 
conflicting  interests  involved  when 
an  auditing  fum  also  provides  con- 
sulting advice  to  a  chent.  With  Big 
Five  accountants  getting  ever  more 
revenue  growth  from  high-margin 
consulting,  the  SEC's  Tiu'ner  worries 
that  auditors  may  be  less  vigilant 
with  their  consulting  clients. 
JOB-HOPPING  RULES?  The  current 
proposal  doesn't  directly  address  ei- 
ther of  these  issues,  but  it  is  likely 
to  fuel  the  already  raging  debate 
over  how  to  solve  them.  A  second 
SEC-sanctioned  group,  the  Indepen- 
dence Standards  Board,  is  soon  ex- 
pected to  outline  new  auditor  guide- 
lines, starting  with  the  problems 
raised  when  an  auditor  jumps  to  a 
client.  Since  the  obvious  solution — 
barring  a  job-hopping  auditor  from 
working  on  the  books  of  a  former 
client — may  mn  afoul  of  right-to- 
work  laws,  the  In- 
dependence Stan- 
dards Boai'd  is  also 
considering  requir- 
ing a  company  to 
change  accounting 
firms  when  it  hires  a  former  auditor. 

Some  would  go  fuither.  Nell  Mi- 
now,  a  principal  for  activist  investor 
the  Lens  Fund,  ai'gnes  that  all  com- 
panies should  be  required  to  shift  ac- 
countants eveiy  five  to  seven  years  to^ 
"get  a  fresh  perspective  on  things." 

Although  such  an  extreme  move 
would  likely  ixm  into  massive  resis- 
tance from  com]3anies  and  auditors 
alike,  the  industiy  does  need  to  show 
that  it  can  come  up  with  workable,  ef- 
fective solutions  itself.  And  it  needs  to 
do  so  fast.  Richard  H.  Walker,  head  of 
enforcement  for  the  sec,  says  futui'e 
SEC  accounting  lawsuits  will  probably 
target  players  other  than  coiporate 
management.  Auditors  and  audit  com- 
mittees are  likely  to  top  the  list. 

Department  Editor  Byrnes  follows 
accounting  issues  froyn  New  York. 
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Radisson 

HOTELS  WORLDWIDE 

The  difference  is  genuine'.' 

difference.  You  notice  it  the  minute  you  arrive.  In  people  like  Addis  Rezene.  And  the  rest  of  our  staff.  People  who  are  helpful 
courteous  not  because  it's  their  job.  But  because  it's  their  nature.  We  invite  you  to  experience  the  difference  at  any  Radisson. 

For  reservations  call  1-800-333-3333.  visit  us  at  www. radisson  com  or  contact  vour  travel  nrofessionni 


eii  the  simplest  products — a  soft  drink,  a  newspaper, 
:hocolate  bar — have  a  lot  of  technology  behind 
311  manufacture.  As  competition  intensifies,  the 
assure  to  streamline  manufacturing  processes 
ensifies  accordingly.  As  a  global  leader  in  industrial 
tomation,  we  create  intelligent,  flexible  systems 
it  can  reduce  production  times  even  as  they 


improve  quality  and  productivity.  From  drive  systems 
to  complete  building  installations,  from  power 
distribution  systems  to  turnkey  assembly  lines,  we 
can  provide  any  manufacturer  with  a  stand-alone 
component  or  with  a  fully  integrated  solution.  So 
whether  you  need  the  whole  or  the  sum  of  its  parts, 
talk  to  the  people  who  are  equally  adept  at  both. 

We're  Siemens.  We  can  do  that.  ^ 
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THE  TREASURY 


DEBT  IS  SHRINKING. 
IS  THAT  GOOD? 

Yes,  mostly-but  investors  are  cautious,  as  issues  of  U.S.  Treasury  notes  get  scarcer 


M 


I  ounted  on  a  wall  just  off  42n(l 
Street  in  Manhattan,  the  Na- 
tional Debt  Clock  is  spinning 
I  fomaixl  at  an  alaiTning  rate.  Ac- 
cording to  its  digital  readout,  the  na- 
tion's debt  is  piling  higher  at  a  rate  of 
nearly  $9,000  a  second.  The  clock  is  a 
stern  warning  against  profligate  gov- 
ernment spending. 

One  day  in  early  Febniaiy,  business 
WEEK  called  Durst  Organization  Inc., 
the  real  estate  company  that  nans  the 
clock,  to  point  out  that  the  portion  of 
the  national  debt  held  by  the  public  has 
been  sh  linking  since  last  March.  Should- 
n't the  clock  start  running  in  reverse? 
Nope,  Pi-esident  Douglas  D.  Diu'st  even- 
tually decided.  Dui'st's  clock  uses  a  debt 
measure  that  includes  securities  held 
by  the  Social  Secuiity  trust  fimd.  So 


as  the  government  pmdently  adds  mon- 
ey to  the  Social  Security  trust  fund, 
this  particular  debt  measure  will  get 
bigger  and  bigger. 

So  Ml".  Dui'st's  clock  is  nmning  beliind 
the  times — and  he's  not  alone.  The 
sluinking  of  the  national  debt  is  catcliing 
a  lot  of  people  flat-footed.  The  debt  has 
been  a  reliable  bugaboo  of  editonal  wiit- 
ere  and  politicians  since  the  18th  centmy, 
when  Thomas  .Jeffei'son  warned  that  a 
debt-issuing  national  bank  would  emich 
"the  tnbe  of  bank-mongers . . .  seeking  to 
filch  from  the  public  theo"  swindling,  and 
barren  gains." 

OVERTURNED.  Now  that  the  debt  is 
rapidly  declining,  though,  not  eveiyone  is 
happy.  Some  assumptions  ai-e  getting  a 
severe  shaking.  For  instance,  it  was  con- 
ventional wisdom  in  the  1980s  that  the 


"twin  deficits"  were  Unked — and  that 
the  federal  budget  deficit  went  away, 
would  the  trade  deficit.  Yet  despite 
projected  $107  billion  suiplus  in  tiie  fe 
eral  budget  this  fiscal  year,  the  tra 
deficit  is  bigger  than  ever. 

The  shrinking  debt  is  also  upsetti 
investors  and  tradei-s  who  had  assum 
there  would  always  be  a  strong  flow 
new  issues  of  U.  S.  Ti'easury  secu' 
ties — the  safest,  most  liquid  investme 
in  the  world.  Many  foreign  investc 
are  nervous  about  owning  any  U.  S. 
cmities  except  Treasuries.  But  with  t 
quantity  of  Treasiuies  going  down,  fi 
eign  investors  will  have  to  divers, 
then-  holdings.  "I  was  in  Frankfuit 
ing  a  presentation  on  this,  and  peop 
eyes  were  widening,"  says  Kevin  I 
gan,  senior  market  economist  at  Dr 
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lationship  Management 


Whether  you 

or  simply  delighted  to  leave, 
around  knowing  your  customer  data. 


That's  why  you  need  the  SAS  Solution 

who  arc  your  most  profitable  customers. .  and  \v/iv?  How  many  customers  are  you 
losing. . .  and  why?  What  value  do  your  customers  see  in  your  products  and  services. .  .or 
those  of  your  competitors?  histead  of  just  storing  your  customer  data,  explore  all  the 
possibilities  with  the  SAS  Solution  for  Customer  Relationship  Management. 

It's  the  only  software  that  integrates  the  full  scope  of  managing  customer  relationships. 
Collect  infonnation  at  all  customer  contact  points. .  .then  analyze  data  to  better  understand 
customer  needs.  Refine  business  strategies  around  your  most  profitable  customers. 
Determine  lifetime  customer  value.  All  by  just  pointing  and  clicking. 

To  find  out  more,  and  request  a  free  Guide  to  Customer  Relationship  Management  with 
the  SAS  Solution,  visit  us  at  www.sas.com/crm 
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1:  •  Kleinwort  Benson  in  New  York. 

Jake  no  mistake:  On  the  whole,  a 
ikinj?  national  debt  is  a  good  thing.  A 
ij  of  federal  budget  sui-pluses  will 
r  interest  rates  and  the  trade  deficit 
I    what  they  would  have  been  other- 
\  ,  while  adding — slightly — to  the 
iiiiy's  long-nin  gi-owth  rate.  "A  gov- 
"  !:t  suiplus  means  that  the  govem- 
I-  adding  to  national  saving,  not 
liiig  national  saving,"  says  Harvaixl 
i  rsity  economist  Benjamin  M.  Fried- 
I     "The  more  saving  we  have,  the 
I  ■  investing  we  can  do.  The  more  in- 
iiL^  we  can  do,  the  more  productive 
>  become." 

If  (Congressional  Budget  Office  (CBO) 
•t  itly  calculated  that  if  there  were  no 
■uts  in  the  next  10  years  and  no  dis- 
onaiy  spending  increases  above  the 
of  inflation,  fede»"al  debt  held  by  the 
c  would  fall  from  about  $3.7  tiillion 
998  to  $1.2  trihion  in  fiscal  2009 
t).  The  debt  would  shiink  fi'om  44% 
oss  domestic  product  m  1998  to  just 
1  2009.  As  debt  principal  falls,  inter- 
)ayments  on  it  get  smaller  as  well, 
ng  the  principal  easier  to  pay  dovm. 
VTH  UPT1CK.  Under-  the  CBO  scenario, 
est  rates  would  average  about  0.7 
intage  point  lower  than  they  other- 
would.  The  CBO  says,  however,  that 
mpact  on  economic  growth  would 
!latively  modest — less  than  0.1  per- 
ige  point  armually.  Why  such  a  small 
Mainly  because  the  incr*ease  in  busi- 
investment  in  the  projection — about 
billion — is  small  compared  with  a 
al  stock  that  will  soon  exceed  $10 
)n.  "The  capital  stock  is  huge.  You 
to  have  a  lot  of  investment  to  in- 
.e  the  rate  of  gr'ovi1;h,"  says  Robert 
rusca,  chief  economist  at  Nikko  Se- 
ies  Co. 

ily  about  half  of  the  budget  siuplus- 
•e  likely  to  find  their  way  into  in- 
ed  investment.  The  incr-eased  saving 
overnment  will  be  partially  offset 
ecreases  in  saving  by  families  and 
bii  lesses.  For  instance,  families  can't 
afj  1  to  save  as  much  when  then-  taxes 
arj  ept  high  to  gener-ate  black  ink  in  the 
k]  et.  Of  the  new  investment  that  does 
Ofj  -,  roughly  60%  will  be  domestic  and 
4C  foreign,  the  CBO  estimates.  Say  the 
in  tment  causes  the  domestic  capital 
to  rise  by  an  extr-a  $75  billion  a 
:ind  the  r-eturn  on  that  capital  is  a 
under  10%.  It  doesn't  add  much 
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gr'owth  to  an  econo- 
my whose  annual 
output  is  nearing  $10 
trillion. 

The  (  BO  isn't  actu- 
ally pr-edicting  the 
debt  will  shrink  by 
$2.5  trillion — only  that 
it  would  do  so  in  the 
absence  of  tax  cuts  or 
new  spending  pro- 
gr-ams.  On  the  other- 
hand,  other  for-ces 
could  make  the  debt 
reduction  even  bigger- 
The  CBO  assumes  eco- 
nomic gr-owth  of  2.3% 
to  2.4%  over  the  com- 
ing decade.  If  gr-owth 
were  half  a  per-cent- 
age  point  str-onger, 
debt  might  decline 
$800  billion  mor'e  than 
the  CBO  says,  bring- 
ing it  to  within  a 
stone's  thr-ow  of  zero. 

Just  as  dr-amatic 
as  the  economic  im- 
pact of  the  debt  r-e- 
duction  is  the  effect 
of  an  emer-ging  short- 
age of  Treasury  debt 
on  the  financial  mar-- 
kets.  One  reason  in- 
vestors prize  Tr-ea- 
suries  is  that,  in 
addition  to  being- 
safe,  they  ar-e  plenti- 
ful and  heavily  trad- 
ed, so  it  is  possible  to 
buy  and  sell  them  in 
large  quantities — $100  million  or  mor-e 
at  a  shot — without  affecting  prices.  That 
will  become  less  and  less  possible  as  is- 
suance slirinks. 

The  Tr-easur-y  Dept.  recognizes  the 
pr-oblem.  It  has  ah-eady  cut  back  on  the 
fi-equency  of  issuing  some  seciuities,  fi-om 
5-year  notes  to  30-year  bonds,  so  that 
each  batch  issued  will  be  big  enough  to 
satisfy  demands  for  liquidity.  But  some 
player's  say  it  needs  to  go  further  "Even 
at  the  cmrent  level,  the  issues  ar-e  too 
snrall,  and  they'r'e  going  to  get  smaller," 
says  Ken  Fan,  a  bond  str-ategist  at 
Paribas  Cor-p.  in  New  Yor-k,  a  unit  of 
France's  Paribas.  With  small  issues,  he 
says,  big  dealer-s  can  corner-  the  mar-ket. 

Nikko's  Brusca  says  the  Ti-easury 
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▲  TRILLIONS  OF  DOLLARS  PROJECTED 
■ASSUMING  NO  TAX  CUTS  OR  INFUTION^ADJUSTEO  SPENDING  INCREASES 

...HERE  ARE  SOME 
RIPPLE  EFFECTS 


INVESTMENT 
JUMPS 


TRILLIONS  OF  DOLLARS 

•ACTUALLY  A  DECREASE  IN  NET  NEW 
INVESTMENT  8Y  FOREIGNERS  IN  THE  U.S. 

THE  BOnOM  LINE: 

►  Interest  rates  are  about  0.7 
percentage  point  lower  than  they 
otherwise  would  be 

►  The  economy's  growth  rate  rises 
by  less  than  0.1  percentage  point 

DAIAr  CONGRESSIONAL  BUDGET  OFFICE 
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YDOWN? 


The  CBO  says  U.  S.  debt  will  shrink 
fi  m  $3.7  trillion  to  $1.2  trillion  by  2009-but 
y  in  the  absence  of  tax  cuts  and  fresh  outlays 


I 


should  cut  way  back 
on  issuance  of  its  inno- 
vative inflation-jjr-otect- 
ed  securities  because 
they  are  sucking  de- 
mand— and  liquidity — 
away  from  convention- 
al bonds. 

Fannie  Mae  and 
Freddie  Mac,  the  gov- 
ernment-supported en- 
ter-prises that  fund 
mor-tgage  loans,  have 
stepped  into  the 
br-each  by  selling  debt 
in  a  for-m  designed  to 
appeal  to  investors 
who  or-dinarily  buy 
T\"easuries:  lai-ge  batch- 
es in  a  wide  range  of 
maturities.  The  debt 
has  the  implicit,  though 
not  legal,  backing  of 
the  federal  govern- 
ment. One  effect  is  to 
encour-age  home  buy- 
ing by  keeping  mort- 
gage r-ates  low.  Indeed, 
last  year  saw  r'ecord 
housing  construction. 

Trouble  is,  there's 
only  so  much  paper 
that  Fannie  Mae  and 
Fr-eddie  Mac  can  pro- 
duce. For-eigTi  central 
banks  aren't  inter-est- 
ed  in  holding  corpor-ate 
debt  or  equity.  The 
likelihood,  then,  is  that 
debt  markets  will 
become  segmented. 
Amer-icans  will  own  a  shrinking  share  of 
their-  owti  nation's  sovereign  debt  because 
it  will  be  in  such  demand  by  foreignei-s. 

More  alar-med  than  long-ter-m  investor-s 
ar-e  those  who  use  Ti-easiu-ies  for  hedging, 
for  collater-al,  and  for-  a  benchmar-k  to 
deter-mine  prices  of  other-  debt  securi- 
ties. Much  of  modern  finance  is  built 
ar-oimd  the  idea  of  a  "risk-free  security," 
such  as  Treasiuies.  Richard  F.  Meyer*,  a 
finance  professor  at  Har-vard  business 
school,  says  financial  engineer's  may  even- 
tually tr-y  to  concoct  substitute  r-isk-fi-ee 
securities,  possibly  by  for-ming  pools  of 
top-rated  corpor-ate  bonds  in  which  pay- 
ment pr-omises  ar-e  over-collater-alized  for 
extr-a  safety. 

Paying  down  the  national  debt  will 
cr-eate  complications,  but  as  Meyer  sug- 
gests, mar-kets  ar-e  sure  to  come  up  with 
creative  solutions.  In  any  case,  transi- 
tion pains  ar-e  a  small  price  to  pay  for  a 
stronger,  mor-e  efficient,  and  less  indebt- 
ed U.  S.  economy. 

By  Peter  Coy  in  New  York 
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Performance.  A  range  of  screaming-fast  Intel' 
Pentium'  II  processors  up  to  366MHz.  Spacious 
hard  drives  up  to  6.4  billion  bytes.  No  matter  whicfi 
Satellite'  4000  series  model  you  choose,  you  can 
count  on  plenty  of  horsepower  and  capacity  at  a 
very  competitive  price. 


Brilliance.  Stunningly  vivid  TFT  activcj 
displays  rival  the  viewable  area  of  desktop 
3-D  sound  systems  with  Stereo  Bass  Reflex  : 
ensure  dramatic  audio.  Features  like  these 
your  most  demanding  multimedia  applicati 
extraordinary  dynamic  impact. 
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Pentium  n 


When  you  have  to  trim  the  budget, 
but  you  can't  afford  to  cut  performance. 


Connectivity.  56K  V  90  modems  accelerate 
Internet  and  remote  access  to  the  new  standard  in 
high-speed  communications.  The  Satellite  4000 
series  connects  easily  to  desktop  accessories  and 
networks  through  convenient  built- in  ports  or 
optional  docking  accessories. 


■  Design.  The  slim,  convenient  all-in-one  design,  including 

j  built-in  24X  max.  speed  CD-ROM,  floppy  and  hard  disk 

1  I  drives,  give  you  the  tools  you  need  without  any  add-ons 

j  -i  or  plug-ins.  So  you  get  top  performance  at  an  affordable 

I'  price  from  the  world  leader  in  portable  computing  Call 

"  ..J|l  1-800-TOSHIBA  or  visit  www.toshlba.com. 


TOSHIBA 

The  World's  Best  Selling  Portable  Computers. 


These  powerful  solutions 


Satellite'  4080XCDT 

•  iritel   M.jbile  Pentium  I 
processor  366MH2 

•  6  4  billion  byte  hard  disk  drive 

•  14  1 "  dia  TFT  active-matrix 
color  display 

•  64MB  high  performance 
Synchronous  DRAM 

•  24X  max  speed  CD-ROM 

•  Integrated  56K  V.90  Modem 

•  ESS  audio  with  3D  Sound 
Support 

•  Windows'  98  operating 
system 

$3,199 


Satellite  4020CDT 

•  Intel  Mobile  Pentium  11 
processor  300MHz 

•  6  4  billion  byte  hard  disk  dnve 

•  13.3"  dia  TFT  active-matnx 
color  display 

•  64MB  high  performance 
Synchronous  DRAM 

•  24X  max  speed  CD-ROM 

•  3Com-Noteworthy 
56K  PC  Card  modem 
with  V90  support 

•  Yamaha  3D  sound  effect- 
enabled 

•  Windows  98  operating 
system 

$2,499 


Satellite  4010CDT 

•  Intel  Mobile  Pentium  II 
processor  266MHz 

•  4  1  billion  byte  hard  disk  drive 

•  12  1"  dia,  TFT  active-matrix 
color  display 

•  32MB  high  performance 
Synchronous  DRAM 

•  24X  max.  speed  CD-ROM 

•  3Com-Noteworthy 
56K  PC  Card  modem 
with  V.90  support 

•  Yamaha  3D  sound  effect- 
enabled 

•  Windows  98  operating 
system 

$1,899 


Satellite  4010CDS 

•  Intel  Mobile  Pentium  II 
processor  266MHz 

•  4  1  billion  byte  hard  disk  dnve 

•  12  1"  dia  Color  bright 
dual-scan  color  display 

•  32MB  high  performance 
Synchronous  DRAM 

•  24X  max  speed  CD-ROM 

•  3Com-Noteworthy 
56K  PC  Card  modem 
with  V.90  support 

•  Yamaha  3D  sound  effect- 
enabled 

•  Windows  98  operating 
system 

$1,399 


To  find  out  more,  call  1-800-TOSHIBA  or  visit  www.toshiba.com. 
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mfortably  on  your  bottom  line 


Equium  "  7100D 

•  Intel  Pentium  II  processor  450MHz 

•  1 28MB  high  performance  Synchronous 
DRAM 

•  8.0  billion  byte  hard  disk  drive 

•  32X  max.  speed  CD-ROM 

•  Integrated  3Com  Fast  EtherLink'  XL 
10/100 

•  Instant  Access  Door  for  improved 
upgradeability  and  serviceability 

•  Value  Keyboard 

•  Windows  95  operating  system 

•  Desktop  chassis  with  5  dnve  bays  and  4 
slots.  Slimline  chassis  available  with  3 
drive  bays  and  2  slots 


$1,549* 


Equium  7100D 

•  Intel  Pentium  11  processor  400MHz 

•  64MB  high  performance  Synchronous 
DRAM 

•  6.0  billion  byte  hard  disk  dnve 

•  32X  max.  speed  CD-ROM 

•  Integrated  3Com  Fast  EtherLink  XL 
10/100 

•  Instant  Access  Door  for  improved 
upgradeability  and  serviceability 

•  Value  Keyboard 

•  Windows  95  operating  system 

•  Desktop  chassis  with  5  dnve  bays  and  4 
slots.  Slimline  chassis  available  with  3 
drive  bays  and  2  slots 


$1,199* 


Equium  7100S 

•  Intel  Pentium  II  processor  350MHz 

•  64MB  high  performance  Synchronous 
DRAM 

•  6.0  billion  byte  hard  disk  dnve 

•  32X  max.  speed  CD-ROM 

•  Instant  Access  Door  for  improved 
upgradeability  and  serviceability 

•  Value  Keyboard 

•  Windows  95  operating  system 

•  Slimline  chassis  with  3  dnve  bays  and  2 
slots  Desktop  chassis  available  with  5 
dnve  bays  and  4  slots 


$999* 
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After  132  years  in 
the  energy 
business,  our 
reputation  has 

become  our  name. 

Reliant. 


Introducing  Reliant  Energy.  The  new  identity  for 
Houston  Industries  and  its  subsidiaries. 

It  s  only  fitting  that  the  energy  reaffirms  our  commitment  to  being        existing  and  potential  customers 

services  company  people  have  counted  the  one  you  choose  no  matter  what        service  that  is  truly  world-class, 

on  since  1866  takes  on  the  next  your  energy  needs.  All  this  to  say  that  Reliant 

millennium  undei-  the  name  that  best  Reliant  Energy  reflects  our  Energy  is  the  company  with  the 

describes  it.  Reliant  Energy  is  the  promise  to  continuously  broaden  our      reputation  and  heritage  you  can 

result  of  our  separate  electric  and  gas  resources,  seiAdces  and  capabilities  to     bank  on. 

entities  becoming  one  strong,  meet  the  needs  of  the  future.  Now,  as 

national  and  international  energy  a  diversified  energy  services  company, 

services  company  with  expertise  our  business  synergies  give  us  a  solid 

across  the  energy  spectrum.  And  foundation  from  which  to  offer 


Meliant 

>\S  Energy,. 


Reliant  Energy  HL&P  •  Reliant  Energy  Minnegasco  •  Reliant  Energy  Entex  •  Reliant  Energy  Arkia 
Reliant  Energy  Retail  Group  •  Reliant  Energy  Wholesale  Group  •  Reliant  Energy  International 
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CUTIVE  SUITE 


SHAKEUP! 

1  le  new  BMW  boss's  top  job:  Fix  Rover 


(illionaire  Johanna  Quandt,  72,  ab- 
liors  i)ublicity.  The  matriarch  of 
1 1  the  Gennan  family  that  owns  46% 
''of  luxury  auto  maker  BMW  rarely 
ires  from  her  fortified  villa  neai- 
kfuit  and  socializes  only  in  exclu- 
circles.  Her  two  children,  Susanne, 
nd  Stefan,  32,  are  equally  keen  to 
out  of  the  public  eye.  Fear  of  kid- 
ing  and  blackmail  is  a  key  reason, 
it  the  Quandts  are  finding  it  hard 
'oid  the  limelight  these  days.  The 
ger  generation,  both  with  business- 
)1  degrees,  replaced  their  mother 
Mw's  supervisory  board  in  May, 
They  kept  a  low  profile  at  fii'st.  On 
5,  they  held  a  special  board  meet- 
-0  discuss  why  British  carmaker 
r  Group  Ltd.,  which  bmw  bought  in 
is  still  hemoiThaging  money.  Eight 
s  later.  Chief  Executive  Bernd 
letsrieder  had  resigned,  and  so  had 
eir  apparent,  Wolfgang  Reitzle.  A 
al  unknown,  Joachim  Milberg,  was 
pectedly  named  ceo. 
le  Quandts'  loss  of  patience  after 
ng  capital  into  Rovei'  for  five  years 
BMW  on  notice.  Milberg  has  just  a 
A^eeks  to  come  up  with  a  strate- 
)!•  stemming  losses  at  the  be- 

BEEMER 
AT  A  GUNCE 

198  SALES     $36.5  billion 

198  PROFITS  $668  million 
(est.) 

IIT  SALES     BMW  699,37S 
Rover  487,737 

.OBAL  REACH  130  countries 

)T  MODELS    Land  Rover, 
Z3  coupe 

OBAL  RANK  No^lS 

in  production 
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leaguered  Biitish  company,  which  is  es- 
timated to  have  lost  at  least  $1  billion 
last  year.  By  the  time  BMW  reports  its 
results  on  Mai'.  30,  MOberg  and  liis  team 
must  decide  what  to  do  about  Rover's 
aging  midsize  passenger-car  models, 
wliich  are  still  based  on  teclinology  from 
former  owner  Honda  Motor  Co.  The 
choices:  Ditch  the  line,  design  a  replace- 
ment, or  cut  costs  by  sharing  Rover's 
platform  technology  with  a  partner 

That  decision  will  be  critical  to  BMW's 
future.  Although  the  carmaker  saw  es- 
timated profits  of  $668  million  in  1998  on 
sales  of  $36.5  bilhon.  Rover  has  been  a 
drag  on  earnings  from  the  beginning. 
And  the  younger  Quandts  may  be  less 
tolerant  than  their  mother.  If  Milberg 
can't  succeed  where 
Pischetsrieder 
failed,  they 


could  even  put  bmw  on  the  block.  They 
have  ab'eady  received  offers,  including 
one  for  a  stake  of  25%  from  Volkswagen 
last  year,  which  they  declined  via  a 
terse  media  statement. 

The  Quandts  still  insist  they  want  to 
keep  BMW  independent,  "bmw  is  not 
for  sale,"  declares  family  spokesman 
Thomas  Gauly.  Yet  the  ouster  of 
Pischetsrieder  signals  that  the  young 
Quandts  are  closely  scintinizing  the  re- 
tmTi  on  then-  investment.  Stephen  Reit- 
man,  auto  analyst  with  Merrill  Lynch 
&  Co.  in  London,  calculates  that  bmw 
could  fetch  at  least  $28  billion.  And 
BMW's  stock  has  surged  since  the  board- 
room upheaval,  as  if  investors  believed 
the  company  were  in  play. 
NO  EASY  OPTION.  Saving  BMW  fi'om  a  buy- 
out would  be  a  daunting  task  for  any 
new  CEO.  Many  wonder  whether  Milberg 
has  a  deadline  for  tiuiiing  Rover  around. 
And  company  policy  dictates  he  will  have 
to  retire  in  foui'  years,  at  age  60.  Yet 
investors  and  insiders  have  given  their 
vote  of  confidence.  An  unassuming  fonner 
academic  who  has  been  with  BMW  only 
since  1993,  Milberg  was  on  the  manage- 
ment board  in  charge  of  production,  like 
Pischetsrieder  before  him.  On  his  watch, 
productivity  has  risen  60%-,  and  last  yeai" 
BMW's  three  Gei'man  plants  were  ranked 
as  Em-ope 's  top  three  for  quaUty. 

But  as  CEO,  none  of 
Milberg's  options  is 
risk-free.  One 
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would  be  to  shut  the  9;:{-year-old  Long- 
bridge  plant  near  Birmingham.  Eng- 
land, and  discontinue  the  Rover  200  and 
Rover  400  midsize  cai's  made  there. 
.John  K.  Lawson.  analyst  with  Salomon 
Smith  Barney  in  London,  says  such  a 
move  could  add  15'^?  to  b>[W  gi-oup  prof- 
its. But  with  14,000  employees  on  the 
plant's  pa\Toll  and  50,000  additional  jobs 
depending  on  it,  this  would  create  a  po- 
litical uproar  in  Britain.  BMW  is  said  to 
be  asking  for  million  to  $500  million 
in  aid  fi'om  the  British  govemment  to 
keep  Longbridge  open. 
ANGRY  HONDA.  An  alternative  would  be 
replacing  the  400  with  a  new  Rover. 
The  trouble  is.  Rover's  design  capabili- 
ties were  weakened  during  the  four 
years  Honda  was  in  charge.  Finally, 
B.MW  could  find  a  partner  and  share  the 
Rover  platfonn  in  exchange  for  licensing 
fees  and  production  capacity.  Honda 
makes  sense,  but  it  is  still  too  angiy  at 
BMW  for  bu\ing  fi'om  British  Aerospace 
the  80*%  of  Rover  that  Honda  didn't 
owTi.  Volkswagen  could  license  its  Golf 
platfoiTn,  perhaps  in  exchange  for  the 
rights  to  the  Rolls  Royce  name  that 
BMW  owns  and  that  \'w  Chief  Execu- 
tive Officer  Ferdinand  Piech  craves. 

A  U.  S.  partner  could  step  up,  too. 
Ford  Motor  Co.,  for  one,  has  ample 
auto-making  capacity  in  Europe,  and 
CEO  Jacques  Nasser  is  willing  to  make  it 
available  for  platfomi-sharing  with  BMW. 
"We  like  partnerships  on  components 
and  systems,"  he  says.  "So  we  would 
not  be  averse  to  that." 

While  the  Quandts,  Gauly  says,  are 
leaving  the  Rover  issue  to  manage- 
ment, it's  up  to  them  whether  b.mw  is 
put  into  play  or  not.  If  they  ever 
change  their  minds,  there  are  plenty 
of  eager  suitors.  Besides  Volkswagen, 
Ford  is  interested,  and  it  still  has  a 
S17.4  billion  cash  hoard  after  beating 
Fiat  to  accjuire  Volvo's  car  business. 
Says  Ford  ceo  Nasser:  "We  never  say 
never.  But  when  a  company  the  statui'e 
of  B.MW  says  it  wants  to  be  indepen- 
dent, you  have  to  respect  that." 

The  upheaval  has  certainly  put  two  of 
Europe's  best  auto  executives  on  the 
market.  "If  you  don't  win  the  whole 
company,  go  buy  Pischetsrieder,"  advis- 
es Man'ann  N.  Keller,  analyst  with  in(; 
Baling  Fumian  Selz.  But  the  world  auto 
industry  is  deep  in  the  giip  of  merger 
mania.  The  spotlight  that  was  sufldenly 
turned  on  Milberg  during  the  Lfiard- 
room  marathon  and  the  takeover  buzz 
from  industry  watchers  won't  fade  un- 
less he  delivers. 

By  Karen  Lowrij  Miller  in  Frank- 
f'ln-f.  with  Keith  Nuughton  /»  Detroit 
nid  Heidi  Daivley  in  London 


COMMENTARY 


By  Thane  Peterson 

GERMANY:  TIME  TO  CRACK  DOWN 
ON  SECOND-RATE  CEOs 


The  sudden  ouster  of  BMW  chief 
Bernd  Pischetsrieder,  along  with 
his  No.  2,  Wolfgang  Reitzle,  sent 
a  chill  through  German  boardrooms. 
In  the  past,  underperforming  execs 
were  shuffled  into  early  retirement 
or  had  their  duties  diminished. 
Unceremoniously  axing  a  top  exec 
just  wasn't  done — till  now.  "In  the 
old  days,  a  ceo  practically  had  to 
steal  money  from  the  company  to 
lose  his  job,"  says  Frank  F.  Beelitz, 
head  of  Lehman  Broth- 
ers Inc.'s  German  unit. 
"Now,  the  life  expectan- 
cy of  an  undeiiDerformer 
is  getting  shorter." 

It's  about  time.  Ger- 
many Inc.'s  duty  little 
secret  is  that  a  lousy 
CEO  is  still  more  Ukely  to 
be  coddled  than  axed. 
That's  partly  a  matter  of 
culture.  But  it's  also  the 
result  of  interlocking 
coiporate  boards  and 
shareholdings  among  big 
companies  and  the  banks 
that  finance  them.  De- 
regulation, shareholder 
activism,  and  tougher  global  competi- 
tion ai'e  changing  tilings,  but  not  fast 
enough.  More  big  companies  need  to 
take  the  lead  in  modernizing  corjio- 
rate  governance.  The  government 
should  help,  too. 

COZY  RELATIONS.  GeiTnany  pays  a 
heavy  price  for  its  inbred  system.  The 
last  notable  ouster  of  a  Gennan  ceo 
was  at  Dresdner  Bank,  where  a  year 
ago  the  supenisoiy  board  eased  Jiir- 
gen  SaiTazin  out  of  the  top  job  eaiiy 
and  rejilaced  him  with  bank  veteran 
Bemliai'd  Walter.  But  the  sacking  had 
more  to  do  with  infighting  than  good 
governance,  and  Dresdner  isn't  much 
healthier  now^  than  it  w^as  under  Sar- 
razin.  Mai'k  Hoge,  a  Credit  Suisse 
Fii'st  Boston  analyst  in  London, 
giipes  that  costs  are  soaiing.  One  rea- 
son, he  says,  is  that  21.4%  of  Dresd- 
ner's  shares  are  held  by  giant  insiu'er 
Allianz,  insulating  the  bank  fi'om 
shareholder  u'e. 

Another  coiporate  brouhaha  didn't 
turn  out  much  better.  Steelmaker 


Hoesch-Krtipp's  1997  bid  for  rival 
Thyssen  w^as  billed  as  GeiTnany's  fii-s 
major  unfiiendly  takeover.  Would  thi 
it  w^ere  so.  Top  Deutsche  Bank  execi 
tives  sat  on  the  boai'ds  of  both  war- 
ring parties.  Rather  than  let  the  bes' 
CEO  win,  the  bank  and  local  pohticiai 
imposed  a  power-shaiing  an-ange- 
ment.  That  makes  bold  action  difficU 
at  a  time  when  Eui'opean  steelmakei 
are  imder  pi-essui*e  fi'om  Asian  rivak 
with  devalued  cuiTencies. 


AXED:  Pischetsrieder  and  No.  . 2  Reitzle 


New  initiatives  ai'e  needed  to  bre{ 
up  the  coz\'  relationships  among  Ger- 
man companies  and  banks.  A  good 
stait  would  be  for  the  government  U 
come  up  with  a  one-time  tax  deal  al- 
lowing financial  institutions  to  sell  ofi 
investment  stakes  in  Gennan  compa- 
nies. As  it  is,  capital-gains  taxes  top- 
ping 50'^  make  it  unprofitable  to  seU 

Companies  need  to  do  more,  too. 
Coiporate  boai'ds  in  Gennany  ai-e 
large  and  unwieldy,  and  they  rai'ely 
include  international  outsiders.  Seats 
should  be  pared  to  a  dozen  or  fewer 
and  non-Gemians  brought  in.  Supen 
soiy  boards  should  also  be  more  re- 
sponsible. One  step:  creating  share- 
holders' committees  that  represent 
investor  interests.  For  now,  the  axin 
of  Pischetsrieder  at  BMW  is  an  anom- 
aly in  Gennan  coiiiorate  governance, 
GeiTnany  Inc.  should  make  sure  it 
doesn't  remain  one  for  long. 


Frankfurt  Bureau  Chief  Petersc 
covers  German  business  andfinanci 


- 
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EVOLimON 


IN  THE  PRE-WORLD  WIDE  WEB  DAYS, 
if  you  wanted  to  invest  for  your  retire- 
ment, you'd  call  your  broker  and  ask  what 
looks  good.  He  would  sell  you  a  financial 
plan  and  100  shares  of  GE  or  maybe  a  mu- 
tual fund  he  was  pushing.  But  you  paid  a 
stiff  price:  a  couple  hundred  bucks  com- 
mission for  the  stock  or  a  5%  sales  charge 
for  the  fimd.  Plus  an  extra  percentage  point  or  two  every  year  to 
help  pay  for  the  fund  manager's  hefty  salary. 

Today,  the  Internet  is  giving  investors  access  to  a  wealth  of  free 
infoirnation  and  pushing  cominissions  under  $10  a  trade.  Meanwhile, 
index  funds,  which  put  investment  decisions  on  autopilot,  are  beat- 
ing active  money  managers  by  a  mile.  Since  the  bulls  began  run- 
ning on  Wall  Street  in  1982,  the  average  equity  mutual  fund  has 
outperfoiTned  funds  pegged  to  the  Standard  &  Poor's  500-stock  in- 
dex by  nearly  3  percentage  points  a  year. 

By  moving  to  the  Web  and  indexing  their  portfolios,  investors 
are  taking  control  of  their  finances.  In  this  Cover  Story,  we  de- 
scribe the  ruckus  on  Wall  Street  (page  112),  where  the  Internet 
is  both  a  boon  and  a  threat.  With  some  14%  of  all  stock  trades 
now  online,  it's  little  wonder  that  Charles  Schwab,  E*Ti'ade 
Group,  and  their  digital  ilk  are  riding  high  as  old-line  brokers  nish 
out  new  online  products  and  services.  We'll  also  help  you  navigate 
the  Web  sites  of  the  E-brokers  and  their  old-line  competitors 
(page  120).  And  we  explain  why  low-cost  index  funds  are  the 
hottest  item  on  the  mutual-fund  menu  today  (page  126)  and  how 
to  use  them  to  build  a  diversified  portfolio.  You  now  have  choic- 
es you  never  had  before. 

By  William  Glasgall  in  New  York 
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THREE  YEARS  AGO,  IT  WAS  AN  ALMOST  INVISIBLE  BLIR  TWO 
years  later,  it  was  hard  to  miss.  But  the  major  brokerage  firms  continued  to 
ignore  the  exploding  phenomenon  of  online  trading. 

Today,  online  trading  has  caught  Wall  Street's  attention  with  a  vengeance. 
Fueled  by  the  bull  market,  Internet  brokers  have  attracted  a  deluge  of 
new  customers.  Online  brokers'  stocks  have  soared,  with  Ameritrade  Inc.  up 
118%  since  Jan.  4.  Some  14%  of  all  equity  trades 
were  executed  online  last  year,  up  50%-  since  1997. 
The  online  brokerage  industry  has  doubled  customer 
assets,  to  $420  billion,  and  doubled  accounts,  to  7.3 
million,  reports  Piper  Jaffray  Inc. 

Now,  the  Internet  brokers  and  the  full-service  firms  ai'e  headed  towai'd  a 
face-off  that  could  lead  to  nothing  short  of  war.  The  Net  poses  the  most  se- 
rious threat  to  the  established  industry's  economics  and  primacy  since  the  un- 
fixing of  commissions  on  May  Day,  1975,  when  deregulation  created  the 
discount-brokei"age  business,  threatening,  but  not  vanquishing,  a  cozy  oligopoly. 
Now,  the  oligopoly  is  being  battered  by  new  technologies.  "The  Internet  is 
fundamentally  changing  the  story  of  investing,"  says  Gideon  Sasson,  head  of 
Charles  Schwab  &  Co.'s  electronic  bi'okerage  unit. 
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iVHO  NEEDS 

ROKER? 

The  online  firnis'  biggest  advantage:  radical  cost  savings.  Online  commis- 
sions have  plimimeted— down  50%'  in  1997  alone — as  competition  has  moimt- 
ed.  Now  buying  200  shares  of  a  $20  stock  costs  $8  at  Ameritrade,  $14.95  at 
E*T\"ade,  $29.95  at  Schwab,  and  $116  at  a  ftiU-sei-vice  finn.  Yet  the  flill-sei'vice 
firnis  have  so  far  stuck  to  theif  full  commissions,  and  don't  even  offer  online 
trading  yet.  "Wlien  Southwest  cuts  fai-es,  airline  execs  don't  say  they're  un- 
sure about  what's  causing  the  increase  in  volume,"  says  BiU  BiuTiham,  Cred- 
it Suisse  Fu'st  Boston  Coi-p.'s  online  analyst.  "We've  opened  the  world's 
biggest  back  door  into  the  market.  We're  seeing  a  pemianently  liigher  level 
of  activity." 

Tlie  dean  of  do-it-yourself  investing,  Charles  Schwab  himself,  says  the  big 
Wall  Street  fimis  ai-e  hopelessly  beliind  the  times.  "It's  a  lot  like  the  guy  with 
the  buggy  whip.  Four  wheels?  What's  this  thing  called  an  automobile?" 
mocks  Schwab.  He  says  the  Internet  poses  a  basic  challenge  to  Wall  Street's 
consimier-imfriendly  way  of  doing  business:  "I  don't  tliink  they've  ever  em- 
braced anything  that  has  empowered  the  individual  investor." 
"HOG  HEAVEN."  Cheap  prices  are  only  part  of  the  Intel-net's  influence.  An 
avalanche  of  mostly  free  financial  information  is  readily  available  to  in- 
vestors. True,  this  information  ranges  fi-om  Secuiities  &  Exchange  Com- 
mission filings  to  the  mui'ky  world  of  chat  rooms.  But  investoi-s  ai'e  enti^anced 
with  online  investing.  Martin  Fox,  a  63-year-old  small-business  CEO  who 
trades  online  thi'ough  National  Discount  Broker,  says:  "Having  immediate  ac- 
cess to  unfiltered  infonnation  is  gi'eat.  I  woke  up  in  hog  heaven."  Adds  Cam- 
bridge Group  partner  Navtej  S.  Nandra:  "The  balance  of  power  has  shifted 
to  the  investor." 

The  rise  of  this  cheaper,  self-directed,  fee-based,  peifoiTnance-oriented 
model  of  investing  sure  looks  like  bad  news  for  traditional  Wall  Street, 
which  relies  on  a  commission-based,  proprietary,  paternalistic  model  of  in- 
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vesting.  The  commission  system  produces  a  liigh  cost  stnictiu-e 
for  the  industiy  with  results  that  are  not  necessarily  good 
for  the  investor.  Change  is  difficult  because  the  finns  earn 
billions  fi'om  brokers,  who  in  tiu'n  are  veiy  powerful  witliin 
theii'  firnis.  And  full-sei-vice  finns  don't  always  live  up  to  their 
names.  Some  40%  of  brokers  are  inexj^erienced  and  under- 
trained,  according  to  Cambridge  Group. 

But  the  full-sei-vice  finns  are  finally  beginning  to  counterat- 
tack. Their  fii'st 
steps  will  be  to  add 
online  trading  to 
their  information- 
only  Web  sites  tliis 
year,  with  a  better  deal  for  then-  more  active  customers.  They 
can  be  expected  to  mobilize  their  enonnous  advantages:  They 
have  the  most  affluent  customers,  the  best  I'eseai'ch  analysts,  a 
lock  on  the  mai'ket  for  initial  public  offeiing's,  vastly  heftier  cap- 
ital bases,  Internet  technology  expertise,  and  powerful  global 
brand  names.  Morgan  Stanley  Dean  Witter  has  the  big  ad- 
vantage of  owning  online  broker  Discover  Brokerage  Direct. 
Says  Philip  J.  Pui-cell,  Msnw's  chief  executive  officei"  "I'll  match 
oui"  technology  and  our  customer  service  with  any  of  them. 
We're  ready.  We'll  go  compete  with  them." 

Online  investing  will  ultimately  j^ush  fiill-sei'vice  finns  to  re- 
spond with  bigger  changes.  The  major  bi'okers  over  time  will 
have  to  wean  themselves  and  their  brokers  away  ft-om  hefty 
commissions,  change  the  way  they  price  their  wares,  and  im- 
prove the  ))erformance  of  their  brokers.  Several  big  Wall 
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Street  finns,  including  PaineWebber  Inc.,  are  planning  to 
vide  customers  with  account  performance  data  and  per: 
mance  benchmarks,  novelties  in  the  ftill-sei-vice  world.  " 
are  going  to  have  to  be  more  service-oriented,"  says  Mei 
Lynch  Vice-Chainnan  Launny  Steffens.  "It  raises  the  bar| 
the  financial  consultant.  We're  going  to  add  more  value."  I" 

Meanwliile,  online  finns,  des]3ite  then'  rapid  growth,  areif^'^ssac 
from  invincible.  They  are  facing  gi-eater  scnitiny  as  mor(|ilwlios 
theii-  customers  suffer  serious  service  j^roblems  and  discokpt^p 
they  can  lose  big  money  day  trading.  John  Tyler,  a  real  est| 
agent  in  North  Attleboro,  Mass.,  who  tried  to  play  Internet  l| 
through  Schwab,  says  he  lost  $25,000  due  to  an  eiror  Sch\| 
made  in  his  accoimt  and  fi-om  being  put  on  hold  for  20  mini 
in  a  fast-moving  market.  "I'd  rather  pay  a  gxiy  .$100  a  tr^accoiin 
than  pay  Schwab  $25,(M)0,"  says  Tyier.  A  Schv/ab  spokeswor  raccoini 
says  lyier  was  tiTydng  to  buy  a  large  block  of  an  iUiquid  st  But  Det 
and  that  Schwab  did  "everything  appropiiate."  letoy 
Finally,  the  cm-rent  online  frenzy  is  narrowly  dependent  ijEum 
"Internet  users  at  Internet  trading  firms  buying  Interj 
stocks,"  says  csfb's  Bumham.  The  real  test  of  these 
will  come  when  the  market  plunges. 

This  battle  for  the  hearts  and  minds  of  American  invesi 
is  just  starting.  Wlioever  prevails,  it  is  consumers  who 
come  out  the  biggest  wirmers.  The  fighting  v/Ul  foster  a  pleil 
ra  of  new  products,  sei-vices,  and  pricing  options  as  firms  cL 
pete  for  market  share.  And  it  will  force  both  sides  to  contf 
ally  justify  then-  value  to  their  customers. 

The  gi'owth  of  the  online  firms  has  been  nothing  shor|r5p|j^^| 
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iiiiienal.  In  just  three  years,  they  have  gone  from  "an 
liilicant  technological  curiosity"  says  James  Marks,  on- 
iiialyst  at  Deutsche  Bank,  to  a  band  of  more  than  a 
;c(l  online  brokers.  Online  investing  has  become  so 
Ml-  that  it  is  topped  only  by  online  pornogi-aphy.  "Sex  is 
K  r  one  and  financial  services  is  number  two,"  says 
ab's  Sasson.  Also  driving  gi'owth  is  a  generation  of 
npromising,  control-oriented  adults  who  are  nearing 
'ment.  "If  the  Internet  didn't  exist,  the  baby  boomers 
I  have  to  invent  it,"  says  Daniel  0.  Leemon,  Schwab's 
strategist. 

f  online  industry  is  still  tiny  on  the  basis  of  transac- 


of  pr-o(iucts  and  ser-vices  and  customers.  They  had  a  gi-eat 
chance  to  be  a  great  leveler  We  had  no  help  except  from  the 
customer.  Now  we've  spawned  an  entii-e  industi-y." 

Online  brokers,  such  as  Fidelity  Investments,  got  their 
start  from  shifting  their  do-it-yourself  customers  from  trad- 
ing on  the  phone  to  trading  on  the  Internet.  Schwab,  the 
largest  online  broker,  vdth  27%  of  the  online  market,  re- 
sponded to  cheaper  online  brokers  by  lowering  its  commis- 
sions to  $29.95  for  all  online  trades,  compared  to  an  average 
of  $55  for  phone  trades. 

A  key  question:  How  much  of  the  boom  in  online  customers 
is  coming  fi'om  full-service  fuTtis?  Many  nf  thcsf  customers 


( I'd  rather 
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i  rade  than 
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|r),000. 

—  JOHN  TYLER, 
Massachusetts  real  estate 
;  111  who  says  he  lost  $25,000 
hie  to  problems  at  Schwab 


accounts,  or  assets.  Its  $420  billion  of  assets  in  cus- 
aecounts  is  dwarfed  by  Menill  Lynch  &  Co.'s  $L4  tril- 
ii'  Hut  Deutsche  Bank's  Marks  expects  online  accounts  to 
k  ,e  to  14  million  by  the  end  of  2000. 
»  ZE  AND  LOSE.  Wall  Street  isn't  the  first  industiy  to  believe 

I<1  control  the  uncontrollable  forces  unleashed  by  the  In- 
Microsoft  Corp.  ignored  the  Net  for  years  because  it  un- 
ie  ined  its  all-important  Windows  software,  and  Bames  & 
N'  ^  Inc.  was  loathe  to  address  the  tlireat  posed  by  Ama- 
!fi  im.  Full-service  brokers  "have  the  mistaken  impression 
;h  hey  ar-e  in  the  driver's  seat,"  says  csfb's  BiuTiham. 

eir  delay  let  the  likes  of  Ameritrade  and  E*Tcade  Group 
88  !ish  themselves  and  create  valuable  fi-ancliises.  "We  should 
'w  been  squashed  from  Day  One,"  says  E*Ti-ade  Cliief  Ex- 

•  '  Chiistos  M.  Cotsakos.  "They  had  the  depth  and  breatlth 
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ai-e  new  to  the  market,  so  it's  imcleai-  how  many  are  defecting 
from  big  finns.  In  general,  customers  of  full-service  films  are 
older  and  fai-  more  affluent  than  online  customei-s.  Foi"  example, 
E*Trade's  average  customer  is  39  yeai's  old  and  has  $25,000  in 
Ms  or  hei"  account,  wliile  the  average  MeiTill  Lynch  customer  is 
52  yeai's  old  and  the  avei'age  household  has  $200,000  in  assets. 
This  is  why  full-sei-vice  firms  say  they  aren't  interested  in 
gi'abbing  the  less-lucrative  mai'ket  segment. 
SUBTLE  MUTINY.  But  there  is  ample  reason  for  concem.  Many 
full-sei"vice  customei-s  ai-e  also  opening  accoimts  at  online  fti'ms. 
PaineWebber  siu'veyed  its  customers  over  a  year  ago  and 
found  that  8%  had  ah-eady  opened  online  accounts.  Some  30% 
said  they  planned  to  in  the  next  year.  Says  Marc  J.  Defant,  a 
geology  professor  in  Tampa  who  has  about  $300,000  with 
E*Ti-ade:  "1  came  close  to  signing  with  Merrill  Lynch.  At  the 
end  of  the  day,  1  chose  not  to  because  it  was  veiy  expensive." 

Online  brokers  ai'e  also  expected  to  move  up  the  food  chain 
in  the  next  yeai-  or  so.  Led  by  Schwab,  they  vrill  attempt  to 
lure  full-service  customers  by  offering  them  far  more  than 
just  cheap  trades.  "Internet  trading  will  tiuTi  out  to  be  a  foot- 
note in  the  history  of  Internet  investing,"  says  Schwab's 
Leemon. 

This  explains  why  online  brokers  ai-e  now  i-acing  to  provide 
reseai-ch  and  initial  pubUc  offerings.  Wit  Capital  Coi-p.,  an  In- 
ternet investment  bank,  just  liii-ed  a  Menill  Lynch  analyst  to 
stall  its  reseai-ch  department.  Retail  access  to  iPOs  has  been  a 
powerful  lure.  Online  brokers  are  scrambling  to  get  their 
hands  on  this  hot  commodity  for  theii-  online  customei-s.  Schwab 
has  agi-eements  to  offer  h&q's,  csfb's,  and  J.P.  Morgan's  iPOs.  So 
fai-,  online  investors  can't  expect  to  get  into  many  hot  deals. 
"The  amount  of  iPOs  going  thi-ough  the  Internet  today  is  de 
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mininm"  says  James  I'^.  Higgins,  i)resi(lent  of  msdw's  Individ- 
ual Secmities  unit. 

Tlie  other  ai'ea  that  online  brokers  ;u'e  woi-ldng  on  is  analytic- 
tools  for  asset  allocation,  stock  selection,  and  financial  planning. 
These  tools  are  designed  to  replicate  the  moi-e  sophisticated 
ones  that  bi'okers  have  and  the  bi'okers  themselves.  For  ex- 
ample, Schwab  just  rolled  out  its  Signatiu-e  Sei-vice  account  that 
ditches  the  ftmi's  ti-aditional  hands-off,  do-it-youi'self  model. 

Customers  with 
more  than  $100,000 
can  get  advice 
through  a  team  of 
bi-okers  who  are 
paid  on  salaiy  rather  than  commissions.  "Advice  is  the  big  ques- 
tion they  face,  and  that's  one  thing  we've  got,"  says  Hai-dwick 
Simmons,  ceo  of  Pnidential  Securities  Inc. 

Full-senice  firms  Justify  chai'ging  heftier  commissions  be- 
cause theii-  cust(jmei's  are  getting  a  livijig,  breatliing,  advice-giv- 
ing brokei-  rather  tlian  Just  pressing  a  button  on  a  computer 
and  e.xecuting  a  tiiule.  Many  customei-s,  especially  oldei;  wealth- 
ier ones  udth  moi'e  complex  finances,  want  guidance  on  every- 
tliing  from  stock-picking  to 
estate  jMamiing.  "Inlbnnation 
is  not  advice,"  says  Noi'man 
Epsteiii,  cliief  financial  officer 
at  li.x  Systems,  a  data 
provider.  "I  like  my  broker 
to  tell  me,  'That's  a  flumb 
idea.' "  Adds  saleswoman  Pa- 
tricia H.  Aughavin:"!  like 
working  with  A.  (1.  P^dwards, 
fi'ankly,  for  the  advice  and 
products  they  offer  because 
I  don't  have  time  to  look 
into  all  the  different  options." 

The  main  interest  of  the 
full-service  firms  seems  t(j 
be  hanging  on  to  their  own 

wealthy  customers.  And  they    [,  Al 

are  finding  that  their  cus- 
tomei's  have  had  their  ai> 
|)etites  whetted  by  their 
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will  be  in  place 
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MARC  DEFANT, 
Tampa,  Florida 


Web  sites,  which  let 
see  their  account  infonna 
in  fai-  more  detail  than 
possible  before.  At  Moi 
X  X  Stanley  Dean  Witter, 

1^1^  J  came  60,000  customers  that 

Clientsei-v  have  fom-  ti 
the  assets  and  five  times 
revenue  of  the  average 
coimt.  "We  were  floored, 
been  consistently  our  ' 
chents,"  says  Ray  D 
marketing  director 
msdw's  Individual  Secur 
ujiit. 

Nevertheless,  the  full- 
vice  firms  are  procee( 
very  cautiously  in  offe: 
online  trading.  They 
moving  towai-d  charging 
fees  like  a  money  man; 
to  trade  online.  Tliis  is 
an  across-the-boaitl  price  § 
but  fi'equent  traders  sb 
be  able  to  execute  ti'ades 
line  at  online  prices. 
FREQUENT-FLIER  MILES, 
example,  Morgan  Stanley  Dean  Witter,  which  has  4 
customer  accoimts  and  about  600,000  core  central  asset 
agement  accounts,  is  rolling  out  online  trading  to  Just  2 
customers  who  have  a  Choice  accoimt.  Customers  with  $& 
to  $250,000  in  then-  accotmts  ai'e  charged  a  flat  fee  of  2.2. 
yeai'  on  their  assets,  and  get  56  trades.  (Tliat  fee  ch-ops  to 
for  assets  over  $10  million.)  They  can  enter  trades  onlin 
through  their  broker.  But  they  must  use  their  broker  to 
options,  stocks  on  mai'gin,  or  short  a  stock.  The  idea  is  for 
broker  to  protect  them  fi-om  doing  something  foolish. 

Pmdential  Secmities  is  going  a  little  fuither.  It  is  testi 
progTam  that  allows  clients  with  more  than  $100,000  with 
ftmi  to  trade  online.  Tliey  are  charged  a  flat  1%  fee  a  yea 
addition,  they  pay  $24.95  per  online  trade  or  broker-assi 
trade.  The  broker  shares  in  the  1%  fee,  but  not  in  the  $2 
charge.  Pindential's  Simmons  says:  "Essentially,  we've  sep; 
the  financial  advisers'  advisoiy  role  ft'om  the  execution  ro' 
the  fiiTO  itself.  I  tliink  you're  going  to  see  many  more  pricinj 
ternatives  along  these  lines." 

Wall  Street  is  closely  watching  Menill  Lynch  because 
reputation  as  a  retail  marketing  powerhouse.  Menill 
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said  for  the  past  two  years  that  it  will  offer  online  trading.  In 
early  February,  Memll's  Steffens  said  the  semce  would  be 
available  by  March.  Steffens  is  also  trying  to  build  customer 
loyalty  by  rolling  out  a  high-end  client  reward  progi-am  on  its 
credit  card.  And  he  has  been  busy  negotiating  deals  with  re- 
tailers so  that 
Merrill  customers 
can  get  discounts 
and  frequent-flier 
miles  on  every- 
thing from  flowers  to  gourmet  foods  purchased  on  Menill 
Lynch  Online,  which  reaches  400,000  households  with  $300  bil- 
lion in  assets.  "The  ability  to  take  tliis  credit  card  and  use  it 
as  a  payments  system  on  the  Internet  is  clearly  what  we're 
attempting  to  do,"  says  Steffens. 
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The  main  reason  the  full-service  fliTns  have  been  reluc, 
to  tamper  with  theu-  business  model  is  because  it  remain 
successful.  Morgan  Stanley  Dean  Witter  says  it  opc 
950,000  new  customer  accounts  in  1998,  up  35%  from 
prior  year.  And  Merrill  Lynch  pulls  in  $327  million  in  n 
assets  evei-y  day.  "People  need  advice  and  guidance.  Sorrii 
that  market  will  be  in  place  forever,"  says  Steffens. 

But  the  online  world  has  tremendous  momentii 
Consider  Tyler,  the  first-time  investor  who  signed  on  t 
Schwab  six  months  ago.  Even  though  he  lost  a  buy 
trading  with  Schwab,  guess  what?  He's  still  a  custoji 
there.  As  they  say  on  Wall  Street,  you  can't  fight  li 
tape.  ( 
By  Leah  Natlians  Spiro,  with  Edward  C. 

in  New 
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WILL  E*TRADE  MOVE  BEYOND  E*TRAGEDY? 


Visit  E*Trade  Group  Inc.'s 
headquaiters  in  Palo  Alto, 
Calif.,  and  it  feels  more 
like  a  frenetic  staitup  than  an 
estabhshed  brokerage.  The  av- 
erage age  of  "associates,"  as 
employees  are  called,  looks  to 
be  25.  On  the  walls  are 
E*Tfade's  ads,  wath  headlines 
that  scream:  "50  Reasons  To 
Leave  Youi*  Broker." 

Over  the  past  tliree  years, 
E*'IVade  has  built  one  of  the 
most  successiul  brands  in  finan- 
cial seivices — by  zinging  Wall 
Street.  Just  talk  to  CEO  Christos 
M.  Cotsakos,  a  former  executive 
at  A.  C.  Nielsen  Inc.,  and  get 
ready  for  an  earful:  "[Full  service 
fiiTTis]  have  been  absolutely  ure- 
sponsible.  They  have  made  so  much 
money  in  this  mai'ket,  yet  they  haven't 
delivered  easy,  value-added  solutions  to 
customers,"  he  says.  "For  us,  this  is  a 
jihad." 

CLASS  ACTION.  But  Cotsakos  might 
want  to  spend  less  time  slamming 
competitors  and  more  time  addi'essing 
E*Trade's  own  problems.  During  the 
week  of  Feb.  8,  E*Tr*ade's  systems 
were  down  for  three  consecutive  days 
due  to  computer  failui'es.  The  prob- 
lems even  spawned  a  Silicon  Investor 
Web  site  dedicated  lai'gely  to 
"E*Tragedy's"  problems.  E*Trade  also 
acknowledged  that  on  Feb.  9,  it  was 
hit  wath  a  class  action  in  Santa  Clai'a 
County.  E*TRade  spokeswoman  Lisa 
Nash  says  the  problems  were  caused 
by  an  effort  to  upgi-ade  systems  and 
only  2%  to  5%  of  customers  were  af- 
fected. From  Feb.  2  to  Feb.  10, 
E*Trade's  stock  fell  85%.  E*Trade's 
main  problem  is  it  is  growing  too  fast. 

E*Trade,  with  800  employees  and 
only  one  retail  office,  is  the  third- 
largest  online  broker.  It  didn't  offer 


Internet  trading  until  Febioiary,  1996. 
It  was  the  first  Net  company  to  make 
money,  but  it  lost  $200,000  in  1998 
and  a  further  $13.2  milhon  in  the  first 
quarter  of  fiscal  1999.  Revenues  in 
1998,  nevertheless,  were  $245  million, 
excluding  interest  income.  But  in- 
vestors are  looking  past  today's  losses 
and  focusing  on  E*Trade's  phenome- 
nal grow1;h.  In  1998,  E*Trade's  ac- 
counts doubled  from  the  prior  year,  to 
676,000.  Its  stock  has  shot  up  72% 
since  yearend  1998. 

Despite  constant  promotion  of  itself 
as  a  technology  company,  it  actually 
spends  thi-ee  times  as  much  on  mar- 
keting as  on  technology.  In  addition  to 
its  low  fees,  E*Trade's  growth  is 
based  on  big  marketing  spending — 
$150  million  in  1999 — and  nonstop 
hype.  It  is  staking  out  new  U.  S.  mar- 
kets, such  as  equity  underwiiting,  and 
plans  to  license  its  name  in  36  coun- 
tries for  upfi'ont  and  operating  fees. 

Cotsakos'  cioisade  is  to  make  a  fun- 
damental change  in  investing — by 
replicating  full-service  firms'  spectrum 


of  services  electronically  but 
without  using  human  brokers  (| 
building  branches.  E*Trade  is  | 
tiying  to  move  away  from  justf 
selling  discount  trading.  In- 
stead, it  aims  to  offer  a  varietji 
of  financial  services,  from  bond; 
to  mortgages.  "Our  model  is 
based  on  bringing  the  power  o 
the  Internet  to  the  consumer,"  ; 
says  Kathy  Levinson,  E*Trade'i 
president. 

E*Trade  doesn't  even  like  t( 
be  categorized  as  a  brokerage.; 
It  sees  itself  as  a  pipehne  thatf 
can  deliver  all  sorts  of  product  ] 
to  consumers,  from  books  and  i 
CDS,  wWch  it  already  sells  on  i 
Web  site.  "Brokerage  is  just  coi  9k 
tent,"  says  Levinson.  Z 
Nevertheless,  most  online  analysts!; 
are  recommending  E*Trade — vdth  al 
few  caveats.  The  fuTn  intends  to 
spend  heavily  on  marketing  to  grab  i 
new  accoimts  so  will  lose  money  for  j 
thi-ee  quarters.  But  E*Trade's  fi-  j 
nances  are  fairly  flush.  Japan's  Soft- 
bank  Corp.  paid  E*Trade  $400  millio!; 
for  a  27%  stake.  The  cash  may  be  in- 
vested in  small  Internet-related  [ 
startups.  James  Marks,  an  analyst  ati' 
Deutsche  Bank  Securities  Inc.  in  Ne« 
York,  describes  E*Trade  as  a  "$400 
million  blind  pool  with  operating  bro| 
kerage  attached." 

What's  next?  Cotsakos  is  eyeing 
banking  and  insurance.  And  he  want^ 
to  hnk  E*Tj-ade's  international  fran- 1 
chises  into  a  global,  24-hour,  cross-cu- 
rency  customer  trading  system.  Thesi' 
ventures  haven't  diverted  him  from  f 
castigating  the  big  brokers  wheneve 
he  can:  "Are  we  are  going  to  put  'er 
out  of  business?  No.  But  we  are  goit 
to  change  their  business  model." 

By  Leah  NatJians  Spii 
in  Palo  Alto,  Cal 
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of  companies  AREN'T  PREPARED 

to  handle  a  computer  system  disaster: 


[Care  to  know  if  you're  one  of  them?  J 

Computer  system  disasters  cost  companies  millions. 
Indeed,  it  can  lead  to  the  company's  destruction. 
What,  you  may  ask,  can  assure  your  company's 
survival?  Only  an  airtight,  proven  data  backup  plan. 
An  essential  ingredient  of  which  is  DLTtape  "  technology, 
the  industry  standard  in  reliable  tape  backup  systems. 
And  DLTtape  system  vendors,  working  in  conjunction 
with  a  number  of  disaster  recovery  experts,  can 
provide  you  with  the  information,  tools  and  expertise 
you  need  to  survive  a  catastrophe.  To 
find  out  how  secure  your  company  is, 
visit  us  at  www.DLTtape.com/Provelt! 
or  call  1  -888-DLTtape. 

"Comdisco  1997  Vulnerability  Index® 
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WALL  STREET  IS  WALL  STREET, 
and  the  Web  is  the  Web,  and  someday 
the  twain  shall  meet.  But  so  far,  they 
haven't. 

Ti'ue,  full-service  stockbrokers  and 
theii-  online  competitoi-s  are  converging. 
Wall  Street's  retail  powerhouses  are 
ramping  up  new  electronic  offeraigs.  But 
out  on  the  Web,  the  two  camps  are  still 
living  in  diffei-ent  worlds.  Visit  even  the  most  advanced  of  the 
traditional  brokei's'  Web  sites,  and  you'll  come  away  thinking 
that  investing  is  still  a  dark  art  best  practiced  under  the 
tutelage  of  trained  professionals.  None  yet  offer  online  trad- 
ing. Vutually  eveiy 
link  you  pursue 
leads  sooner  or  lat- 
er to  one  message: 
Call  your  broker 
Over  at  the  online  brokers'  sites,  however,  the  democrati- 
zation of  investing  is  in  full  swing.  Self-reliant  stock-pickers 
are  expected  to  amass  theii"  own  portfolios  with  scornful  dis- 
regard for  the  recommended  lists  and  canned  advice  of  the 
big  fii'ms. 

Each  approach  has  its  weaknesses.  Take  retirement  plan- 
ning. Morgan  Stanley  Dean  Witter's  online  toolbox 
(www.deanwitter.com)  contains  a  few  basic  calculators,  each 
of  which  leads  to  a  sales  pitch — "To  receive  a  free,  more 


How  do  the  upstart  Net 
brokers  stack  up 
against  traditional 
firms  online? 
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complete  analysis . . .  " — and  links 
broker-locating  page.  It  sheds  1 
light  on  your  retirement  needs 
pales  beside  the  nifty  calculators 
individual  retirement  accounts 
Roth  IRAS  offered  by  online  bri 
E*Ti-ade  Group  Inc.  (wvAv.etrade.c] 
But  at  E*Trade,  you  have  to  look 
different  page  just  to  figure 
whether  you're  eligible  for  an  IRA — a  question  your  M| 
broker  would  settle  immediately. 

Which  is  for  you?  That  depends  on  your  confidence 
your  commitment  to  planning  and  managing  your  ow)| 
vestments.  If  you're  willing  to  assess  your  own  needs 
pick  your  own  investments — or  pay  a  neutral  adviser,  1: 
fee-based  financial  planner — online  brokers  offer  lower 
better  use  of  the  Internet's  information-packaging  feati| 
and  a  wealth  of  infoiTnation.  But  if  you  think  stocks  are 
left  to  those  who  follow  them  day  in,  day  out  and  preff] 
depend  on  a  traditional  broker's  army  of  analysts,  you  n 
do  better  paying  the  tab  for  comfort. 

We  looked  at  the  Web  offerings  of  three  online  and  t 
traditional  brokers  (table,  page  124).  Our  sample  is  a  s 
chunk  of  the  market — there  are  more  than  100  online  brc 
alone — sliced  out  of  the  middle  gi'ound  where  biicks-and- 
tar  fuTOS  are  starting  to  collide  with  their  cyber  rivals. 
Internet,  naturally,  offers  a  wealth  of  resources  for  pic 
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Comfort  at  work. 


When  you're  comfortable,  taking  care  of 
business  seems  less  like  work.  Our  First, 
Business  and  Economy  Class  now  feature 
redesigned  seats  with  greater  recline  and 
adjustable  headrests,  along  with  more  space 
to  stretch  your  legs.  So  you  can  lean  back 
and  relax.  Or,  if  you  prefer,  you  have  the 
atmosphere  you  need  to  get  work  done. 
It's  all  part  of  our  new  intercontinental  service 
and  another  example  of  our  efforts  to  offer 
you  a  more  comfortable  journey. 


www.lufthansa-usa.com 


LuftI 


starImliance 

Tht  LiirliE^S  ncrwork  for  Earth- 


Fly  on  Lufthansa  or  our  global  partner  United  Airlines  and  you 
can  accrue  or  redeem  miles  in  either  Lufthansa  Miles  &  More  or 
United  Mileage  Plus,"  in  accordance  with  the  terms  and  conditions 
of  the  programs.  New  seats  being  phased  in  through  Spring  1 999. 


LIFE  IS  SO  MUCH  EASIER  WHEN  YOU  HAVE  THE  RIGHT  SUPPORT 


A  CDW  account  manager,  your  Direct  Solutions  Provider, 
can  make  life  a  whole  lot  easier.  Because  he's  an  expert, 
assigned  to  you  personally  and  always  there  to  help. 
Drawing  from  the  top  names  in  every  computing  category, 
like  Compaq,  IBM,  Toshiba,  Hewlett-Packard, 
Cisco  and  Microsoft,  he'll  build  a  computing 
solution  just  right  for  you.  He'll  ship  it  the  same 
day  and  give  you  lifetime  support  too,  making 


CDW 


CDW  your  one-stop  resource  for  everything  you  ne 
No  wonder  we're  the  number  one  direct  source 
industry  leaders  including  Compaq,  Microsoft,  IBM 
many  others.  So  call  us  today  at  888-239-7278  or 
us  at  www.cdw.com.  And  see  how  much  a  bil 
dollar,  FORTUNE'  1000  company  can  help  ) 
CDW.  Solutions  that  make  your  job  ea£ 
And  that  puts  you  in  the  best  seat  in  the  hot 


Business' 


www.cdw.com 


©  1999  CDW  Computer  Centers, 


ONLINE  VS. 
OLD-UNE 

Here  are  how  the  Web  offenngs  of  three  online  brokers  compare  with 
those  of  three  fuil-service  broi<ers  that  do  not  have  online  trading: 

FIRMWEB  ADDRESS 

REAL-TIME 

UUUI to 

EMERGENCY 

RAPUIID 

MUTUAL 

NEAT 

rCATIIDCC 

rtAIUKt^ 

Charles  Schwab 
www.schwab.com 

$29.95  per  trade 
up  to  1,000  shares, 
H  per  additional  share 

Hambrecht  &  Quist, 
Credit  Suisse 
First  Boston 

100  per  trade 

800  number, 
300  U.S.  offices 

Screen  1,500 
funds,  Morningstar 
data 

Nearly  every  investment 
term  on  Schwab's  pages  i; 
hyperlmked  to  a  glossary 

E*Trade 

www.etrade.com 

$14.95  per  market-order 
trade,  up  to  5,000  shares; 
\t  per  additional  share; 
Add  $5  for  limit  orders 
or  over-the-counter  stocks 

BancBoston/ 
Robertson  Stephens 

Unlimited 

800  number 
(extra  fee,  may 
be  waived  in 
system  failure) 

Screen  4,300 
funds,  Morningstar 
data 

Excellent  charting  for 
multiple  stocks 

DUdirect 

www.dljdirect.com 

$20  per  trade  up 
to  1,000  shares; 
2?  per  additional  share 

Zacks  Investment 
Research 

100  per  trade 

800  number 

Screen  6,500 
funds,  Upper 
data 

Offers  chance  to  set  up 
and  track  up  to  20  model 
portfolios. 

Morgan  Stanley 
Dean  Witter 
www.deanwitter.com 

Asset-management  fee: 
$40  per  trade  for  $100,000 
account,  56  trades  per  year 

Proprietary;  248 
analysts 

Unlimited 

438  U.S.  offices 

No  online 
screening 

CNBC  video  clips 
available  online 

PaineWebber 

www.palnewebberedge. 

com 

Asset-management  fee: 
$43  per  trade  for 
$100,000  account, 
52  trades  per  year 

Proprietary; 
92  analysts 

None 

303  U.S.  offices 

No  online 

screening 

Arrange  to  have  up  to 
400  quotes  E-mailed  to 
you  throughout  the  day 

Merrill  Lynch 
www.plan.ml.com 

Asset-management  fee: 
$56  per  trade  for  $100,000 
account,  27  trades  per  year 

Proprietary; 
667  analysts 

None 

672  U.S.  offices 

No  online 
screening 

"Bullhorn"  E-mails 
you  when  watch-list 
stocks  hit  target  price 
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online  brokers.  Try  TheStreet.corn  [www.thestreet.com]  and 
the  scoi'eboards  at  Gomez  Advisors  Inc.  [www.gomez.com]  or 
Cyberlnvest  [www.cyberinvest.com].)  Here's  how  traditional 
and  online  sites  stack  up  against  each  other: 
PRICE.  Online  brokers  are  cheaper.  But  even  in  the  online 
world,  you  get  what  you  pay  for.  The  .$29.95  you  pay  for  a 
trade  at  Charles  Schwab  (www.schwab.com)  brings  more  re- 
search and  better  tools  than  does  the  $20  at  Dudirect  Inc. 
(www.dljdii'ect.com). 

To  counter  online  traders'  prices  without  undercutting 

their  own  fee 
schedules,  full-ser- 
vice firms  such  as 
MSDW  and  Paine- 
Webber  Inc. 
(ww^'.paint'webberedge.com)  plan  to  switch  online  customers 
to  asset-management  fees — a  percentage  charge  based  on  ac- 
count size  that  covers  a  preset  number  of  trades  per  year. 
(The  smaller  youi'  account  or  the  more  you  trade,  the  high- 
er the  percentage.)  For  a  .$100,000  account  with  up  to  .52 
trades  a  year,  PaineWebber  will  charge  $2,250.  That's 
$4.3.27  or  more  a  trade — but  a  PaineWebber  spokes- 
man points  out  that  the  fee  covers  "customer  profiling, 
planning,  asset  allocation,  and  research"  as  well  as  trade 
execution. 

RELIABILITY.  We  didn't  test  the  brokers'  order  execution — 
but  the  news  hasn't  been  good  for  online  firms.  Three 
straight  days  of  breakdowns  at  E*Ti'ade  in  early  February 
woke  up  investors  to  the  online  industry's  struggle  to 
keep  up  with  skyrocketing  demand.  Indeed,  access  and  ex- 
ecution top  the  Hst  of  complaints  against  online  firms  filed 
with  the  Securities  &  Exchange  Commission;  while  the 
number  of  online  accounts  doubled  in  1998,  gripes  about 
online  brokers  soared  by  -V-Wi'.  Beefs  about  traditional  bro- 
kers fell  15%. 

You  can  check  out  firms'  )-eliability  at  the  Web  sites 


above  (but  check  the  rating  date — E*Ti'ade  won  Gom 
top  honors  just  before  its  breakdown).  If  you  choose  to 
online,  sign  up  with  two  firms  so  you'll  have  a  route 
the  market  if  one  crashes.  Online  firms  may  offer  te 
phone-order  backup,  but  they're  not  staffed  for  a  inash 
like  the  full-service  fu-ms,  where  legions  of  brokers  aw 
your  call. 

RESEARCH.  The  full-service  firms'  teams  of  analysts  bri 
investors  specific  stock  recommendations.  But  the  online  b 
kers  have  discovered  they  can  offer  much  of  the  same  wisd 
at  a  fraction  of  the  cost  by  buying  reseaix-h  wholesale.  Char 
Schwab  goes  one  better  by  offering  two  sets  of  opinio 
fi'om  Hambrecht  &  Quist  and  Credit  Suisse  First  Bost 
Schwab  also  reports  analysts'  upgTades  and  downgi'ades  fr 
all  fuTTis.  But  none  of  the  online  firms  offer  theu'  own  buy/i 
recommendations,  in  contrast  to  the  full-sei-vice  firms 
their  model  portfolios. 
MUTUAL-FUND  SCREENING.  The  Internet's  tools  for  sort; 
and  ranking  information  excel  at  a  task  like  picking  the  b 
mutual  fimd.  Online  broker  Dudirect  screens  more  than  6,^ 
funds  based  on  a  usei-'s  criteria  for  peifonnance,  fees,  and 
vestment  style;  E*Ti-ade  handles  some  4,800  funds.  All  thi 
online  brokers  flag  the  funds  available  to  then-  clients  with 
fee,  but  they  also  show  other  funds  that  meet  the  client's 
teria.  Full-service  brokers  don't  think  fimd-picking  is  for  i 
ateurs:  "That's  available  on  our  brokers'  screens,"  says 
MSDW  spokeswoman. 

That  atmosphere  of  broker-knows-best  is  likely  to  haij 
the  full-service  Web  sites  for  a  while.  The  big  houses  c 
cast  aside  their  workforce  and  plunge  into  the  prii 
driven  competition  of  the  online  world.  But  their  fori 
on  the  Web  should  keep  some  of  their  existing  custom^ 
from  straying — and  may  atti'act  others  who  find  the  ha: 
holding  they  offer  well  worth  the  premium  prices  t 
they  charge. 

By  Mike  McNatnee  in  Washim 
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WE'VE  SPENT  15  YEARS  OBSESSING 
ABOUT  COLOR  PRINTERS 
AND  ALL  WE  THINK  ABOUT  IS 
HOW  TO  GET  LOADED. 


LOADS  FAST,  PRINTS  EVEN'  FASTER. 


ratwork.com 


Take  it  from  us,  we  know  what  should  go  into  a  printer.  Our  ColorStix®  ink  is  a  good  example.  Since 
each  color  has  a  unique  shape,  loading  the  Tektronix  Phaser®  840  printer  is  as  easy  as  loading  a  stapler. 
And  just  as  quick.  In  fact,  everything's  quick.  Print  speed  is  twice  as  fast  as  a  typical  color  laser.  So 
easy  in,  easy  out  could  he  this  printer's  motto.  But  that's  exactly  the  kind  of  thinking  we  put  into  all 
our  printers.  So  you  can  think  about  more  important  things.  Like  how  to  celebrate  seeing  color  at  work. 
Take  a  load  off  your  mind  by  calling  1-877-362-6567  ext.  1578.  The  call  is  free  and  so  is  all  the  black  ink 
you  will  ever  need.  You  can  learn  more  at  www.coloratwork.com 


©  1999  Tektronix.  Inc.  Tektronix,  Phaser,  and  ColorStix  are  registered  trademarks  of  Tektronix,  Inc. 
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FOR  DR.  MARK  WITTMAN,  PICKING  STOCKS  IS  LIKE  GOING  TO 
Las  Vegas — fun,  but  not  something  to  which  you  want  to  commit  a  lot  of 
money.  The  42-year-old  Los  Angeles  anesthesiologist  and  entrepreneur 
prefere  to  keep  about  65%  of  his  investments  in  index  fluids,  those  bomg-but- 
sensible  mutual  funds  that  robotically  track  a  mai-ket  index  such  as  the 
Standai'd  &  Poor's  500.  "I'm  personally  comfortable  with  matching  the  mar- 
ket return.  I  don't  have  to  beat  it,  but  I  sm-e  don't 
want  to  fall  behind  it,"  he  says.  In  fact,  the  index  funds 
usually  do  so  much  better  than  his  own  cai-efiilly  chosen 
stocks  that  Wittman  sometimes  wondere  why  he  doesn't 
go  100%  into  indexing.  "Old  habits  die  hai'd,"  he  admits. 

Yet  die  they  do,  as  evidenced  by  this  simple  fact:  Indexing  is  changing  the 
way  Americans  invest.  It's  cheap,  it's  easy,  and  it  makes  sense  to  investors 
who  care  about  long-temi  gains,  not  playing  the  latest  hot  tip.  A  citizenry 
that  demands  discounts  on  everything  from  cai's  to  computers  is  increasingly 
dissatisfied  with  paying  stockbrokers  and  mutual-fund  managers  to  pick 
stocks  and  bonds — especially  when  their  choices  often  don't  work  out. 

This  has  become  increasingly  time  dunng  the  IGJ^-year  bull  market, 
when  simply  investing  in  a  fund  that  mimics  the  s&p  500-stock  index. 
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composed  largely  of  big,  blue-chip  companies,  has  beaten  buying  managed 
funds  hands  down.  If  you  had  put  $10,000  into  an  s&p  500  fund  in  August, 
1982,  you'd  have  had  $193,550  by  the  end  of  Januaiy,  vs.  $114,300  if  you'd 
turned  yoiu"  money  over  to  the  average  managed  equity  fund  (chart,  page 
128).  Actively  managed  large-cap  funds  did  better  but  still  fell  short  of  the 
s&p  500  with  a  return  of  $157,346. 

Even  as  the  s&p  500  rose  28.6%  in  1998,  one-fifth  of  all  U.  S.  equity  ftmds 
lost  money,  and  only  17%  of  fimd  managers  beat  the  big  index.  Fewer  than 
5%  did  so  over  the  past  five  yeai's.  The  major  i-eason  is  that  manager's'  fees 
are  as  much  as  seven  times  what  most  big  index  funds  charge  to  invest 
your  money.  So  it's  no  wonder  that  investor-  dollars  ar-e  increasingly  by- 
passing actively  managed  funds,  even  as  the  fund  industry  rolls  out  new 
ones  at  the  fiuious  pace  of  one  per  day. 

Last  year,  index  funds  attracted  some  $42  billion,  or  19%  of  the  money 
committed  to  mutual  funds,  according  to  Financial  Research  Coi-]d.  That 
number  has  nearly  doubled  since  1996 — a  r-emarkable  feat  considering  how 
few  dollar's  ai'e  spent  advertising  the  no-fiills  pr-oducts.  The  most  obvious  sign 
of  indexing's  ascendance  is  the  explosive  gi-owth  of  the  Vangiiarxl  Group's  $79 
billion  500  Index  fimd,  which  is  expected  to  soon  overtake  Fidelity  Invest- 
ment's $83  billion  Magellan  as  the  world's  largest  mutual  fund. 

Academics  have  long  talked  up  the  advantages  of  broad  index  funds.  So 
have  managers  of  U.  S.  pension  plans,  which  have  $1.15  trillion — or  25%  of 
their  assets — in  indexed  investments.  But  it  wasn't  until  the  stock  market's 
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I'm  person 
ally  comfortable 
with  matching 
the  market 
return.  I  don't 
have  to  beat  it, 
but  I  sure  don't 
want  to  fall 
behind  it 
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spectaculai-  innup  of  the  past  four  years  that  indi\iduals  be- 
gan to  catch  on.  Now,  investoi's  are  looking  beyond  the  s&p 
500  to  index  funds  that  track  evei^jthing  fi'om  energ^v'  stocks 
to  the  100  largest  issues  in  the  tech-heavy  xa.sdaq  Index. 
Last  year,  about  40c  of  eveiy  index-fund  dollai-  went  into  such 
s&p  500  alternatives,  up  fi-om  26e  in  1990. 

You  say  you  want  to  invest  in  the  entire  stock  market  in- 
stead of  a  single  sector?  Xo  problem.  Increasingly  populai-  ai'e 

funds  pegged  to 
the  Wilshire  5000 
index,  which  cap- 
tui'es  viitually  the 
entu-e  field  of  U.  S. 
including  the  20*^^  of  the  market  cap  the  s&P  500 
Even  Vanguard's  senior  chairman,  .John  C.  Bogle 
(page  132)  thinks  that  an  index  fund  based  on  the  WHshire 
5000  is  the  pui'est  fonn  of  indexing.  Wilshire  Associates  Inc., 
a  money  manager  based  in  Santa  Monica,  Calif.,  itself 
launched  a  Wilshire  5000  fund  on  Feb.  1. 

Brokerage  fuTns  and  mutual-fund  gi-oups  insist  that  in  to- 
da\^s  overheated  stock  mai'ket,  investors  need  sav\y  managers 
more  than  ever  to  find  the  few  remaining  bai'gains.  Experi- 
enced mutual-fund  managers  are  paid  as  much  as  85  million  a 
yeai'  to  comb  thi'ough  financial  data,  giUl  chief  executives,  and 
develop  theories  about  how  mai'kets  work.  Index  funds,  by 
contrast,  make  no  attempt  to  snap  up  winners  and  jettison 
losers.  Computers  simply  tell  traders  to  buy  stocks  in 


INDEXING 
MAKES  A 
DIFFERENCE 


—  DR.  MARK  WlTTMi  'JO 
Los  Angeles,  Califoi 

proportions  matching  their  representation  in  indeijl 
So  why  should  you  settle  for  simply  matching  the  mark , 
Because  it  may  be  the  best  you  can  do  long  term,  say  ||J{  V( 
demies  and  others  who  believe  markets  are  so  sophisticf 
that  stock  prices  instantly  reflect  new  infoiTnation.  The  rec 
strongly  supports  their  \iew.  In  this  supercompetitive  ei  , 
ronment,  the  only  investors  with  a  sm-e  advantage  are  tlfCtlV 
trading  on  illegal  infoiTnation.  With  the  odds  of  being  r 
50'7f  in  even-  transaction,  picking  stocks  that  beat  the  be: 
marks  is  no  different  fi'om  con-ectly  calling  a  coin  toss.  3  ~ 
BIG  BANDWAGON.  Indeed,  whether  they  like  the  trend  or  |  \ 
Morgan  Stanley  Dean  Witter,  Menill  Ljmch,  Fidelity,  and  | 
ers  have  added  index  funds  to  their  product  lines.  Online  ji 
kerages,  which  depend  on  investors  who  make  then-  own  d^'otTa 
sions,  are  also  jumping  on  the  bandwagon.  In  early  Februfjie 
E*Tr-ade  launched  an  <&p  500  fund  to  be  sold  on  the  WeMir:nPT 
plans  to  add  index  ftmds  that  follow  the  Wilshu-e  50(X)  andt:-  v ; 
Internet  and  software  industries  by  summer  "The  only  fiiaiEPER 
we  will  be  introducing  will  be  in  the  index  vein,"  says  Bfckf 
Miuray,  general  manager  of  E*Trade's  mutual-fund  grouptiira: 
A  slew  of  specialized  stock  indexes  are  in  developirilifiTfi 
paving  the  way  for  even  more  index-fund  products.  34^x31; 
working  on  a  socially  responsible  version  of  its  500-stocU.7:!uvt 
dex.  Dow  .Jones,  S&P,  and  othei-s  have  been  rolling  out  eurif:.?. 
dexes  pegged  to  stocks  trading  in  Continental  Europe's  j^jr^j 
single  currency,  and  Barclays  Global  Investors,  the  woh;:  [n-- 
largest  index-fund  manager,  is  even  designing  a  global  isk:- 


Let's  say  you  invested 
$10,000  in  the  average 
U.S.  equity  mutual  fund, 
the  average  big-cap 
fund,  and  a  Standard  & 
Poor's  500  fund  at  the 
beginning  of  the  bull 
market  in  1982.  What 
would  those  investments 
be  worth  today? 


AVERAGE  EQUITY  FUND  — 

S114.300 
aVERAGE  ANNUAL  RETURN 


JULY  31,  '82 
▲  THOUSANDS  OF  DOLLARS 


JAN,  31,  '99 
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will  track  the  stocks  of  multinational  corporations, 
index  offerings  have  gi'own  more  sophisticated,  so  have 
ii.-^es.  Standard  &  Poor's  Depositary  Receipts  (sfdks) 
I  in  the  American  Stock  Exchange  and  invest  in  the  S&P 
nd  many  of  its  components.  Investors  can  "short"  the 
't  or  sectors  by  selling  boiTowed  spdrs  in  the  hope  of 
■ing  them  at  lower  cost  if  the  indexes  fall.  In  addition,  a 
■i-np  of  "enhanced"  index  funds  tries  to  outsmart  the 
indexes  they  track  by  tinkering  with  weightings.  Other 
use  boiTowed  money  to  tiy  to  double  the  retiu-ns  of  in- 
including  the  s&p  500  and  the  nasdaq  100. 
■h  iiigh-octane  funds  are  attracting  a  new,  daring  breed 


erage   of  87%   of  the   stocks   they   own   each  year. 

The  bottom  line  is  that  while  the  average  large-stock  eq- 
uity fund  annually  pockets  $2  of  every  .$100  you  inve.st,  most 
big  index  funds  take  only  25^.  With  compounding,  that  cost 
advantage  adds  up  over  time.  Indeed,  over  the  past  decade, 
84%  of  large-cap  fund  managers  have  trailed  their  main 
benchmark,  the  s&p  500,  while  76%  of  all  managers  have 
fallen  behind  the  Wilshire  5000.  Passive  funds  have  also 
maintained  an  edge  over  stock-pickers  in  emerging  markets, 
Europe,  and  Latin  America,  as  well  as  in  mid-cap  U.  S. 
stocks  and  U.  S.  bonds.  Bond  index  funds  are  real  sleepers 
(table,  page  130).  They  account  for  just  3%  of  overall  bond- 


1 9  I  definitely 
►I  ieve  in  index 
ij  ds  for  the 
VP  500,  but 
1  ill  caps  are 
0  (  h  riskier.  I 
\  sk  you  need 

'  more 
( ^ctive 

-  MARY  BALDWIN, 
Melbourne,  Florida 


•st  or.  Take  Herbert  Abelow,  75,  of  Delray  Beach,  Fla. 
mmer,  when  stocks  were  crashing,  he  used  two  new 
i  nm  ProFunds  to  short  the  s&p  500  and  the  nasdaq 
he  bold  move  helped  him  gain  70%-  for  the  year. 
SLEEPERS.  The  ti'ouble  is,  not  all  of  the  new  products 
he  low  fees  that  have  given  index  funds  then*  only  en- 
'  advantage  over  active  managers.  Consider  s&p  500 
Their  expense  ratios  are  around  0.2%,  1.2  percentage 
Inwer  than  those  of  actively  managed  rivals,  because 
I int  have  to  pay  for  big-ticket  items  like  research  and 
ising.  Plus,  because  index  funds  hang  on  to  stocks  un- 
V  drop  out  of  the  index,  they  trade  less.  That  saves  on 
me  commissions  and  generates  fewer  taxable  capi- 
distributions  than  active  funds,  which  replace  an  av- 


fund  assets.  Yet  last  year,  the  Vanguard  Total  Bond  Market 
Index  fimd,  the  biggest  with  .$7.8  billion  in  assets,  beat  87%-  of 
actively  managed  bond  funds,  with  an  8.6%  retui'n.  Over  the 
past  five  years,  only  14%  of  bond  managers  have  beaten  the 
Lehman  Brothers  Aggregate  Bond  Index,  the  closest  ap- 
proximation to  the  entire  investment-grade  market. 

Don't  mistake  indexing  for  a  siu"e  tiling,  however.  Although 
the  strategy  tends  to  come  out  on  top  over  time,  it  doesn't  al- 
ways beat  active  managers  in  a  particular  year  or  guarantee 
positive  returns.  And  by  definition,  index  fimds  can't  escape 
bear  markets.  But  many  stock-pickers  haven't  been  able  to 
sidestep  market  dovmtiuTLs,  either;  even  though  they  can  flee  to 
cash.  Tme,  when  the  mai-ket  declined  in  1980-82  and  crashed  in 
1987,  active  managere  prevailed.  But  other  times,  such  as  in  the 


AVG.  ANNUAL  TOTAL  RETURN 
1989-1998 

FUND  GROUP/           AVG.  ANNUAL  TOTAL  RETURN 
INDEX  1989-1998 

ME 

16.40% 

GLOBAL  GROWTH/INCOME 

10.50% 

19.47 

MSCI  WORLD  FREE 

12.16 

17.00 

EUROPE 

12.44 

10  GROWTH 

22.38 

MSCI EUROPE 

16.54 

E 

14.89 

EMERGING  MKTS. 

4.60 

10  VALUE 

17.66 

IFCI  COMPOSITE 

10.05 

21.62 

GOLD/PRECIOUS  METALS 

-2.57 

IGY 

23.94 

GOLD.  SACHS  PREC.  METAL 

-1.56 

18.16 

ASIA/PACIFIC  EXC.  JAPAN 

6.41 

19.73 

MSCI  ASIA/PAC.  EXC.  JAPAN 

7.42 

...AND  WHERE 
THEY  STILL 
OUTPERFORM 
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SMALL  CAP 

16.03% 

RUSSELL  2000 

13.88 

AGGRESSIVE  GROWTH 

15.44 

RUSSELL  2000  GROWTH 

12.49 

FINANCIAL 

22.34 

S&P  FINANCIALS 

19.18 

GLOBAL  GROWTH 

12.44 

MSCI  WORLD  FREE 

11.81 

JAPAN 

-0.67 

MSCI  JAPAN 

-4.39 
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The  tough 
thing  is  hearing 
about  the  big 
hits  your  buddies 
have  with  this 
fund  or  that 

—  CHRISTOPHER  CRAIG, 
New  York  Citv 


bear  market  of  1973-74,  in- 
dex funds  won  out.  And  last 
August,  when  the  Dow- 
Jones  industrial  average  fell 
14%,  only  two  categories  of 
funds,  both  mid-caps,  beat 
then-  benchmarks.  Like  oth- 
er industry-specific  funds, 
tech  funds  trailed,  falling 
20%,  vs.  18%  for  the  Pacific 
Stock  Exchange  technology 
index.  "The  average  fund 
can't  keep  u])  with  its  index 
when  it's  suimy  or  rainy," 
says  Susan  Dziubinski,  edi- 
tor of  Momingstar's  Fund- 
bvestor  newsletter. 
ROUGH  EDGES.  Two  sectors 
where  managers  have  con- 
tinued to  top  the  indexes 
are  small  caps  and  diver- 
sified international  stocks. 
One  theory  is  that  these 
markets  are  not  as  vvidely 
followed,  so  smart  pickers 
have  more  opportunities  to 

profit.  "I  definitely  believe  in  index  funds  for  the  s&p  500, 
but  small  caps  ai"e  much  riskier  I  think  you  need  to  be  more 
selective,"  says  Mary  Baldwin,  a  financial  planner  in  Mel- 
bourne, Fla.  Index  fans  counter  that  the  managers  may  be 
taking  higher  risks  or  cheating  around  the  edges.  Since 
large  stocks  have  been  dominant,  many  small-cap  managers 
have  juiced  up  returns  by  buying  a  few  big  names. 
Transamerica  Premier  Small  Company  fund  has  big  bets 

on  retailers  Fred 
Meyer  and  Ama- 
zon.com— stocks 
whose  market  val- 
ues are  far  from 
small,  at  .$9  billion  and  .S16  billion,  respectively. 

By  chifting  away  fi-om  then-  advertised  investment  style,  ac- 
tive small-caj)  funds  may  be  left  beliind  if  small  stocks  take  off. 
Since  1980,  small  stocks  have  led  the  mai-ket  seven  times.  And 
in  foiu-  of  those  years,  fimds  pegged  to  the  Russell  2000  have 
beaten  small-cap  managers.  Unlike  managed  funds,  index 
funds  never  cbift  in  style,  making  them  ideal  for  investor  who 
want  to  cany  out  an  asset-allocation  jjlan  (page  1:34).  "With  an 
index  fund,  you  veiy  much  know  that  w'hat  you  are  buying  is 
what  you  ai'e  going  to  get,"  says  Randy  Oldenbm-g,  a  financial 
plannei-  at  Camden  Financial  in  Scottsdale,  Aiiz. 

One  thing  that  could  give  indexing  a  black  eye  would  be  a 
tumble  in  large-cap  stocks,  since  most  indexed  money  re- 
mains tied  to  the  s&p  500.  After  foiu'  yeai's  of  big  gains,  Van- 
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AVG.  ANNUAL  TOTAL  RETURN 
1989-1998 


TREASURY 
LEHMAN  GOVT. 
INT.  TREASURY 
LEHMAN  INT.  GOVT. 
GOVT.  MORTGAGE 
LEHMAN  GOVT./MORTG. 
SHORT  TREASURY 
LEHMAN  1-3-YR.  GOVT. 


9.14% 
10.09 

"ige"' 

9.25 

10.06 
7^56 
8.26 


CORPORATE  9.23 
LEHMAN  GOVT./CORP.  10.26 


guai'd  Chairman  John  J.  Brerman  warned  in  a  recent  lette' 
shai'eholders  that  the  big-cap  party  "won't  last  forevei.'! 
fact,  there  is  evidence  that  the  money  flowing  into  irt 
funds  may  be  contributing  to  a  speculative  bubble  in  the  - 
.500.  When  Standard  &  Poor's  Coip.  (hke  business  WF.Elf 
unit  of  The  McGraw-Hill  Companies)  puts  new  stocks  inp 
index,  the  additions  see  theii'  prices  jimip  an  average  of 
However,  the  main  reason  for  the  s&p  SOO's  nmup  is  the 
matic  increase  in  the  prices  of  15  mega-cap  companies  sue 
Microsofl:  Coip.,  wiiich  together  accounted  for  half  of  the  ir 
rise  last  year.  It  is  piimaiily  this  huge  investor  appetite  foi 
dominant  stocks  that  pumped  up  the  index,  contends  I 
ModigUani,  a  stock  strategist  at  Morgan  Stanley.  She  points 
that  half  the  stocks  in  the  s&p  .500  rose  less  than  6.6%  last ; 

If  you're  wonied  about  overexposm-e  to  the  s&p  50 
any  other  sector,  shop  for  funds  that  cover  the  most  ter 
"There's  a  little  less  risk  in  a  broader  index,"  says  Burto 
Malkiel,  a  Piinceton  University  economist  and  author  ( 
Random  Walk  Domt  Wall  Street  (W.  W.  Norton,  $15.95). 
can  cover  everything  with  only  three  funds:  one  for 
stocks  (indexed  to  the  Wilshii-e  5000),  another  for  bond 
dexed  to  the  Lehman  Brothers  Aggi-egate),  and  a  thiri 
overseas  stocks  (indexed  to  Morgan  Stanley  Capital  Ini 
tional's  eafe  index  ("Eui'ope,  Australasia,  and  Fai'  East": 
If  you  choose  to  focus  your  money  on  narrower  h 
fimds,  including  the  s&p  .500,  you're  effectively  betting 
know  better  than  the  market  as  a  whole.  You  may  be  r 

but  the  bet  does 
counter  to  the  conce] 
index  investing,  whii 
that  you  can't  beat 
market  in  the  long 
That's  why  Chiistoph( 
Craig,  a  Manhattan 
keting  executive, 
only  the  broadest  i| 
fimds.  "The  tough  thil 
hearing  about  the  bigj 
your  buddies  have 
tWs  ftmd  or  that,"  he 
Because  indexing's 
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HIGH  QUALITY  CORP. 
LEHMAN  AAA  CORP 
HIGH  YIELD  CORP 
LEHMAN  HIGH  YIELD 
GOVT.  AGENCY 
LEHMAN  CORP./MORTG. 
CONVERTIBLE 

GOLDMAN  SACHS  CONVERT. 
STRATEGIC  INCOME 


9.35 
10.67 
10.06 
11.48 
"6.41 
10.32 
12.56 
12.60 
"9^06" 


SALOMON  WORLD  GOVT.  9.88        advantage  is  its  low 

stay  away  fi'om  funds 


BOND  FUNDS 
CANT  BEAT 
THE  INDEXES 
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high  exjjense  ratios  and  12(b)- 1  fees,  which  pay  for  marketing. 
It  was  easy  to  dismiss  the  Domini  Social  Equity  fund's  0.98% 
expense  ratio  when  the  fund  dehvered  a  33%  gain  last  year. 
But  if  the  market  falls,  those  expenses — nearly  twice  the 
average  for  index  funds — will  take  almost  as  big  a  bite  out  of 

returns  as  those 
of  some  managed 
funds. 

While  index 
funds  may  seem 
to  be  interchangeable  commodities,  good  managers  can  save 
shareholders  a  few  basis  points  here  and  there.  Last  year, 
Vanguard's  si:P  500  fund  beat  the  S&P  index  itself — 28.62%  to 
28.58%.  How?  By  buying  s&p  500  futures  when  they  were 
trading  at  a  discount  to  the  actual  stocks.  To  prevent  cash 
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from  sitting  around  in  a  rising  market,  traders  invest  i 
contributions  immediately.  "They  always  say  a  monkey  cc 
i-un  an  index  fund,  but  it's  not  tnie,"  says  Vanguard  mari 
ing  director  Gus  Sauter. 

Index  funds  like  Sauter's  ai"e  a  thorn  in  the  side  of  ad 
money  managers,  many  of  whom  are  humiliated  after  yean 
trailing  funds  that  use  not  a  whit  of  research  or  judgmi 
Some  stock-pickere  say  it's  unfair  to  be  measui-ed  against 
italization-weighted  indexes,  which  allow  rising  stocks  like 
crosoft  to  account  for  an  ever-gi'owing  portion  of  their 
fonnance.  Like  it  or  not,  though,  index  funds  ai'e  here  to 
With  theii"  unbeatable  cost  advantage,  they  represent  a  p 
erful  and  lasting  challenge  to  the  comfortable  old  wayi  ? 
managing  money. 

By  Amie  Tergesen  and  Peter  Coy  in  New  } 


THE  DEBATE  GOES  ON:  USE  BRAINS  OR  INDEXES? 


Byron  R.  Wien, 
U.  S.  equity 
strategist  at 
Morgan  Stanley 
Dean  Witter,  and 
John  C.  Bogle, 
senior  chairman 
and  founder  of 
Vanguard  Group, 
are  good  friends. 
But  the  Wall  Street 
veteran  and  the 
index-fimd  pioneer 
differ  on  the  merits 
of  investing  in 
funds  that  replicate 
broad  measures  of 
market  perfor- 
mance. Tlie  t  wo 
have  debated  the 
issue  since  Wien 
wrote  an  essay,  "/  Hear  the  Death 
Rattle  of  Index  ing,"  in  199S.  With 
indexing  anything  but  dead,  they 
turned  to  Personal  Finance  Editor 
Anne  Tergesen  to  chronicle  the  latest 
installment  of  their  argument. 

Will  active  managers  have  their 
day? 

BOGLE:  If  we  get  a  big  recovery  in 
small  stocks,  it  is  possible,  and  I 
would  even  say  likely,  that  the  aver- 
age mutual  fund  will  begin  to  out- 
perform [the  Standard  &  Poor's  500- 

stock  index]  

People  are  investing  very  heavily 
in  the  s&p  500  because  they  are  al- 
ways looking  for  the  hot  fund.  But 
where  index  funds  find  their  finest 
ft-uition  is  in  the  total  stock  market 
[the  Wilshire  5000  index].  That  is 
the  theoi-y  of  indexing:  Own  the 
market  and  by  the  time  we  take  out 
our  tiny  costs,  you  will  beat  most 
participants. 


WIEN:  "Investment  management 
is  a  rare  skill,  refined  over  time' 


WIEN:  Like  any  other  strategy  that 
works,  indexing  has  a  susceptibility 
to  get  overdone.  When  that  happens, 
it  will  underperform  for  a  period. 
This  market  tends  to  recognize 
what's  working  well  and  investors 
flood  into  it,  ignoring  the  wallflow- 
ers. Right  now,  the  top  50  stocks  in 
the  s&p  500  have  an  average  price- 
earnings  multiple  of  47  on  forward 
earnings  and  the  other  450  have  a  p- 

e  of  20  If  the  50  most  dominant 

stocks  that  are  driving  the  index 
slow  down  and  the  bottom  450  start 
to  outperform,  chances  are  the  ac- 
tive managers  will  start  to  outper- 
form. That's  because  they  own  a  dis- 
proportionately smaller  share  of  the 
dominant  stocks  and  a  disproportion- 
ately larger  share  of  rest. 

Does  indexing  work  for  smaller 
stocks ? 

BOGLE:  Small-cap  indexing  works 
better  than  large-cap  indexing,  in 


part  because  [mar 
aged]  small-cap 
funds  are  a  lot 
more  expensive  tc  i 
run.  Also,  small- 
cap  stock  funds 
take  on  about  35*^  ^ 
more  risk  than  tb 
[Russell  2000]  in- 
dex. Therefore,  or 
a  risk-adjusted  ba 
sis,  small-cap  inde 
funds  do  4.4%'  bet 
tei'  than  active 
managers. 

WIEN:  It's  hard  t 
find  a  good  small- 
cap  index  that's 
representative  of 
the  asset  class.  Ir 
ternational  indexes  very  often  have 
more  serious  problems.  In  some 
countries,  you  can  have  a  single 
stock  that  represents  30%  of  the 
market.  Very  few  people  would  be 
wiUing  to  put  that  much  of  their  ai 
sets  in  one  company. 

Are  index  funds  the  wave  of  the 
future? 


BOGLE:  Five  years  ago,  I  said  the 
Vanguard  500  Index  Fund  would  h 
the  largest  fimd  in  America  by  the 
end  of  the  m.illennium.  I  don't  have 
any  trouble  thinking  that  will  come 
time. 

WIEN:  Investment  management 
is  a  rare  skill,  refined  over  time. 
Some  money  managers,  over 
longer  periods,  have  beaten  the 
market  by  quite  a  lot.  There's 
no  guarantee  they  will  do  it 
in  the  future,  but  that's  the  way 
to  bet. 
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The  sizzle. 


$18,995.*  Loaded.  Finally,  a  car  that  delivers  more  than  what  you  paid 
for— the  Chrysler  Cirrus  LXi.  Start  with  a  24-valve  V6,  premium  sound 
and  air  conditioning.  Add  the  fact  that  it  was  just  named  "Best  Entry 


Midsize  Car  in  Initial  Quality"**  by  J.  D.  Power  and  Associates,  and  we'll  wager  you've  rarely  experienced  a  steak 
I  with  as  many  garnishes  as  the  new  Cirrus  LXi.  Information?  Call  1.800.CHRYSLER  or  visit  www.chryslercars.com. 


ENGINEERED  TO  BE  GREAT  CARS 


CHRYSLER  CIRRUS 


:P  aftPi  SI  000  cash  allowance  includes  destination  Tax  and  options  extra  "The  Chrysler  Cirrus  was  the  highest-ranked  entry  midsize  car  in  the  J  D  Power  and 
1998  Initial  Quality  Study  2''-'  Study  is  based  on  a  total  of  58,117  consumer  responses  indicating  owner-reported  problems  during  the  first  90  days  of  ownership 
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THE  REAL  DECISI01> 


"WHAT  DO  I  THINK  OF  CREATING    ^^j^  ^11616?  The 

a  portfolio  only  out  of  index  funds?  i^^^        v./  ^ .  ^ 


asks  Harold  R.  Evensky  of  the  financial 
planning  firm  of  Evensky,  Brown  & 
Katz  in  Coral  Gables,  Fla.  "I  think  it's 
a  tenific  idea."  Meii*  Statman,  professor 
of  finance  at  Santa  Clara  University 
agi'ees:  "You  can  do  everything  you 
need  to  do  in  a  portfolio  with  index 
funds." 

Okay,  so  if  you  invest  with  index  funds  you  won't  wow  any- 
one with  tales  of  savvy  stock  picks.  No  reason  to  watch 
CNBC  for  hot  tips,  worry  about  nosebleed  valuations  on  In- 
ternet stocks,  or 
struggle  to  pick 
the  next  top-per- 
forming mutual 
fund.  Good  news 
indeed.  "The  biggest  investment  mistake  people  make,"  says 
Barbara  Raasch,  partner  at  Enist  &  Young,  "is  focusing  on 
last  year's  mutual-fund  performance  and  not  on  what  really 
drives  retiirns." 

Using  index  funds  concentrates  your  mind  on  the  one  in- 
vestment decision  that  truly  matters:  asset  allocation  (table, 
g  page  136).  Economic  research  suggests  that  how  you  divide 
2  your  portfolio  among  stocks,  bonds,  and  other  assets  is  the 
"i  main  determinant  of  its  long-temn  performance.  By  definition, 
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crucial  art  of  allocating 
assets  hinges  on  using 
the  right  index  funds 


^  Cover  Story 


THE  INVESTOR  REVOLUTION 


with  an  index  fund  you  make  a  c( 
mitment  to  a  whole  market  or  sec 
rather  than  to  individual  secmnties  c 
money  manager  who  may  or  may 
remain  true  to  an  advertised  goal 
sticking  to  growth,  value,  or  big- 
small-cap  stocks. 

When  you're  allocating  assets,  you  1 
need  to  consider  the  inevitable  trade 
between  risk  and  return.  How  much  risk  are  you  willing 
take?  How  much  risk  should  you  expect  fi'om  a  partici 
strategy?  For  instance,  the  Standard  &  Poor's  500-stock  in 
has  returned  13.5%  annually  since  1950.  But  on  the  waj 
eaiTiing  that  return,  figiu'es  Ibbotson  Associates,  its  value 
fluctuated,  on  average,  by  16.8%  each  yeai".  Long-tenn  Tresi 
bonds,  by  contrast,  returned  5.9%  over  the  same  time  per 
Reflecting  their  lower  level  of  risk,  their  annual  volatility 
10.7%.  And  T-bills  returned  5.2%  annually  since  1950,  \ 
only  2.9%  annual  fluctuations.  The  trick  is  to  mix  asset  "el 
es"  such  as  these  to  get  the  highest  potential  return  for 
amount  of  risk  you're  willing  to  accept. 
ANTONIO'S  ADVICE.  Take  a  young  woman  who's  early  in 
working  career  and  has  a  high  tolerance  for  risk.  An 
gi'essive  investor  with  a  long  time-horizon,  she  might 
sign  an  overall  investment  portfolio  that's  54%  in  large-c 
talization  stocks,  20%  in  small  caps,  24%  in  intemati 
equities,  and  2%  in  fixed  income.  Her  one-year  expected 
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WORDS. 


^  www.visio.com/save  ^ 


Let's  face  it,  long  text  is  inefficient,  cumbersome,  and,  well,  long.  With  Visio*  Standard  5.0  you  can 
consolidate  big  ideas  into  concise,  polished  diagrams.  (Check  out  the  launch  timeline  above.)  Quickly 
communicate  entire  process  flows,  organizational  structures,  timelines,  and  more.  Then  drop  your 
diagrams  right  into  Microsoft  Word,  Microsoft  PowerPoint,  e-mail,  even  distribute  them  ovGT  the  web. 
It's  time  to  move  beyond  mere  words  with  Visio  Standard  5.0,  the  undisputed  leader  in  business 
diagramming.  Call  1 -800-24-VISIO,  reference  A479.  Or  see  it  in  action  at  www.visio.com/save, 

FREE  Microsoft-  IntelliMouse  with  purchase  of  Visio  Standard  5.0.  -<^^^ 

See  Visio  Standard  box  for  details.  Offer  valid  while  supplies  ljvst.  expires  6/30/99. 

1  999  Visio  Corporation  All  rights  reserved  Visio,  the  Visio  logo  and  the  Visualize  your  business  logo  are  either  trademarks  or  registered  trademarks  of  Visio  Corporation  in  the  United 
biates  and/or  other  countries.  All  other  trademarks,  trade  names  or  company  names  referenced  herein  are  used  for  identification  only  and  are  the  property  of  their  respective  owners 


44  The  biggest  investment  mistake... is  focusing  on  last  year's 
mutual-fund  performance  and  not  on  what  really  drives  returns.  ^< 


BARBARA  RAASCH,  partner  at  Ernst  &  Y( 


turn  is  11.6%,  based  on  historic  data.  The  e.xpected  risk  on 
her  portfolio  is  13.8%,  which  means  that  there's  a  two-thu'ds 
probability  that  the  return  over  the  next  yeai*  will  be  between 
2.2%  and  25.4%,  says  Raasch.  In  other  words,  if  the  young 
woman  had  a  SIOO.OOO  portfoho,  there's  a  two-thirds  proba- 
bility it  would  be  worth  between  S97,800  and  S125.400  at 
yearend.  An  investor  wanting  lower  lisk  might  go  with  40% 
large-cap  stocks,  15%  small  caps,  18%  international,  and  27% 

fixed  income.  The 
expected  return  is 
10.1%.  but  the  risk 
factor  would  be 
10.9%. 

Diversification  is  the  other  critical  idea  behind  asset  allo- 
cation. Antonio  in  Shakespeare's  The  Merchant  of  Venice 
was  unworried  because  "my  venttu'es  are  not  in  one  bottom 
trusted,  nor  to  one  place:  nor  is  my  whole  estate  upon  the  for- 
tune of  this  present  year."  But  how  much  diversification  do 
you  need  and  how  do  you  figui'e  that  out?  Many  economists 
and  financial  plannei-s  agree  that  the  traditional  candidates  are 
enough  for  most  investors:  domestic  stocks,  international  eq- 
uities, bonds,  and  cash  or  its  equivalent.  There  is  some  rela- 
tionship between  the  movements  of  U.  S.  stocks  and  foreign 
equities,  a  weaker  relationship  between  U.  S.  stocks  and 
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comparable  investment  in  a  t^-pical  .s&p  .500  index  fund  w 
have  gi'owii  to  857,147  after  taking  its  modest  fees  of 
into  account. 

Fees  aren't  the  only  costs  associated  with  active  man 
ment.  Time  is  another.  You  have  to  feiTet  out  good 
managers  and  then  monitor  them  closely.  That's  toug 
do.  A  study  of  eqtuty  mutual  funds  fi-om  1971  to  1991  by 
fessor  Brnton  G.  Malkiel  of  Princeton  University  make 
sober  reading.  Ajnong  his  findings:  Even  a  superb  10- 
track  record  failed  to  guarantee  a  winning  perfomaance 
the  following  10  yeai*s.  A  portfolio  of  the  20  best  stock  mi 
funds  from  the  1970s  underDerfonned  all  funds  dtiring 
1980s. 

The  job  of  nmning  "what  if  scenarios  to  discover 
right  asset  allocation  for  you  has  been  made  a  lot  e: 
with  the  proliferation  of  computer-finance  softwai'e  and 
sites  devoted  to  money.  To  give  you  an  idea.  Ernst  &  Y 
created  a  hji^othetical  portfolio  for  someone  in  the  midd 
a  career  and  with  a  moderate  ability  to  cope  with  vo! 
swings  in  the  mai'ket.  We  then  went  to  Momingstar  In 
find  index  funds  with  low  expense  ratios  and  good  retumi 
plugged  them  into  the  asset-allocation  model. 

How  often  should  you  rebalance  a  portfolio?  Fina 
planner  Evensky  looks  closely  at  the  portfolios  of  his  cl 


I 


Treasury  bonds,  and  ^^^^^^^^^^^^^^^ 

If  you're  assembling  an  investment  portfolio,  you  can  find  an  index  fi 
to  fit  just  about  any  asset  class.  Here  are  sample  medium-risk  alloc. 
Hons  for  tfiree  investors:  a  35-year-old  at  ttie  start  of  her  career,  a  4 
year-old  at  miid-career.  and  a  55-year-old  at  her  career's  peak 


AGE  BEFORE 
RISK:  A  LOOK 
AT  THREE 
PORTFOUOS 


DATA:  ERNST  &  YOUNG. 
MORNINGSTAR  INC..  BUSINESS  WEEK 


essentially  no  con-ela- 
tion between  stocks 
and  Treasiuy  bills.  By 
mixing  some  of  each 
asset  class  into  a 
portfolio,  you  may 
give  up  some  perfor- 
mance but  will  lessen 
the  risk  of  having 
your  savings  all  go 
down  the  drain  at 
once. 

True,  any  U.  S.  eq- 
uity investor  who  di- 
versified over  the 
past  decade  got  lower 
returns  compared 
with  ones  who  kept 
everything  in  the 
Vanguard  500  Index  fund  or  blue-chip  stocks.  But  since  no 
one  really  knows  which  markets  will  soar  or  sink  in  the  fu- 
tui'e,  investing  in  all  the  major  asset  classes  creates  an  op- 
portunity to  catch  the  next  big  market  uptm-n — and  buy  a 
margin  of  safety  against  a  major  decline.  "There  have  been 
long  periods  of  time  w'hen  stocks  do  poorl\\"  says  James 
Paulson,  chief  investment  officer  at  Norwest  Investment 
Management  Inc.  "These  periods  can  exceed  people's  psy- 
chological ability  to  handle  it." 

KINGS  FOR  A  DAY.  Index  funds  offer  a  number  of  advantages 
when  it  comes  to  asset  allocation.  You  can  buy  index  funds 
that  captui'e  the  entu'e  U.  S.  stock  and  bond  markets  and 
much  of  the  overseas  capital  markets,  too.  The  most  impor- 
tant advantage  over  actively  managed  funds  is  low  cost.  If 
you  had  invested  $10,000  in  1988  in  the  average  equity  fund, 
your  investment  would  have  gi-own  to  $42,342  in  1998  after 
subtracting  fees  of  $5,225,  according  to  Vanguai'd  Group.  A 
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0.17% 

0.52% 

0.35% 

0.20% 

1998  TOTAL 
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28.47% 

3.57% 

21.24% 

8.59% 

eveiy  quarter.  He  allows  for  a  7%  drift  up  or  down  froi 
original  asset  allocation  before  adjusting  the  portfolio  bafcm 
the  original  ratio.  Raasch,  however,  believes  that  re^iew 
portfoho  once  a  yeai-  is  enough,  and  she  recommends  pi 
the  same  day  every  year — say.  Jan.  1 — to  see  what 
are  in  which  basket. 

If  poring  over  balance  sheets  and  studying  company 
agements  is  not  youi-  passion,  index  funds  are  the  best  w 
invest.  Even  Wan-en  Buffett,  a  methodical  stock-pic 
there  ever  was  one,  concedes  that  point.  "By  perioc 
investing  in  an  index  fimd. . .  the  know-nothing  investc 
actually  outperfoi-m  most  investment  professionals,"  B 
WTOte  in  1993.  Allocating  your  assets  carefully  and  invi 
them  in  index  fimds  may  not  make  you  the  next  Sage  o 
aha.  But  it's  a  strategy-  that  has  worked  well  for  many  ] 
so  fai-. 

By  Christopher  Farrell  in  St.  Paul,  . 
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FOR  THE  BEST 
DIGITAL  DOCUMENT 
ilANDLING  SOLUTIONS 
^    HERE  ARE  TWO 
NUMBERS  TO  CALL. 


i 


(Think  of  it  this  way,  we  saved  you  a  call.) 


c 

lUIJJIJUII'MIH 

lANUFACTURER  OF  THE  YEAR| 

1998 


At  Savin  we  believe  we  offer  some  of  the  best  document  handling 
solutions  around. 

After  al),  like  you-know-who,  we  too  have  the  forward-thinking, 
award-winning  technology  essential  to  boosting  productivity  in 


ivstems  that  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple  —  right  from  your 
lesktop.  And  full-color  imaging  systems  that  turn  electronic  documents  into  brilliant  hard  copy, 
But  advanced  digital  technology  is  just  the  beginning.  Because  at  Savin  we're  dedicating  our- 
;elves  to  becoming  the  fastest,  most  responsive,  most  easy  to  work  with  name  in  the  business. 
^   ^     With  smart,  energetic  Savin  professionals  willing  to  do  whatever  it  takes  to  give 
'-^     you  the  satisfaction  and  service  you  deserve. 

To  find  out  more  about  the  company  with 
the  technology  and  attitude  that  will  win  you 
j^P  over,  call  us  at  1-800-234-1900  or  contact 
■^^  iit^^  us  online  at  www.savin.com.  And  that  other 
^T^f  I      number?  Sorry,  you'll  have  to  look  it  up. 


sai^in 

WE'VE  GOr  VJHAl  IT  TAKES  TO  WIN  YOU  OVER" 

SAVIN  CORPORATION.  333  LUDLOW  ST.,  STAMFORD,  CT  06904 
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COOPER:  TAKING  OFF 
WITH  PIRELLI? 

Shai-es  of  Cooper  Tii-e  &  Rubber  (ctb) 
aren't  exactly  buiTiing  up  the  road 
these  days,  but  they  may  start  to  do 
so — and  niighty  soon.  Whispers  are  tliat 
the  fourth-largest  U.  S.  tire  maker  has 
signed  a  strategic  alliance  with  Italian 
tire  leader  Pirelli  that,  some  pros  say, 
could  lead  to  a  merger  between  the  two 
companies  sometime  in  the  future. 

It  isn't  cleai-  whether  Pii-elli  is  buying 
an  equity  stake  in  Cooper,  but  it  has 
agreed,  according  to  one  New  York 
money  manager,  to  designate  Cooper 
the  exclusive  distributor  of  Pii-elli  tires 
in  North  America.  Cooper,  w^hich  so  far 
supphes  tires  for  just  the  replacement 
mai'ket,  had  been  looking  to  become  a 
"more  global"  company  to  achieve  ag- 
gressive growth,  according  to  this  pro. 

Cooper  has  been  "exploring  many  op- 
tions, including  a  merger,  alliance,  or 
joint  ventui'e,"  notes  Saul  Ludwig,  man- 
aging dii'ectoi'  of  McDonald  Investments 
in  Cleveland,  who  rates  Cooper  shai-es  a 
strong  buy.  Cooper,  which  also  makes 
other  auto  pails  and  rubber  products, 
needs  a  "major  brand"  to  complement 
its  own,  says  Ludwig. 

According  to  one  tire  executive,  the 
alliance  with  Pirelli  will  add  a  "tier  one" 
product  to  Cooper's  tii-e  portfoho.  Tier 
one  means  premium  th'es  that  meet  the 
stiingent  standaixls  of  the  original-ecjuip- 
ment  mai'ket. 


SET  TO  HIT 
THE  GAS 


The  name 
Pirelli,  Europe's 
third-largest  tire 
maker,  should  also 
enhance  Cooperis 
brand  awai'eness. 
And  Pirelli  gives 
Cooper  the  means 
to  supply  national 
and  regional  tire 
dealers  with  a 
complete  line  of 
original-equipment 
and  replacement 
tires,  for  one- 
stop  shopping,  she 
adds.  Cooper  has 
strong  dealer  relationships  Pii-elli  could 
ase  in  the  U.  S.,  while  Pirelli's  technolo- 
gy  would  help  Cooper  in  the  premium- 
tire  market,  says  this  executive. 

McDonald's  Ludwig  says  thi-ee  ma- 
jor customers  that  signed  up  with  Coop- 
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er  in  late  1998  will  add  a  further  3  mil- 
lion tires  to  its  annual  base  of  40  million. 
And  the  company,  he  adds,  has  identified 
cost  savings  of  $40  miUion  that  will  show 
up  in  1999  results.  Ludwig  figures  Coop- 
er will  earn  $1.75  a  share  in  1999  and  at 
least  $2  in  2000.  He  thinks  the  stock, 
now  at  20,  could  hit  30  this  yeai*. 

A  FALSE-NEGATIVE 
READING  AT  GYTYC 

Cytye  (cytc)  thought  it  was  putting 
out  a  favorable  stoiy  on  Jan.  29, 
when  it  announced  it  would  bolster 
mai-keting  fimds  for  its  flagship  prod- 
uct— the  ThinPrep  Pap  test  to  screen 
for  cervical  cancer.  But  some  analysts 
thought  the  new^s  spelled  trouble:  They 
pulled  theii-  buy  rating  on  Cytyc.  The 
stock  tumbled  from  23^  to  17. 

Enter  investors 
WAS  THE  STORY  scouting  for  bar- 
MISUNDERSTOOD?  gains,  inspiied  by 
other  analysts  bull- 
ish on  Cjlyc  after 
the  fall.  And  there 
is  talk  that  the 
drop  has  attracted 
a  major  chug  com- 
pany to  view  Cy- 
tyc as  an  acquisi- 
tion tai'get.  Indeed, 
by  Feb.  10,  the 
stock  had  jumped 
to  21,  propelled  in 
part  by  Smith- 
Kline  Beecham's 
sale  of  its  clinical 
lab  to  Quest  Diagnostics,  a  proponent  of 
ThinPrep.  Cytyc  can  now  gain  access 
to  certain  new  regions  due  to  Smith- 
Kline's  control  in  those  markets. 
SmithKhne  w-as  one  of  thi'ee  major  labs 
that  hadn't  adopted  ThinPrep. 

Although  there  ai'e  other  Pap  tests 
on  the  market,  Cjtyc's  proprietary 
ThinPrep  System  improves  diagnostic 
accuracy,  according  to  Wade  King  of 
BancBoston  Robertson  Stephens  in  San 
Francisco,  who  issued  a  buy  rating  on 
Feb.  8.  There  are  500  labs  in  the  U.  S. 
that  use  the  ThinPrep  test,  with  9,000 
physicians  providing  them.  Some  125 
health  plans,  representing  100  million 
members,  will  cover  this  Pap  test,  ac- 
cording to  Cytyc  CEO  Patrick  Sullivan. 
In  May,  1996,  the  Food  &  Ding  Admin- 
istration approved  ThinPrep  as  a  re- 
placement for  the  conventional  Pap 
smear,  agreeing  it  was  "significantly 
more  effective." 

On  Feb.  10,  Sandra  Hollenhorst  of 
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Vector  Securities  raised  her  forecaf^ 
for  Cytyc,  based  on  its  new  "excellel 
strategy"  of  focusing  mai'keting  effoi* 
in  regions  where  insurers'  reimburse 
ment  policies  ai-e  favorable.  She  upp 
her  1999  estimate  for  earnings  from  1 
a  share  to  54e,  and  for  revenues 
$85.4  miUion  to  $88.7  milhon.  Holle 
hoi"st  also  increased  her  stock  price 
get  from  25  to  34.  In  2000,  she  sal 
eaiTongs  will  jump  to  $1.70  a  share  i 
sales  of  $150  million. 

THIS  GUMSHOE 

15  MAKING  TRACKS  H 

Money  manager  Audrey  M. T.  Jon 
isn't  giving  up  on  small  cap: 
stocks  with  market  caps  of  $10  n: 
to  $1.5  biUion.  "That's  where  the 
values  are  in  this  market,"  says  Jori 
executive  vice-president  at  investmfj 
bank  Morgan  Grenfell  in  New-  York. 

One  small  cap  that  she's  betting  on|;f[  ij 
become  a  big  winner:  Ki-oll-0'G*5vai 
(KROG),  which  provides  secuiity  servicjra;  j-j] 
including  investigative  and  intelligeif'isiV 
w'ork.  voice  and  data  secuiity  on  cciiPoirf 
puter  systems  and  the  Internet,  and  Lr^  q 
mored  cai*s.  "Kroll-O'Gara  is  definitf  'oiiie 
the   leader  in 

this  fast-grow-  THE  WORLD  „.,j" 
ing   business,      SEEKS  SECURITY 

says  Jones.  Ram- 
paging demand 
for  such  ser- 
vices is  reflect- 
ed in  the  stock's 
fast  climb,  from 

16  a  share  a 
year  ago  to  41 
on  Jan.  12. 

Worldwide 
spending  for 
protection  has 
risen  from  $20 
billion  in  1980  to 
$55  billion  last 

yeai",  notes  Jones.  By  2000,  she  thil  -^u^jj 
spending  will  exceed  $70  billion,  609f  ^•J 
that  outside  the  U.  S.  ^I'ljus' 
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Jones  says  Kroll  wiU  post  revenu( 
$340  million  in  1999  and  $400  millioij 
2000,  up  from  1998's  estimated  $250  |.  -YZ 
lion  and  1997's  $190  million.  Jones  i  , 

ilk 

■i% 
( 

For  more  coverage  of  the  markets:.: 

visit  our  Web  site  at  businessweek.fi  .. 

5e  r 


pects  eaiTiings  of  $1.25  a  share  in  ]{  . 
and  $1.70  next  yeai".  The  stock,  nov! 
37,  should  hit  50  this  year,  she  adds; 
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ULATORS 


OT  JUST  A  FAMOUS 
AME  AT  THE  FCC 

[]!  i  Powell's  strong  ties  to  Capitol  Hill  are  giving  him  clout 


ist  June,  Federal  Communications 
'Ommissioner  Michael  K.  Powell 
md  a  top  aide  were  wrestling 
\'ith  a  dispute  that  the  FCC  had 
unable  to  resolve  for  a  decade. 
•  court  order,  the  agency  had  to 
a  decision  within  a  few  weeks, 
remained  split.  That's  when  Pow- 
lled  some  slides  out  of  his  desk 
r  and  showed  them  around.  They 
'C-rays  of  his  broken  pelvis  fi-om  a 
accident  that 


thing  that  has  ever  happened  to  me," 
he  says  of  the  jeep  rolling  over  him 
during  a  militaiy  exercise  when  he  was 
an  Army  officer  in  Germany.  After  17 
surgical  procedures  and  a  full  year  of 
hospitalization  ended  his  military  ca- 
reer, Powell  turned  to  the  law.  He 
graduated  from  Georgetown  Law 
School,  snagged  a  clerkship  on  the  Dis- 
trict of  Columbia  Court  of  Appeals, 
and  then  landed  a  job  as  chief  of  staff 


with  the  Democratic  majority  than  to 
butt  heads.  "What  you  owe  the  public 
first  and  foremost  is  getting  something 
done,"  says  Powell.  "I  am  fundamental- 
ly not  an  ideologue  but  a  pragmatist." 
With  the  telecom  industry  changing 
rapidly,  Powell  prefers  to  get  rules  out 
quickly  to  give  companies  guideposts 
for  critical  decisions.  But  he  would 
rather  the  market  decide  outcomes,  not 
regulators. 

"A  CONDUIT."  As  one  of  two  Republicans 
on  the  five-member  commission,  Pow- 
ell certainly  can't  set  the  agenda.  But  by 
holding  out  a  possible  fourth  vote,  he  is 
making  liis  mai'k.  FCC  Chaimian  William 
E.  Kennard  wants  solid  majorities  to 
fortify  agency  decisions  against  court 
challenges. 

Still,  Powell's  influence  may  derive 
more  from  his  heavyweight  backers  on 
Capitol  Hill — vociferous  FCC  critics  Mc- 
Cain and  Tauzin — than  from  his  own 
powers  of  persuasion.  Certainly,  the 
Democrats  are  well  aware  that  Powell 


BORN  March  23, 
ham,  Ala. 


left  his  life 
g  by  a  tlu'ead. 
was  hard,"  he 
This  is  not." 
in  Powell,  son 
leral  Colin  L. 
I,  joined  the 

a  Republican 
ssioner  in  No- 
r,  1997,  many 

off  his  ap- 
lent  as  mere- 
)litical  expedi- 
fter  all,  it  was 
"  Commerce 
ittee  Chair- 
lohn  McCain 
z.),    an  old 

friend,  who 
n  the  job,  and 
n's  Presiden- 
ibitions  would 

mightOy  from 
neral's  support. 

the  younger  Powell,  35,  has  siu- 
detractors,  learning  quickly  how 
igate  the  high-decibel  battles  in 
nultuous  telecom  industiy.  In  just 
ar  at  the  Fcc,  he  has  emerged  as 
culate  voice  for  dereg-ulation.  And 
trong  backing  from  Capitol  Hill, 
laborative  style  has  gained  influ- 
ith  the  three-Democrat  majority. 
I  braking  force  on  the  more  ac- 
regulators,"  says  W.J.  "Billy" 
(R-La.),  chairman  of  the  House 
nmunications  subcommittee, 
accident  that  Powell  survived 
24  did  more  than  shape  his  ap- 
at  the  FCC.  "It  was  the  best 


MICHAEL  K.  POWELL 


1963.  Birming- 


EDUCATiON  B.A.  1985,  William  & 
Mary;  J.D.  1993,  Georgetown. 

CAREER  HIGHLIGHTS  U.S.  Army, 
1985-88;  Pentagon  assistant  for 
Japan,  1988-90;  clerk,  U.S.  Court 
of  Appeals,  D.C.,  1993-94;  associ- 
ate, O'Melveny  &  Myers,  1994-96; 
chief  of  staff.  Justice  Dept.  Antitrust 
Div.,  1996-97. 

FAVORITE  TV  SHOW  The  Cartoon 
Network's  Dexter's  Laboratory. 

DREAM  JOB  Theater  lighting  design. 


FAMILY  Married,  two  young  sons. 
Goes  to  work  by  5:30  a.m.  so  he  can 
get  home  and  spend  time  with  them. 


for  Justice  Dept.  trustbuster 
Klein. 

The  accident  also  left  Powell  with  a 
zest  for  life  that  makes  him  stand  out  in 
a  city  of  policy  wonks.  He  usually  gets 
to  work  by  5:30  a.m.  so  he  can  make  it 
home  in  time  to  spend  a  couple  of  hom-s 
-ivith  his  two  young  sons.  Occasionally, 
he  sneaks  away  during  lunch  to  watch 
The  Young  and  the  Restless  with  the 
secretaries  at  the  court  where  he 
clerked.  Powell's  passions  range  from 
technology  to  theater  and  television. 
He's  a  fan  of  the  Palm  Pilot,  Rent,  and 
the  Cartoon  Network. 

Powell  tends  to  be  a  team  player, 
too.  At  the  FCC,  he  is  mor-e  apt  to  work 


could  help  shield  the  fcc  from  fierce 
attacks  on  Capitol  Hill  as  it  comes  up 
for  reauthorization  this  year.  McCain 
and  Tauzin  want  to  downsize  the  agency 
to  prevent  what  they  think  is  over- 
reaching regulation.  At  the  least,  fac- 
toring in  Powell's  views  helps  the  FCC 
head  off  political  fu-estomis.  Increasing- 
ly, he  is  "a  conduit  to  McCain,"  says  a 
congi'essional  Democratic  staffer. 

For  example,  Powell  has  worked  to 
ease  one  of  the  gop  lawinakers'  biggest 
beefs — the  Fcc's  reftisal  to  let  the  Baby 
Bells  into  the  long-distance  business.  He 
chaiTipioned  a  friendlier  way:  helping  the 
Bells  take  steps  to  open  up  their  local 
phone  monopolies  to  competition.  Once 


BUSINESS  WEEK  /  FEBRUARY  22,  1999  139 


You're  always  searching  for  a  competitive  edge.  But  plowing  through  the  numbers  isn't  enough. 
You  need  better  information,  and  better  information  software.  Like  Seagate's  Enterprise  Information 
Management  (EIM).  A  powerful  suite  of  business  intelligence  tools  that  scales  from  the  individual  to 
the  department  to  the  enterprise.  EIM  includes  Seagate  Info"  for  enterprise  information  analysis  and 
distribution,  Seagate  Crystal  Reports  "  for  faster  decision-making,  Seagate  Worksheet"  to  slice  data  cubes 
into  intelligent  bits,  and  Seagate  Holos  for  data  mining  and  scalable  application  development.  When 
EIM  is  deployed  throughout  your  enterprise,  it  delivers  the  power  to  locate  information  you  need,  help 
you  analyze  it  from  every  angle,  then  display  and  communicate  your  ideas  to  the  people  who  matter.  Af- 
ter all,  even  the  right  information  won't  make  a  difference  until  it's  in  the  right  hands. 


Make  a  Difference: 

I 


1 


(^'Seagate, 

Information  the  way  you  want  /f  m 


Science  &  Technology 


they  do  that,  the  FCC  can  allow  thein 
into  long  distance.  Bell  Atlantic  Corp. 
is  poised  to  be  the  fu'st. 

While  Kennard  and  Powell,  for  now, 
see  eye  to  eye  on  most  issues,  they 
could  part  ways  soon.  Fcc:  Democrats 
are  likely  to  set  a  high  hurdle  for  the 
approval  of  pending  mergers  between 
8BC  Commimications  and  Ameritech  and 
between  Bell  Atlantic  and  (!TE.  They 
fear  such  giants  would  make  it  even 
harder  for  new  entrants  to  break  into 
local  phone  markets.  So  they'll  probably 
demand  that  the  companies  open  the 
door  to  more  competition.  Powell, 
though,  believes  mergers  should  get  a 
gi'een  light  as  long  as  they  threaten  no 
competitive  harm.  "I  just  don't  trust 
my  regulatory  ciystal  ball  as  much  as 
some  others  tinst  theirs,"  he  says. 
WHAT'S  NEXT?  Powell's  hands-off  re- 
sponse to  a  complaint  by  America 
Online  against  the  pending  merger  be- 
tween AT&T  Corp.  and  Tele-Communi- 
cations Inc.  (TCi)  also  puts  him  at  odds 
with  Kennard.  TCi  now  sells  high-speed 
Internet  access  bundled  with  its  own 
Internet  service,  @Home.  Customers 
who  want  aol  must  pay  extra,  aol 
wants  AT&T-TCi  to  give  equal  access  to 
all  Internet  seiwes.  Powell  argues  that 
cable  operators  that  have  spent  billions 
to  upgrade  lines  should  be  able  to  favor 
their  own  isps  over  competitors'.  He 
fears  that  an  equal-access  iTile  might 
chy  up  investment.  Kennaixl,  on  the  oth- 
er hand,  wonies  that  cable  companies 
could  unfairly  squeeze  out  other  isps. 
The  issue  remains  to  be  decided. 

Wliile  Powell  has  established  himself 
as  a  ci-edible  player  at  the  fcc,  some 
Clitics  ask  whether  he  has  really  made  a 
difference.  "Besides  the  eloquent  sjjeech- 
es  he's  given,  where  has  he  fought  the 
hai'd  fight?"  one  former  FCC  official  asks. 
Kennard  himself  once  told  a  joke  at  a 
meeting  about  going  out  to  dinner  with 
all  the  commissioners.  Powell  was  the 
one  who  pontificated  on  the  five  princi- 
ples of  the  menu  before  ordering.  In- 
deed, some  Republicans  are  fiTistrated 
that  he  doesn't  take  a  hardei'  line.  "He's 
not  there  to  cut  deals  with  Kennard," 
complains  one  cop  congressional  aide. 

Even  as  Powell  gi"ows  into  his  fcc 
job,  though,  Washington  insiders  are 
speculating  where  he'll  land  next.  If  the 
GOP  wins  the  Wliite  House,  Republicans 
say  he  could  be  a  contender  for  Attor- 
ney General.  Wliat  post  would  Powell 
get  if  McCain  were  President?  "Just 
about  anything  his  father  didn't  want," 
says  the  Senator.  Powell  says  he  has  no 
plans  today  to  lun  for  office.  His  Dad  is 
characteristically  coy.  Says  the  general: 
"He  w\\\  be  heard  from  again,  but  I  will 
not  speculate  on  the  political  ambition  of 
anybody  with  the  last  name  of  Powell." 
Bij  Catherine  Yavg  in  Washington 


CONTENDER:  John  Stevens  of  Toronto  startup  Visible  Genetics 


AIDS  RESEARCH 
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OUTSMARTING 
THE  VIRUS 

Promising  tests  can  map  HIV's  evolving  resistance  to  dr 
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In  the  never-ending  war  between  man 
and  microbe,  the  bugs  have  an  un- 
canny ability  to  stay  one  step  ahead. 
New  studies  reported  in  Chicago  in 
early  Febmary  at  the  Sixth  Conference 
on  RetroviiTises  and  Opportunistic  In- 
fections reveal  that  the  aids  vims  is  de- 
veloping resistance  to  potent  anti-Hlv 
(hugs  at  an  alarming  rate — higher  than 
reseai'chers  had  expected.  In  some  cities, 
more  than  one-quarter  of  new  Hiv 
infections  involve  diug-resistant  viinis- 
es.  And  Hiv's  ability  to  mutate  is  causing 
once  successful  chug  treatments  to  fail  in 
as  many  as  half  of  all  aids  patients  in 
many  clinics.  "Dnig  resistance  is  a  big 
l^roblem,  and  it's  not  going  away,"  wains 
Dr.  .lohn  W.  Mellors,  professor  of 
infectious  diseases  at  the  University  of 
Pittsburgh. 

But  doctors  are  now  getting  a  new 
weapon  to  use  in  the  battle  with  the 


virus.  It's  called  resistance  testing  m 
the  basic  idea  is  simple:  Resean  pn 
analyze  the  virus  fi"om  an  individuj  eni 
tient  to  see  what  mutations  it  halen 
quired — and  what  drugs  it  has  bejan 
resistant  to.  Then  they  can  pickle 
choose  among  the  dozen  or  so  ava:jco( 
drugs  to  put  together  the  best  c(riptase 
nation.  Such  individually  tailored 
regimens  represent  "a  whole  new 
of  medicine,"  says  John  StevensLg 
aggi'essively  evangelical  ceo  of  Tor 
based  Visible  Genetics  Inc. 
SURPRISED  SKEPTICS.  In  short 
studies  i-eported  at  the  aids  me(|)|i 
the  approach  worked  well  enouj 
smpiise  many  skeptics.  Patients  v  of 
viruses  were  tested  for  resistanc(L] 
whose  drugs  were  picked  accordl,, 
did  up  to  twice  as  well  as  thoseiiii,,. 
didn't  get  the  tests.  p. 
Those  results  could  open  the  del 
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inafket  t'oi'  I'esistance-testing 
■s.  There  are  now  about  835,0(X) 
III  the  U.S.  taking  anti-Hlv 

If  doctors  test  their  viruses  for 
lutations  twice  a  year  at  $400  per 
he  U.  S.  market  alone  is  $270  mil- 
dd  in  Europe,  Latin  America,  and 
and  it's  easy  to  see  why  testing 
ke  Specialty  Laboratories  in  San- 
nica,  Calif.,  and  North  Carolina's 
atory  Corporation  of  America 
31-p)  along  with  stail-ups  like  Vis- 
snetics  and  Virco  in  Belgium  are 
g  hard  to  get  their  tests  into  the 

"The  companies 
a  lot  at  stake," 
David  Melnick, 
reatment  expert 
ser  Permanente. 

are  the  compa- 
ushing  too  hard? 
researchers  think 
id  that  has 
cl  off  a  controver- 
:  has  turned  ugly 
is,  as  researchers 
ompanies  ques- 

each  other's  mo- 
rhe  critics  do  not 

to  the  idea  of 


fects  on  the  viiiis  in  the  test  tube.  But 
phenotyping,  offered  by  ViroLogic  Inc. 
in  South  San  Francisco  and  Vux'o  among 
others,  has  disadvantages,  too.  It  costs 
about  $800,  roughly  twice  the  price  of 
genotyping,  and  it  takes  weeks  instead 
of  days.  In  addition,  the  viins'  behavior 
in  the  test  tube  can  be  different  fi-om  its 
behavior  in  the  body.  And  it  offers  just 
a  snaj^shot  of  the  virus'  evolution,  rather 
than  revealing  the  pattern  of  mutations 
needed  to  predict  future  changes. 

A  further  problem  with  either  test 
is  that  it  might  not  spot  strains  of  the 

TO  TEST  OR  NOT  TO  TESH 

Companies  have  developed  methods  of  telling  whether 
AIDS  viruses  are  resistant  to  drugs.  But  the  testing  has 
been  highly  controversial.  Here  are  the  pros  and  cons: 


PROS 


CONS 


•  Doctors  who  find  a  virus  is 
resistant  to  a  drug  can  avoid 
using  the  drug. 


•  The  tests  aren't  perfected. 
They  may  give  different  results 
for  the  same  virus. 


•  Drug  regimens  designed  with 
the  help  of  resistance  data 
seem  to  work  better  to  keep 


•  More  than  one  strain  of  virus 
can  be  present  in  patients.  Test- 
ing may  miss  mutations  that  are 


vince  many  doubtei's.  One  study,  led 
by  Dr.  John  D.  Baxter  of  Cooper  Hos- 
pital/University Medical  Center  in 
Camden,  N.J.,  found  that  51%  of  pa- 
tients who  received  new  drugs  based 
on  genotyijing  knocked  then-  vu-al  loads 
back  down  to  undetectable  levels,  com- 
pared with  only  25%  of  those  who 
didn't  get  resistance-testing  advice. 
Such  results  "were  a  surprise,"  says 
Dr.  John  D.  Stansell,  medical  director 
of  the  AIDS  progi-am  at  San  Francisco 
General  Hospital.  "Most  people  were 
skeptical,  as  I  was,  that  this  would  pan 
out  as  a  useful  tool." 
Stansell  is  now  getting 
constant  reminders  of 
the  value  of  resistance 
information.   He  pre- 
dicted,   for  instance, 
that  one  recent  patient 
whose  drugs  were  fail- 
ing would  harbor  a  vi- 
ral strain  resistant  to 
the  ding  AZT.  But  when 
Stansell  actually  tested 
the  virus,  "it  was  clear 
it  did  not  have  the  re- 
sistant mutation — and  it 
responded  beautifLilly  to 


■,  but  they  wony    ^h^j/jms  jn  cheeky   present  only  at  low  levels.  azt,"  he  recalls,  simi 


the  difficulties  of 
it  into  practice. 
4ance,  some  doc- 
iR'stion  whether 
tells  them  any 


•  If  a  drug  combination  is  fail- 
ing, doctors  often  change  all 
the  drugs  in  the  combination. 
Resistance  testing,  however, 


•  Given  the  complexity  of 
resistance  mutations,  the 
information  may  not  have  any 


value  in  the 


larly,  doctors  are  learn- 
ing that  the  failure  of 
a  three-drug  regimen 
doesn't  mean  that  all 


hey  can't  lea™    may  show Jiat_some  Stilt  work._  ,^ere"is"stni'no'e;;idem;e 


  three  drugs  are  useless. 


itients  treatment 


had 


VREAS.  The  prob- 
the  sheer  com- 
'  of  the  AIDS 
VVIien  physicians 
rt  erial  infections 
if  the  bugs  are 

to  antibiotics,  they  get  a  clear 
r  "no"  answer.  But  with  HIV, 
an  be  many  shades  of  gray.  In 
jii'oach  to  testing,  used  by  Visi- 

iietics.  Specialty,  Virco,  pe 
I  ins  (a  division  of  Perkin-Elmer 
and  others,  technicians  read  the 

code  of  two  key  HIV  genes. 
I  ode  for  the  enzymes  reverse 
■ijitase  and  protease.)  Certain 
Ills  in  these  genes  are  known  to 
ic  virus  resistance  to  one  or 
I  rugs.  But  this  genotyping,  as 
('(1,  can  reveal  scores  of  other 
ills — and  combinations  of  muta- 
whose  effects  are  less  clear. 
,  ping  is  very  complicated,"  ex- 
'r.  Douglas  Richman  of  the  Uni- 
iif  California  at  San  Diego.  "At 
i  iiu  look  at  a  sequence  and  say: 
I  sure  what  this  means.'  " 
her  approach  to  resistance  test- 

■d  phenotyijing,  cu'cumvents  this 
1  by  actually  assessing  drugs'  ef- 


•  Resistant  strains  are  spread- 
ing, making  it  imperative  to  test 
anyone  with  a  new  infection. 

•  Testing  should  save  money 
by  avoiding  ineffective  drug 
combinations. 


that  basing  drug  decisions  on 
the  results  of  resistance  testing 
will  help  patients  over  a  period 
of  years  instead  of  months. 

•  At  between  $400  and  $800 
per  test,  costs  are  high. 


viiiis  that  ai'e  present  only  at  low  levels 
in  a  patient,  but  which  could  rapidly 
take  over  when  other  strains  are 
knocked  out  with  dnags.  Given  all  these 
difficulties,  "we  have  to  be  sure  that 
resistance  testing  is  driven  by  research 
needs,  not  by  companies'  commercial 
agenda,"  says  Stanford  LTniversity  pro- 
fessor of  medicine  Dr.  Jose  G.  Montoya. 

To  win  over  the  skeptics,  companies 
have  been  supporting  trials  to  find  out 
whether  resistance  testing  makes  a  dif- 
ference. Doctors  send  in  blood  samples 
for  genotyping  or  phenotyping  when 
patients'  drugs  begin  to  fail  and  their 
viral  levels  soar.  Based  on  the  tests, 
experts  recommend  new  drug  regi- 
mens. Then  researchers  compare  the 
patients  to  similar  people  whose  new 
drug  regimens  were  based  on  the  tra- 
ditional approach,  an  analysis  of  past 
treatment  history. 

The  results  of  the  first  such  trials 
have  been  promising  enough  to  con- 


as  physicians 
thought. 

A  rear  guard  of 
doubters  is  still  argu- 
ing that  the  studies  are 
too  short  to  prove  last- 
ing benefits.  But  over- 
all, "conviction  is  grow- 
ing that  resistance 
testing  is  valuable,"  contends  Kurt 
Hertogs,  director  of  research  and 
development  for  Virco  in  Mechelen, 
Belgium. 

The  final  obstacle  for  the  new  tech- 
nology is  to  convince  insurers  and 
health-care  providers  to  pay  for  it.  Pro- 
ponents believe  that  the  $4b0-$800  tests 
will  actually  save  money.  "Compared 
to  the  cost  of  weak  treatment  [every- 
thing from  wasted  drugs  to  more  hos- 
pitalizations], the  cost  of  the  test  is  a 
drop  in  the  ocean,"  argues  Dr.  Brian 
Gazzard  of  London's  Chelsea  &  West- 
minster Hospital.  Big  health-care 
providers  like  Kaiser  Permanente  are 
withholding  judgment  until  they  finish 
their  own  studies,  says  Kaiser's  Mel- 
nick. But  resistance  testing  is  expected 
to  pass  this  hurdle  too.  That  will  open 
up  a  major  market — and  give  thou- 
sands of  AIDS  patients  a  better  chance 
of  keeping  up  with  then-  deadly  viruses. 

By  John  Carey  in  Chicago 


i 
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How  Will  the  Americas 
Face  the  Challenge? 

Find  out  by  joining  us  at 


iorti 


The  Global  Challenge — 
itin  America  in  the  World  Econom} 

March  24-26.  1999 
Sheraton  Bat  Harbour  Beach  Resort 
Bal  Harbour,  Florida 


I 


I*' 


atin  America's  successful  efforts  at  foreign  debt  reduction,  liberalized  trade,  privatization  |^ 
programs,  and  deregulation  of  financial  transactions  have  garnered  international  praise.  Yet, 
^worldwide  economic  conditions  are  forcing  Latin  American  economies — considered  hot  just 


one  year  ago — to  withstand  a  capital  freeze.  How  will  the  social,  political,  and  economic  fabric  of  the 
region  endure  this  climatic  shift? 

Don't  miss  the  broadest  coverage  and  most  insightful  analysis  of  the  challenges  confronting  the 
American  Hemisphere.  From  the  Asia  crisis  and  the  role  of  regional  trading  blocs,  to  multilatinas  and  p 
what  is  necessary  to  develop  a  truly,  sustainable  economy — we've  gathered  the  business,  political,  and 
economic  leaders  you  need  to  hear — and  meet — only  at  The  1999  Business  Week  Americas  Summit. 


BusinessWeek 


E  X  E  C  r  T  I  V  E  PROGRAMS 


Sponsored  by 
\T&T 


Global  Delivery  Services  from  the 
Jnited  States  Postal  Service 


Nortel  Networks 


produced  with  the  cooperation  of 
U.S.  Department  of  Commerce 
U.S.  &  Foreign  Commercial  Service 

in  association  with 

The  Association  of  American  Ciiambers 
of  Commerce  in  Latin  America 

Foreign  Policy  Magazine 

The  Harvard  Institute  for 
International  Development 

The  Institute  for 

European-Latin  American  Relations 


Featured  Speakers: 


wm 

David  D.  Hale 
Global  Chief  Economist 
The  Zurich  Group 


The  Honorable 
Thomas  F.  "Mack"  McLarty  III 

former  Counselor  to 
President  Clinton  and  Special 
Envoy  to  the  Americas 


The  Honorable 
Felix  Pena 

Undersecretary  of  Foreign 
Trade,  Argentine  Ministry  of 
Economy,  Public  Works 
and  Services 


Nancy  Birdsall 

Senior  Associate 
Carnegie  Endowment  for 
International  Peace;  former 
Vice  President,  Inter-American 
Development  Bank 


Special  Address  By: 


Additional  Speakers: 


The  Honorable 
Andres  Pastrana 
President  of 
the  Republic  of  Colombia 


•  The  Honorable  Bernard  W. 
Aronson,  Chairman,  ACON 
Investments,  LLC  and  Newbridge 
Andean  Partners,  L.P. 

•  The  Honorable  Alvaro  Garcia 
Hurtado,  former  Minister  of  the 
Economy,  Republic  of  Chile 

•  The  Honorable  James  R.  Jones, 

former  U.S.  Ambassador  to  Mexico 


•  Felipe  Larrain,  Ph.D.,  RFK  Visiting 
Professor  of  Latin  American  Studies, 
JFK  School  of  Government,  Harvard 
University;  Director,  Central  America 
Project,  HIID 

•  Jesus  Seade,  Assistant  Director,  Policy 
Development  &  Review  Department, 
International  Monetary  Fund 

•  The  Honorable  Professor  Paulo 
Renato  Souza,  Minister  of  Education 
Federative  Republic  of  Brazil 
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egistration  Manager, 
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Ci'eative  and  strategic 
advertising  solutions  for  ^         r^^nrK>,,  ir 

the  corponite  sector  1^"°^  "^^o^  DOREMUS 

Contact  Lou  Rubin 
@  212.366.3109  or 
lrubin@doremus.con^i 


Decision-makers  are  deluged  with  choices,  information  and  hype. 
What  they  require  are  facts  not  fiction,  news  not  noise. 

It  is  vital  to  communicate  with  decision-makers 
intelligently,  credibly,  definitively.  We  do. 


DOREMUS 


Five  Simple 
Tricl<s  to  5  a  Day. 

1.  Stretch  any  meal  with  canned  and  frozen  vegetables. 
2.  Buy  fruits  and  vegetables  in  season  to  fit  your  budget. 
3.  Add  fruit  to  make  every  meal  more  fun. 
4.  Start  your  day  with  fruit  juice. 
5.  Grab  fruit  and  vegetables  for  a  quick  snack. 


qjou^alujays  wanted lo Ae^yoazoan^, 
iHwins  oul. ^/out^also 
you^  own 

Wc  undcYiland  tlic  cluillciigcs  of  building  a  hitsiiicss  like  yours. 
Tlhit's  u'li)'  we're  committed  to  protecting  yonr  past  accomplishments  as 
well  as  your  future  ones.  Tlirougli  our  independent  ageins,  we  offer  you 

an  e.xtensii'e  line  of  competitively  priced  products,  including  unique 
coverage  enhancements  for  property /casualty  insurance.  You'll  find  our 
California  roots  give  us  a  deeper  understanding  of  local  business  needs. 
Phis,  we  provide  you  with  the  financial  security  of  our  A+  rating  and 
Liberty  Mutual  backing.  All  of  which  allows  us  to  give  you  something; 

even  greater — peace  of  mind.  To  speak  with  a  Golden  Eagle  ageiU 
in  your  area,  please  call  1-800-688-8661 ,  c.\t.  6400. 


GOLDEN  EAGLE^ 

Insurance  Corporation 

PARTNER  AGENTS 

www.goldeneaglecorp.com 


Ask  a  child  about  running  a  red  light, 
and  the  answer  will  stop  you  in  your  tracks, 


©  1998  California  Stale  Automohile  Associalion 


Don't  Put  Your  Baby  s  Health  On  The  Line. 

It's  a  thin  line  between  having  a  healthy  baby  and  a  baby  that's  sick.  Don't  take  the  risk. 
If  you're  pregnant —  or  even  think  you  are  —  getting  prenatal  care  early  is  the 
most  important  step  you  can  take.  Call  1-800-31 1-2229.  We'll  put  you  in  touch  with 
the  many  services  available  to  you.  The  call  is  free  and  it's  completely  confidential. 


GetPrenatalCareEarlyvCaU  1-800^^  •  Confidential 


Take  Care  of  Yourself  So  You  Can  Take  Care  of  Your  Baby. 


Which  One  of  These  Creatures  Can 
Eat  Up  a  Whole  Forest  Overnight? 


Humans  are  the  only  creatures  that  can  start  a 
forest  fire.  So  don't  forget  Smokey's  rules.  Drown  your 
campfire  with  water  then  add  more  water  while  you 
stir  the  area  w\th  a  shovel  or  stick.  Don't  leave  until  the 
ground  feels  cold.  The  other  creatures  will  thank  you. 

Only  You  Can 
Prevent  Forest  Fires. 


SMOKEY 


Visit  Smokey's  web  site  at  www.smokeybear.com 


velopments  to  Watch 


D  BY  ELLEN  LICKING 


I  ING  REAL 
lING  INTO 
JAL  REALITY 

WORKING  THREE- 

ionally  on  a  computer 
!n  mainly  a  two-sensa- 
perience — images  and 
Only  a  few  laboratory 
s  enable  users  to  feel 
happening  on  the 
-and  then  from  just  a 
range  of  straight-line 
ents,  such  as  forward 
:kward. 

researchers  at 
,ie  Mellon  University's 
s  Institute  have  devel- 
protot^^pe  device  that 
s  with  six  degi-ees  of 
ii,  allowing  more  com- 
movements.  To  pro- 
richer  feel  and  a  more 
experience,  CMU  re- 
irs  Peter  J.  Berkelman 
l|ph  L.  HolUs  turned  to 
iiic  levitation.  The  sys- 
i  ey  component — some- 
ke  a  car's  transmis- 
)ats  in  magnetic  fields. 
!  jered  by  the  mechani- 
iys  and  gears  used  in 
ensory-feedback  sys- 
ollis'  device  can  hancUe 
mplex  movements  and 
ore  sensitively, 
the  control  stick  jut- 
m  the  top  of  a  desk- 
box  holding  the  levi- 
system,  a  user  can 
viitual  peg  into  a  vii- 
e  and  feel  simulated 
s  well  as  friction,  as  it 
The  technology  could 
ineers  in  designing 
;s.  Hollis  beheves  it 
especially  valuable  in 
■    surgeons — letting 
perience  how  it  feels 
into  a  body  with  a 
Peter  Gahiszka 


A  GANGER  DRUG 
WITHGUT  CRIPPLING 
SIDE  EFFECTS? 

CHEMOTHERAPY  AND  RADIA- 

tion  are  commonly  used  to 
treat  aggressive  cancers 
despite  their  debilitating  side 
effects.  But  there  is  growing 
evidence  that  a  drug  called 
Maxamine — when  used  in 
combination  with  immune- 
system-boosting  chemicals 
called  cytokines — can  dou- 
ble the  survival  time  of 
patients  with  acute  myel- 
ogenous leukemia  (aml)  and 
malignant  melanoma  with- 
out most  of  the  crippling 
side  effects.  In  fact,  most  of 
the  patients  were  well 
enough  to  live  at  home  dur- 
ing treatment,  and  many  con- 
tinued working.  The  drug, 
which  is  made  by  San  Diego- 
based  Maxim  Pharmaceuti- 
cals Inc.,  is  currently  being 
used  in  12  different  countries 
to  treat  more  than  800 
patients  in  three  separate 
phase  III  clinical  trials.  The 


company  expects  to  file  for 
Food  &  Drug  Administration 
approval  in  mid-2000. 

The  drug  mimics  the  ac- 
tion of  the  naturally  occur- 
ring molecule  histamine,  and 
it  works  by  enhancing  the 
body's  own  immune  response. 
Cancer  cells  usually  release 
free  radicals  that  destroy  cer- 
tain critical  white  blood  cells 
of  the  immune  system.  But 
Maxamine  blocks  the  produc- 
tion and  release  of  these  nox- 
ious compounds,  thereby  pro- 
tecting the  body's  immune 
cells  from  damage.  This 
means  the  cells  are  better 
able  to  mount  a  sustained 
attack  on  the  tumor. 

Because  Maxamine 
appears  to  generally 
boost  immune  fLmction,  it 
could  be  an  effective  treat- 
ment for  cancers  other 
than  melanoma  and  aml, 
as  well  as  a  remedy  for  vi- 
ral diseases.  Maxim  Pharma- 
ceuticals has  also  partnered 
vdth  Amgen  Inc.  to  develop 
Maxamine  as  a  treatment  for 
Hepatitis  C.  □ 


ALL  THIS  FROM  JUST  AN  OIL  CHANGE 

WHEN  WORLDWIDE  PETROMOLY  INC.,  A  HOUSTON-BASED 

manufacturing  company,  developed  a  motor  oil  that  sig- 
nificantly improved  engine  performance  and  reduced 
noxious  emissions,  it  thought  the  oil  seemed  too  good  to 
be  true.  So,  the  company  asked  the  Environmental  Pro- 
tection Agency  (epa)  to  run  its  own  tests.  The  results  of 
the  epa's  11-month  investigation  are  back,  and  they're 
remarkable.  Engines  primed  for  just  five  minutes  with 
PetroMoly  consistently  showed  a  3%  improvement  in 
highway  fuel  economy  and  an  8%  decrease  in  smog  pro- 
duction. No  extra  gadgets  were  required — ^just  the  oil 
change. 

The  company  uses  a  patented  technology  to  produce  its 
blended  motor  oil,  which  contains  soluble  molecules  of  the 
heavy  metal  molybdenum  disulfide  (moly).  In  this  case, 
the  heavy  metal  acts  as  a  lubricant,  fiUing  the  tiny  hol- 
lows in  the  smfaces  of  the  engine's  pistons,  lings,  and 
walls.  Because  metal-to-metal  contact  is  largely  eliminat- 
ed, there  is  less  overall  weai-  and  tear  on  the  engine.  An 
added  benefit  is  PetroMoly's  stability — it's  good  for  15,000 
miles,  five  times  longer  than  the  3,000-mile  guarantee  giv- 
en conventional  motor  oils. 

One  downside  is  PetroMoly's  price — it  costs  almost  twice 
as  much  as  other  motor  oils.  But  Lance  Rosmaiin,  World- 
wide PetroMoly's  president,  claims  that  because  it  extends 
the  life  of  the  engine,  it  pays  for  itself  in  the  end.  □ 


WEE  ROCKETS 
THAT  PACK 
A  BIG  WALLOP 

ON  THE  PRINCIPLE  THAT  GOOD 

things  come  in  small  pack- 
ages, three  engineers  are 
building  a  rocket  engine 
about  the  size  of  a  dime  that 
can  generate  at  least  20 
times  as  much  thrust  per 
unit  weight  as  the  space 
shuttle's  main  engine. 
Researchers  Adam  London, 
Alan  H. 


Epstein, 

and  Jack  L.  Kerrebrock,  all 
from  the  Gas  Turbine  Labo- 
ratory of  Massachusetts 
Institute  of  Technology,  say 
that  when  a  hundred  of  these 
ingenious  microrockets  are 
hooked  together  to  create  a 
palm-sized  engine,  they 
should  be  powerful  enough  to 
launch  a  50-pound  vehicle 
into  space. 

A  prototype  of  the  mit 
team's  tiny  rockets,  to  be 
tested  this  spring,  will  be 
propelled  by  a  mixture  of 
gaseous  methane  and  oxygen. 
But  the  final  version,  esti- 
mated to  take  three  to  five 
yeai's  to  build,  will  ixin  on  liq- 
uid fuel.  To  accomplish  this, 
the  researchers  ai'e  creating  a 
miniature  turbo-pump. 

One  advantage  of  the  mi- 
crorockets, the  MIT  re- 
searchers claim,  is  that  they 
will  cut  down  the  amount  of 
dead  weight  that's  carried 
into  space  by  at  least  half — 
wliich  should  considerably  re- 
duce the  cost  of  launches. 
Someday  soon,  hundreds  of 
the  tiny  rockets  could  be  uti- 
lized to  launch  and  maintain 
the  positions  of  small  scien- 
tific and  communications 
satellites.     Nellie  Andreeva 
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36.  Financial-page  stat 
37  Time,  metaphorically 
39.  Works  at  a  keyboard 
41.  Shopper's  jaunt 

44.  Boeing  product 

45.  Listen  to 

50.  Gold,  in  Granada 
52.  Type  of  IRA 
55.  IPO  offering 

57.  Pseudo-corporation 

58.  Fabric  unit 

59.  Former  Reebok  subsid 

60.  "  derriere"  (see  page  a 

62.  From  a  distance 

64.  "  La  Douce" 

65.  Convent  group 

66.  Double  Windsor,  for  o 
68.  Cry  of  discovery 

70.  To  and  

7L  RN's  offering:  Abbi 


i 


For  answers  to  this  puzzle: 

Turn  to  page  1 60  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 
\ww.businessweek.com  (URL:  w^wv.businessweek.com/adsection/ puzzlesbylincoin/index.htm) 
Puzzle  created  b\';  Stanlev  Newman. 


LINCOLN 


1-800-446-8888 


ic 


Kick  deiriere 


lost  powerful  luxury  SUV  on  the  continent.  It  pampers  seven  passengers  in  ttiree  rows  of  leattier-trimmed  seats.  Wfiile  it  tows  up  to 
inds  Over  a  mountain.  With  an  attitude.  Call  1 800  446-8888,  visit  www.lincolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer 


icoln  Navigator.  What  a 


Sports  Business 


COLLECTIBLES 


BASEBALL'S  BIGGEST 
AUCTION  EVER 

Barn^  Halper's  eccentric  treasure  trove  will  fetch  millions 


COBB  CHEWER:  Ty's  dentures  could  be 
you  rs  for  yJOO  to  S500 

Baseball  legend  Ty  Cobb  is  smil- 
ing somewliere — but  there  are  a 
few  gaps  in  his  ginn.  Cobb  went 
to  the  gi-eat  ballfield  in  the  sk>'  in 
1961,  leaxing  beliind  a  slew  of  big-league 
records  and  one  set  of  yellowed  false 
teeth.  His  dentures  eventually  found 
theii'  way  to  Bany  Halper,  a  New  Jer- 
sey collector  who  is  to  baseball  memo- 
rabilia what  Cobb  was  to  center  field. 
■'My  fti'st  reaction  was:  'What  am  I  go- 
ing to  do  \nth  a  pair  of  dentui'es?" "  re- 
calls the  59-year-old  Halper. 

Now  he  knows.  Cobb's  teeth,  and  the 
rest  of  Halper"s  amazing  collection, 
which  includes  sucli  treasui-es  as  a  tick- 
et to  the  fii-st  World  Series  in  1903  and 
a  lock  of  Babe  Ruths  haii-.  ai-e  scheduled 
to  be  sold  sometime  tliis  summer  in  live 
and  onhne  auctions  i"un  by  Sotheby's  in 
New  York.  It  may  not  have  the  snob 
appeal  of  the  Jackie  0  auction,  but 
Halper's  collection  is  expected  to  attract 
a  crowd  as  large  and  boisterous  as 
Opening  Day  at  Yankee  Stadium. 
HOLY  GRAIL  "Tliere  is  going  to  be  a  huge 
turnout  of  really  passionate  people."  says 
Da\id  N.  Redden,  a  Sotheby's  executive 
\ace-president.  "I  had  a  call  fi'om  a  part- 
ner in  a  well-known  bi-okei-age  fiiTn  who's 


ERROR:  Tin:  Red  Sox'  Carl  Ya>itr:em- 
ski  refused  this  misspelled  award 

veiy  interested.  I  said,  "The  Halper  Col- 
lection is  the  Holy  Grail,  isn't  it?'  He 
said.  "You  hit  the  gi*ail  on  the  head." " 

Halper's  collection  contains  more  than 
100,000  items,  including  bats,  unifoiTns, 
trading  cai'ds,  and  photos.  While  the  li'.  ^- 
auctions  ai-e  expected 
to  take  only  a  week 
or  two,  prepaiing  for 
the  event  has  been  a 
Ruthian  job.  Since 
last  November,  Sothe- 
by's has  been  cata- 
loging the  collection, 
which  occupies  almost 
an  entire  floor  of  a 
Manhattan  wai-ehouse, 
and  the  shelves  ai-e  filling  fast. 

Not  fai-  from  Mickey  Mantle's  fu'st 
professional  contract  and  signing-bonus 
check — for  Si, 150 — is  Lou  Gelu-ig's  last 
mitt,  a  leather  oval  that  looks  like  a  gi- 
ant oatmeal  cookie.  Paging  through  one 


BABE  BALL:  A  Ruth-signed  horse, 
from  the  '.30s.  worth  $15,000-$20. 


of  Halper's  many  albimis  recently, 
orabilia  consultant  Rob  Lifson 
across  a  questionnaire  filled  out 
young  Jackie  Robinson.  On  it,  F 
son  wTites  of  his  di-eam  to  be  th( 
Afiican-American  ballplayer  in  tl 
leagues.  "I  looked  at  this  and  got  ( 
says  Lifson,  who  is  helping  to  ap] 
items  for  Sotheby's. 

The  total  value  of  Halper's  coU 
is  the  subject  of  intense  guesswor 
timates  range  fi-om  SlO  milhon  to 
than  tlii-ee  times  that.  "We]\.  only 
when  it  sells,"  says  Lifson.  Las 
Major  League  Baseball  paid  Halj 
amount  said  to  be  S7.5  million  f( 
items,  including  Mantle's  rookie  uj 
and  the  contract  selling  Ruth 
Yankees  after  the  1919  season 
items  will  be  displayed  at  the  N 
Baseball  Hall  of  Fame  in  Cooper 
N.  Y.  in  a  "Bany  Halper  Galleiy" 
ing  next  fall.  The  HaU  of  Fame  di 
to  discuss  the  pm'chase  price. 

Although  the  market  for  some 
ball  collectibles  flattened  in  th( 
1990s,  demand  for  unusual  itei 
ains  strong.  On  Jan.  18.  the  bi 


MANTLE  PIECE: 


The  Mick's  $1,150  signing  bonus,  t 


A 


Mark  ilcGwire  socked  into  the 
last  September  for  his  70th  hoi 
sold  at  auction  for  S2.8  milhon.  r 
not  just  baseballs  that  attract  bi 
ey.  In  November,  an  auction  in  C 
netted  a  record  $4.6  milhon,  in 
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Business  intelligence  Special 


i 


Name:       John  Hoh 


b  Description:       Work  with  companies  to  identify 

product  sales  patterns  and  use  that  data  ; 
tool  to  improve  business. 


Experience:      Designed  a  point-of-sale  data  warehouse  for 

 L  Panasonic,  helping  them  analyze  buying  patterns  in 

order  to  reduce  back  orders  and  excess  inventory. 


Pet  Peeve:       Rain  checks. 


1  800  IBM  7777,  ask  for  Se 


Web:  www.ibm.com/services/info 


IBM  Global  Services 

People  who  think.  People  who  do.  People  who  get  it. 


business  peopi^' 


Sports  Business 


(LARRY) 
LAJOIE 


UNIQUE:  The  only  autogrr.  ,.!>,  ,1  mril  nf 
early  Cleveland  star  Nap  Lajoie 

S61,034  for  a  bat  used  by  Gehrig  and 
$41,745  for  a  1941  Joe  DiMaggio  base- 
ball card.  "TKe  prices  being  paid  for 
some  of  these  items  are  astounding. 
We're  all  kind  of  wondering  where  it's 
going  to  end,"  notes  Tom  Mortenson, 
editor  of  Sporis  Collectors  Digest. 

Halper's  collection  figui'es  to  feed  the 
buying  frenzj'.  Until  late  last  year,  many 
of  the  items  had  been  stored  in  his  Liv- 
ingston (N.J.)  home,  where  they  were 
seen  only  by  Halper's  family  and  guests. 
That  includes  dozens  of  star  ballplayers 
from  Ted  Williams  to  Reggie  Jackson  to 
Roger  Clemens.  One  of  Halper's  closest 
player  fiiends  is  DiMaggio,  84.  Among 
the  imusual  items  up  for  sale  is  a  coffee 
table  with  56  balls  signed  by  DiMag- 
gio— signifying  the  Yankee  Clipper's 
record  56-game  hitting  streak — displayed 
beneath  a  glass  top. 

Halper,  who  owns  about  1"^  of  the 
Yanks,  staited  collect- 
ing when  he  was  8. 
The  ne.\t  summer,  his 
father  took  him  to 
Yankee  Stadium  on 
the  day  Ruth's  Xo.  3 
was  retired.  Before 
the  game,  he  got  the 
Babe  to  autograph  a  ball,  the  fu-st  of  200 
Ruth-signed  hoi'sehides  in  his  collection. 

These  days,  Halper  is  known  as  much 
for  his  efforts  to  authenticate  his  items  as 
for  the  items  themselves.  In  the  1970s,  he 
acciuired  a  unifonn  supposedly  wom  by 
Cincinnati's  Ewell  Blackwell  in  a  1947 
game  in  which  Blackwell  tossed  a  no-hit- 
ter. Halper  b)-ought  the  uniform  to  ;i 
memorabilia  show  to  have  Blackwell  coi ; 
firm  that  it  had  been  his.  As  Halper  re- 
membei-s,  Blackwell  lifted  the  right  sleeve 
and  "smelled  under  the  iUTnpit.  Then  he 
looked  up  and  said.  "Yep,  this  is  mine.' " 
By  Mark  Hyman  in  New  York 

152  BUSINESS  WEEK  /  FEBRUARY  22,  1999 


IRON  HORSE  MITT; 


Ig's  last  glove  may  bring  in  $35,000  to  $50,000 


SPOOKY:  A  life- 
size  Babe  in 
tra.r  from 
Madame  Tns- 
sa lid's.  $3,000  to 
$5,000 


isinessWeek 


IN  PARTNERSHIP  WITH  WORLD  RESOURCES  INSTITUTE 


Announcing 


lhei^ext 
1  Bottom  Line 


AGENDA     FOR     THE     2  1ST  CENTURY 

Solving  scoal  and  environmental  challenges  is  no  longer  optional 
for  companies  or  society.  These  global  challenges  demand  ingenuity  and 
resolute  efforts  to  sustain  economic  progress  while  preserving  the  vitaht}'^ 
of  our  communities  and  the  integrity  of  the  Earth's  natural  s}'^stems. 

Business  Week  and  World  R^ources  Institute  (WRI)  are  proud  to 
announce  a  definitive  special  advertising  section.  The  Next  Bottom  Line. 
The  section  will  feature  essays  by  CEOs  of  major  corporations  and 

insiffhtfill  articles  hv  WT?T  addressino^  hnw  bnsinpcc  ran  Kalanrf»  n<»w 


social,  environmental,  and  financial  expectations  and  still  provide 
shareholder/stakeholder  value. 

Beyond  Business  Week\  vast  global  coverage: 

■  The  internationally  renowned  Tomorrow  —  Global  Environment 
Business  Magazine  will  print  the  entire  section  in  its  May/Jime  issue. 

■  The  National  Town  Meeting  for  a  Sustainable  America  will  widely 
distribute  reprints  of  die  section  (May  2-5,  1999). 

■  WRI  will  introduce  the  reprinted  section  to  distinguished  business 
schools  worldwide. 

We  invite  you  to  be  our  corporate  partners  as  we  all  become  stewards 
of  a  new  balance  sheet  ---  a  "win-win"  for  the  entire  planet. 


Issue  Date:  May  3, 1999  Worldwide  Editio^ 
Advertising  Closing  Date:  March  22 


For  more  information,  contact  your  Business  Week  Account  Manager  or 
Sue  Swarzman,  Special  Projects  Consultant  at  212/996-7332. 


Marketing 


CAMPAIGNS 


2.000  REASONS 

TO  HATE  THE  MILLENNIUM 

Marketers  are  hyping  it  to  a  froth-and  they've  only  just  begun 


Wlien  Chicago  restaurateur  Sonny 
Dervishi  opened  his  newest 
eateiy  a  little  more  than  a  year 
ago,  he  called  it  Millennium  Steakhouse. 
He  can't  say  for  sure  if  the  name  at- 
tracts business.  In  fact,  it's  a  bit  of  a 
hassle  sometimes.  Denashi  often  must 
redirect  phone  callers  looking  for  one 
of  the  many  other  Chicago-area  busi- 
nesses using  millennium  titles.  Even  so, 
Dei-\ishi  couldn't  resist  the  marketing 
gimmick.  "It's  a  catchy  name,"  he  says. 
"It's  talked  about  so  much." 

That's  the  understatement  of,  well, 
the  millennium.  It  is  one  of  the  ironies 
of  business  that  marketers — who  are, 
after  all,  paid  to  make  theu-  products 
stand  out — tend  to  move  in  herds.  Nev- 
er mind  that  fin-de-siecle  fever  is  based 
on  nothing  but  a  calendar  ciuirk.  Never 
mind  that  consumei-s  show  cleai-  signs  of 
fatigue.  "I'm  tired  of  hearing  about  the 
millennium  already,"  says 
Paulette    Karras,  a 
baker  in  Mesa.  Aiiz. 
"In      about  six 
months,  I'll  be  sick 
of  it." 

Despite  that  kind 
of  millennium  over- 
load, marketers  can't 
seem  to  resist  associat- 
ing their  products  with  next 
year's  calendar  change.  In  the  first  two 
months  of  1999  alone,  millennium  refer- 
ences have  cropped  up  in  all  kinds  of 
ads,  fi'om  Merrill  Lynch  &  Co.'s  bro- 
kerage sen-ices  to  Dodge's  Intrepid. 

Korbel  Champag-ne  Cellars  Inc.  will 
spend  $25  million  both  this  year  and 
next  to  promote  its  bubbh'.  "They  think 
they  can  slap  millennium  on  it  and  make 
it  stick,"  says  trends  consultant  Gerald 
Celente,  pubHsher  of  The  Trends  Jrjiir- 
nal,  based  in  Rhinebeck,  N.  Y.  "It  will 
be  an  overhyped  fad." 
UP  FOR  GRABS.  Still,  for  most  mai'keters, 
there's  no  holding  back.  McDonald's 
Coip.  will  launch  millennium-themed  TV 
ads  and  in-store  promotions  in  the  first 
quarter  of  this  year.  R.J.  Milano,  vice- 
president  for  marketing  at  McDonald's 
USA,  won't  relf'ase  details  of  the  bhtz, 
but  promises  o'lly  "no  McMillennium." 


THE  MARKETING 
MADNESS  BEGINS 

KORBEL  The  champagne  maker 
uncorked  bigger  ad  budgets  in 
December,  as  it  prepared  for  yearlong 
bubbiy-of-the-millennium  push. 

MCDONALD'S  Millennium- 
themed  burger  ads  will  appear  as 
early  as  first  quarter,  '99,  offi- 
cials say.  Only  promise:  No 
McMillennium. 

NICKELODEON  The  kids'  chan- 
nel launches  a  Nickellenium 
series,  programming  with  a  mil- 
lennium twist. 


Othei"s  ai'e  showing  less  restraint 
elodeon  plans  to  run  a  series  of  yi 
oriented  news  shows  and  dociunen' 
called  Nickellenium.  Warner  Bro 
Inc.  hopes  to  cash  in  selling  mercha 
bearing  its  Mil-Looney-Um  logo. 
Brewing  Co.  is  pondering  the  laun 
a  Millerennium  campaign. 

What  makes  the  millennium 
more  overdone  than  your  average 
that  any  mai-keter,  big  or  small,  ca 
in.  Unlike  the  01>Tnpic  Games  o: 
Super  Bowi,  where  the  right  to  un 
official  h>T)e  costs  big  bucks,  the 
lennium  is  a  fi'ee-for-all,  drawing  i 
small  fiy  as  w-ell  as  the  big  cor 
lions.    Homebuilder  Larry 
dubbed  his  new  developmei 
Scottsdale,  Aiiz.,  "Home  for  th( 
lennium."  Budd  Goldman,  a  clock 
chant  in  Mineola,  N.  Y,  says  th: 
has  sold  more  than  1  million  miller 
clocks  that  liit  zero  at  the  stro 
midnight,  Dec.  31.  1 
RIGHT  YEAR?  Even  as  they  pi 
millennial  hypesters  face 
risks.  Satm-ation  is  the  mo 
\ious.  But  there's  also  the  d 
ed  Y2K  bug.  If  serious  conj 
problems  hit  in  2000,  ad  camt 
celebrating  the  era  will  lookl 
Those  problems  have  a  hand 
mai-keters  sitting  the  millennial 
out.  Many  airlines,  for  exa 
mindful  of  alannists  who  sa 
will  cause  planes  to  fall  d 
the  sky,  are  staying  aw^ajj 
the  theme.  Coca-Cola  Co.  i 
taking  a  pass.  Coke  officia 
the  topic  is  so  oversubscribe 
there's  no  way  for  a  brand  to 
out.  Carnival  Coip.  reached  thd 
l  unclusion.  "The  challenge  for  a 
lennium  marketers  is  going  to  H 
getting  lost  in  the  shuffle,"  sayl 
Dickenson,  president  of  the  Cal 
Cniise  Lines  Div.  j 
But  those  holdouts  will  provii 
consumer  little  respite.  For  eac| 
standing  aside,  it  seems  a  dozen 
in  full  force.  And  perhaps  w'ors 
for  millennium-weai7  consumer 
hoopla  won't  end  at  the  stroke  c 
night  next  New  Year's  Eve.  Man; 
panies  are  subscribing  to  the 
that  the  centui-y  does  not  officiall 
until  2001.  M&M/Mai-s,  a  division  o 
Inc.,  wiiich  already  runs  millei 
themed  ads,  has  more  planned  bu' 
discuss  them  until  next  year, 
waiting  for  the  real  millennii 
spokeswoman  says.  One  consolati 
should  get  1,000  years  of  respite 
the  next  bout  of  millennium  fevc 
By  Dennis  Be r man  in  New 
icitli  Ann  Therese  Palmer  in  Ch 
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Oil  and  water  go  together.  When  you  find 
le,  you  find  the  other  Which  means  we  end 
)  finding  millions  of  gallons  of  water  every  day. 

But  we  didn't  want  to  waste  it.  So  we  came 
)  with  an  innovative  way  to  use  it.  We  take 
ater  we  don't  need  from  oil  fields  and  channel 
to  farms  all  over  the  California  Central  Valley. 


Where  water  is  as  precious  to  farmers  as  oil  is  to 
us.  And  now,  green  acres  of  farmland  are  feeding 
people  coast  to  coast,  everything  from  apples  to 
oranges,  to  yes,  you  guessed  it,  watermelons. 

It's  one  more  way  our  relentless  pursuit  of 
energy  keeps  the  world  running.  Looks  like  that 
water  made  quite  a  splash. 


Visit  www.texaco.com 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO,  11  6061  1 


Corporate  Gifts 


Logo  Tattoos! 


I 


1000  Temporary  Tattoos  with  your  Logo, 
Just  $189.00!! 

plus  $10.00  S&H  (CA  add  7.25%  sales  tax) 
Customized!  Full  Color!  2"x2" 

Calico 

3000  Alamo  Drive,  Ste  201  •  Vacaville,  CA  95687 
Tel;  707/448-7072  •  Fax:  707/446-8273 


IVIen's  Footwear 


men's  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog -High  guality-ieo  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55B  Hingham.  MA  02IJ43 
1-800-992-wiDE  www.wideshoes.com 


Trademarl(S 


TRADEMARKS 


•Trademark  by  Plione! 

•  Protect  your  logo,  slogan 
or  business  name 

•  Attorney  owned/operated 


800-67-TRADEMARK 


Vanguard  Investors 


FREE  Special  Report 
for  Vanguard  Investors 

\ 

m 

Lower  your  costs  even  more  Get  into 
any  fund  Vanguard  has  closed  Sidestep 
minimums  And  more!  You've  made  a 
wise  choice  to  invest  with  Vanguard,  now 
1  get  an  "extra  edge"  from  Dan  Wiener, 
\  the  nation  s «!  Vanguard  expert 
Call  lot  your  FREE  feporl  today! 

800-211-6359  (3tr727) 

Business  Services 


RESEARCH  REPORTS 


20,000  ACADEIVIIC  TOPICS  AVAILABLE! 

Send  S2  foi  ihe  290  page  catalog 
Custom-wnHen  lepoits  also  available 
RESEARCH  ASSISTANCE 
11322  loaho  Ave ,  #206BF 
Los  Angeles.  CA  90025 
TOLL  FREE  HOTLINE:  800-351-0222 
l»il.gi;'.i.i'.i.ii|j.L-jJ-Tj-i.B.U.Ti.4M.»J-!.|., 


INCORPORRTE 


FREE  Information 
'  All  U  S  States  and  Offstiore 
'  Attorney  owned  and  operated 


www.corpcreations.com 


1-800-672-9110 


TRRDEMRRK 


CALL  NOW 

SAVE  30%  to  50% 


BUSINESS  AND 
COMPUTER  CHECKS 


Ordering  is  easy' 
Just  pick  up  ttie  plione  and  CALL 

Designer  Checks 

|.800.239.4087ext.29 

Fax  l-800»774-l I  18 
WWW.designerchecks.com 


lave  your  checks  &  deposi 
fow  credit  card  You  cai 


copy  of  the  check 


00%  Satisfaction  Guaranteed 


Investment  Services 


Upscale  Household  Services 


'ANL^iQEWCSi  POTTED.  LTD 

k   'HF  HOUSEHOID  PROfESSIONAl" 


Eslote  Manager 
Houseiiold  Manageri 
landscape  Gardeners 
Chefs  •  Bullers/Housemen 
Couples  •  Personal  Assislonts 

1-800-800-6757 


Publishing  Services 
Publish  Your  Book 

y.'i-year  tradition  of  quality.  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  wnle  Dorrance- 
BW.  643  Smitl-ifield,  Pittsburgh,  PA 
or  call  l-H()()-f)9.5-9.599 


Business  For  Sale 


Unique  Antique  1954 
Working  Grain  Elevator 

All  wood  construction  on  3/4  acre  in 

hunting/fishing  haven  in  western 
Montana.  Only  $410,000  00.  Serious 
Inquines  Only.  No  agents  please.  Call 

406-826-5775 


Franchising 


ARE  YOU  SiniNG  ON  A  GOLD  MINE? 


B^[Franchiselt7|^^Bi 

CALL  1  ■800-373-6344 

Talk  to  us  first  Because  nobody  has  franchised 


more  businesses  than  Francorp 
The  leader  in  franchise  development 
and  consulting.  Worldwide 

wxincofP'  Bw 


It's  time  you  were  boss« 
let  Shred-it  show  you  how. 


Shred'il  is  the  world  leader  and  on  Ihe 
'  utting  edge  ol  a  new  business  concepi 
"mobile  paper  shredding" 
Shred'il  shreds 
roniidential  documenis  tor  over  45,000 
companies  in  North  America 
Shred'il  oilers  a  proven  iranchise  syslem 
Mircesiiuiiy  operating  in  over  60  markets 
across  North  America. 

Shred-il  provides  a  ground  floor 
opportunity  wilh  unhmiled  growth  polential 
and  limited  competition  lor  individuals  who 
are  enlrepreneunal  and  sales  oriented 
Shred-il  provides  a  National  accoLmi 
pi'^giam,  full  training  and  support  with 
large,  exclusive  territones 
Excellent  territones  available  world  wide 

cciii  Doug  Warren 
(905)  855-2856  Ext  237 

E-mail:  doug@shredit.com 


Business  Opportuniti 


Fmiii 


littitione 
'J 


Arr.inge  Rusmvss  l.o.iiis  .md  Hqui|S. 
Leases  from  Sl.OOO  lo  SIO  million.  I*'  """ 
brokering.  Work  directly  with  Naijnont 
Lenders.  Unlimited  earnings  potentil 
residual  income 
FREE  45  minute 
video  seminar  and 
information  packet 

CALL  1-800-336-39t 

The  Loan  Conbultaiit^,  In 


OFFSHOB 


h<W< 

mm 


Fa.\oo 

(800)551 

for  as 


♦Companies 
❖BanMne 
❖Credit  Cards 
❖Pri\'acy 

(800)  551-2141  Univei 

Visa/MC/Amex 


CoWP'n 


Business  Software 


MAIL  ORDERS  WEB  O 


invcn[or>  mjiijj;cint;r.[.  rtponirig.  Iim  m.injeer 
mjilinf; — c\'eritliing  vou  need  foi  nrdet  lakjngDvj 
even  the  World  Wide  Web  in  one  simple  easy-K 

iiordabic  Windows  progrjin  ironi  DvdjooT 
OH  1.800-858-.f666  or  visit  www.dvdacomp. 

MailOnlerMsaiagc 


Venture  Capital 


Corporate  Inves 
Seeking  To  Inv 

in  emerging  companies  ii 
media,  consumer  prodi 
and  branded  servicei 
Please  fax  summary  desci 
to  203-328-2394  ore 
bussplan@ix.netcom, 


Financial  Servici 


[  $7  500  to  $95, 
6.00%  to  12.01 


'leedbvi 
'■ta 


Trade  Online  w/Signal 

the  real-time  money-making  machine! 

it:,:*  Stocks^  : 


•  Fiitufes 

•  Options 
-Streaming 

Internet  ■ 
^Delivery 
'  We«  Nasdaq 
Levbll 


>  Forex 
•News 
'Charting 
'  Historical 
Data 

•Pager/cell 
phone  alerts 


Sign-up  online  today  at: 

www.dbccoin/bw 
or  call  888.200.1016  x1401 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464  0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


MARKETPLACE! 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  6061  1 


Education/Instruction 


MM 


ictitioner's  MBA  &  JD 
grams.  Accredited 
It,  r.  Master,  Bachelor. 

monticello.edu 
H  913-661-9414 
0-405-7935 


9Y  Distance  Learning 

university  offers  accredilecf  iVfBA;  no 
GMAT  needed,  Cfiosen  by  Economist 
it  as  one  ol  world's  best  IVIBA  programs 

[UNIVERSITY  I  (800)  MBA-0707 
in  Distributor  I       Ask  for  ext  20 
■  n  St,  Suite  2,  El  Cerrilo,  CA  94530 
r  ite  FaxBack  literature:  from  your 
! 's  phone,  call  (510)  486-8900. 


;ation/lnstruction 


1  knowledge 
world-class  faculty  al  Leicester 
lanaqement  Cenlre—a  world  leader 
distance  learning. 

I  "equlred 

ort  (enter 

rlerire  IX  qualifications  considered 
the  Association  of  Business  Schools 
with  tiie  Association  of  MBAs 

der  Koyal  Charter 

I  onnation  and  a  free  brochure. 
IO'874-5844  or  e-mail 
n.  Visit  the  university  s 
*  le.ac.uh/lumc/  iOl 


lOM  Equipment 


F  ncial  Services 

1)0 .0  $500,000 

xpand  your  business 
usiness  loan  that  is 
nteed  by  the  Govt. 
isiness-capital.org 

15-6756  Ext  8006 


800.441.4746 

 ¥fww.isimy,edv 

Accredited  by  the  ~ 
Distance  Education  Training  Council 


Trie  Leader  in  Distance 
Learning  for  20  Years 


•Assoclate'Bachelor»Master»Doctor 

Business  (Ivlgmt,  HRIVI,  Healtti  Care) 
Management  of  Tecfinology, 
Pscfiology,  Law 
Southern  California  University 
for  Professional  Studies 

1840  E  17th  SI  BW.  Santa  Ana,  CA  92705 
800-477-2254     www, scups.edu 


Education/Instruction 


COLUMBIA 
BUSINESS 
SCHOOL 


Columbia  Executive  Education 
Learning  that  powers  pertbrmance.  " 


UPCOMING  COURSES 


Finance  and  Accounting  for  the  Nonfinancial  Executive 

(Mar  21  -  26)    (Jun  13  -  18) 

The  Transition  to  General  Management 

(Apr  18  -  30)    (Oct  31  -  Nov  12) 

Emerging  Leader  Development  Program 

(Mar  14  -  19)    (Dec  12  -  17) 


For  more  information  on  these  and  other  programs: 

Call  212-854-3395  ext.  64 

Visit  our  web  site  at:  www.colunibia.edu/cu/bijsiness/execed 


Aviation/Fractional  Ownerstiip 


FLEXJET 

It  s  your  time, 
INVEST  IT  wisely. 


Our  Flexjet  Fractional  Ownership  program  lets  you 
buy  a  piece  of  a  Learjet  or  Challenger  business 
jet  for  as  little  as  $175,000*.  So  you  can  invest 
the  time  you  currently  spend  waiting  to  fly  in 
something  a  little  more  profitable...  like  taking 
care  of  business. 

To  learn  more,  call  1-800-FLEXJET  (353-9538). 
We're  ready  when  you  are. 

BOMBARDIER 

AEROSPACE 

*  Estimated  annual  after-tax  cost  of  ownerstiip 
(500  occupied  hours  over  five  years)  In  a  Learjet  31A  Conditions  apply 


live  tv  PRODUCED  BY 


live  tv  SPONSORED  BY 


Official  Media 
Services  Provider 


gOfnniunlcatiQiis 

In  cooperation  with 


BusinessWeek 


ERICSSON  3 


CMP  COMPAa 


Three  further  sponsors  of  live  tv  to  be  announced. 
For  information  on  advertising  and  sponsorship  opportu- 
nities on  Telecom  99  +  Interactive  99  live  tv  call  Michael 
Wolf  on  Tel  +44  (0)  1628  502930. 


usiness  Week  Index 


I 


DUCTION  INDEX 


PRODUCTION  INDICATORS 


Change  Irom  last  week:  -0. 1% 
Change  from  last  year:  3  9% 


PRODUCTION  INDEX 

 Jan,  30=142.3  

1992=100 


Feb  June  Oct  lai. 

1998  1998  1998  1999 

he  index  is  a  4-week  moving  average 

)roduclion  index  dipped  in  the  week  ended  Jan.  30,  The  unaveraged 
also  fell,  from  143.0  to  142.9.  After  seasonal  adjustment,  coal 

ction  dropped  2.1%,  viiith  the  largest  declines  in  the  states  of  Alabama 

'irginia.  Output  of  autos,  trucks,  steel,  oil,  and  rail  freight  were  also 
Only  electric-power  output  and  lumber  posted  gams.  The  monthly  index 

muary  was  142.3,  down  0.1%  from  December's  index  of  142.4 

ion  indpr  copviighl  1999  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

K  PRICES  (2/5)  S&P  500 

1239.40 

1279.64 

22.4 

ORATE  BOND  YIELD.  Aaa  (2/5) 

6.40% 

6.16% 

-4.3 

;Y  supply,  M2(1/25)  billions 

$4,434.0  3 

4,435.6r 

8.7 

&L  CLAIMS.  UNEMPLOYMENT  (1/29)  thous 

292 

301r 

-3.9 

GAGE  APPLICATIONS.  PURCHASE  (2/5) 

253.5 

272.9 

1.6 

GAGE  APPLICATIONS.  REFINANCE  (2/5) 

1,654.0 

1,741.7 

-18.5 

es:  standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept  ,  Mortgage 
s  Assn   (Index:  March  16,  1990=100) 


fSREST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

»L  FUNDS  (2/9) 

4  73% 

4.56% 

5.44% 

'lERCIAL  PAPER  (2/9)  3-month 

4.79 

4.76 

5.42 

FICATES  OF  DEPOSIT  (2/10)  3  month 

4.89 

4.88 

5.55 

MORTGAGE  (2/5)  30-year 

6.86 

6.84 

7.16 

tTABLE  MORTGAGE  (2/5)  one  year 

5.69 

5.68 

5.70 

;  (2/5) 

7.75 

7.75 

8.50 

'S:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (2/6)  thous.  of  net  tons 

LATEST 
WEEK 

1,959 

WEEK 
AGO 

2,011# 

YEARLY 
%  CHG 

-10.1 

AUTOS  (2/6)  units 

102,803 

123,660r# 

-8.4 

TRUCKS  (2/6)  units 

147,991 

153,868r# 

9,2 

ELECTRIC  POWER  (2/6)  millions  of  kilowatt-hrs 

65,044 

64,258# 

0,2 

CRUDE-OIL  REFINING  (2/6)  thous.  of  bbl./day 

14,412 

14,223# 

1,8 

COAL  (1/30)  thous.  of  net  tons 

22,452# 

22,005 

9,7 

LUMBER  (1/30)  millions  of  ft. 

550. 3# 

502.0 

15,2 

RAIL  FREIGHT  (1/30)  billions  of  ton-miles 

27. 1# 

26.6 

5,0 

Sources:  American  Iron  &  Steel  Institute,  Ward's 
Institute,  American  Petroleum  Institute,  Energy  Dept 
American  Railroads 

Automotive  Reports.  Edison  Electric 
,  WWPAi,  SFPA:\  Association  of 

PRICES 

GOLD  (2/10)  $/troy  oz. 

LATEST 
WEEK 

288,200 

WEEK 
AGO 

286.850 

YEARLY 
%  CHG 

-3.4 

STEEL  SCRAP  (2/9)  #1  heavy,  $/ton 

84.00 

84.00 

-40.2 

COPPER  (2/5)  e/ib. 

68,6 

68.0 

-14.4 

ALUMINUM  (2/5)  c/ib 

58.8 

59.0 

-19.2 

COTTON  (2/5)  strict  low  middling  1-1/16  in.,  0/lb.  58.43 

57.76 

-8.2 

OIL  (2/9)  $/bbl. 

11.46 

12.04 

-29.2 

CRB  FOODSTUFFS  (2/9)  1967=100 

199.46 

200.24 

-11.5 

CRB  RAW  INDUSTRIALS  (2/9)  1967=100 

262.40 

262,14 

-11.2 

Sources:  London  Wednesday  (inal  setting,  Chicago 
market,  NYMEX,  Commodity  Research  Bureau 

market,  Metati 

Week,  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (2/10) 

LATEST 
WEEK 

1.8950 

WEEK 
AGO 

1.7800  1 

YEAR 
AGO 

.1261 

BRITISH  POUND  (2/10) 

1.63 

1.64 

1.63 

CANADIAN  DOLLAR  (2/10) 

1.49 

1.51 

1.44 

EUROPEAN  EURO  (2/10) 

1.1313 

1.1345 

NA 

JAPANESE  YEN  (2/10) 

114,13 

112.34  123.53 

KOREAN  WON  (2/10) 

1180.0 

1170.0  1600.0 

MEXICAN  PESO  (2/10) 

10.060 

10.108 

8.455 

TRADE-WEIGHTED  DOLLAR  INDEX  (2/10) 

106.2 

105.0 

108.9 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar,  except 
for  British  pound  and  European  euro  in  dollars.  Trade-weighted  dollar  via  J,P,  Morgan, 


in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
1 -Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


I  NG  STARTS 

ic\  sday,  Feb.  17,  8:30  a.m. est  >  Hous- 

'ts  probably  stood  at  an  annual  rate 
r,  !  million  in  January,  says  the  median 
eij  t  of  economists  surveyed  by  Stan- 
re;  Poor's  MMS,  a  unit  of  The  McGraw- 

Tipanies.  The  projected  number 
111  je  down  slightly  from  the  1.72  mil- 

Ini  Ties  started  in  December,  For  all  of 
9'  ;onstruction  was  begun  on  1.62  mil- 
'  Ties,  the  most  in  11  years. 

Bj  FRIAL  PRODUCTION 

'd  day,  Feb.  17,  9:15  a.m. est  >■  Indus- 

il  put  likely  rose  just  0.1%  in  January 

sr  :reasing  0.2%  in  December.  Electrici- 

JS  robably  continued  to  rebound  after 


unseasonably  warm  weather  pushed  down 
demand  in  October  and  November.  The  oper- 
ating rate  for  all  industry  probably  averaged 
80.6%,  from  80.9%  in  December. 

PRODUCER  PRICE  INDEX 

Thursday,  Feb.  18,  8:30  a.m. est  >■  Produc- 
er prices  for  all  finished  goods  likely 
increased  0.1%  in  January,  after  rising 
0,4%  in  December.  Excluding  food  and 
energy,  core  prices  probably  also  edged  up 
0.1%  after  jumping  1%  in  December,  the 
result  of  a  30.7%  spike  in  cigarette  prices. 

CONSUMER  PRICE  INDEX 

Friday,  Feb.  19,  8:30  a.m. est  ^  Consumer 
prices  for  all  goods  and  services  probably 


rose  0.2%  in  January  following  a  0.1%  gam 
in  December,  says  the  s&p  mms  median  fore- 
cast. Falling  gasoline  prices  offset  increas- 
es for  other  items,  especially  tobacco. 
Excluding  food  and  energy,  core  consumer 
prices  probably  increased  0,2%  in  January, 
after  rising  0.3%  in  December. 

INTERNATIONAL  TRADE 

Friday,  Feb.  19,  8:30  a.m. est  ►  The  U.  S. 
foreign  trade  deficit  for  goods  and  services 
probably  widened  in  December,  to  $16  bil- 
lion, from  $15.5  billion  in  November. 
Exports  in  December  are  expected  to  have 
regained  a  bit  after  falling  2%  in  Novem- 
ber. Imports,  up  0.4%  in  November,  likely 
continued  to  rise. 
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Special  Advertising  Feature  • 

Mixing 
Business  witiii 
Pleasure 
by  Lincoln  | 


Answers  from  puzzle  #8 
in  Business  Week, 


yiiCOLN 

vvwwjncolnvehicles.com 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
IVIost  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABB  Asea  Brown  Boven  52 
Advanced  Micro  Devices  (AMD)  38 
Advanced  TelCom  12 
Aeroquip  60 
Aetna  (AED  12 
AIG  (AIG)  47 
Allianz  56, 108 

Amazon.com  (AMZN)  6,30,112, 
126 

American  Airlines  (AMR)  8, 40 
American  Standard  (ASD)  47 
America  Online  (AOL)  30, 45,  60, 
76, 139 

Ameritech  (AIT)  47,139 
Amentrade  (AMTD)  112 
Amway  33 
Aplio  60 

Apple  Computer  (AAPL)  19 
Astra  52 
AT&T(T}  139 

B 


Baan  60 

BancBoston  Robertson  Stephens 
(BKB)  138 

Bankers  Trust  (BT)  12,56 
Barclays  Global  Investors  126 
Barnes  &  Noble  (BKS)  30,112 
Bay  Networks  (^fD  45 
Bell  Atlantic  (BEL)  139 
BMW  107, 108 
Boeing  (BA)  162 
Boston  Martlet  (BOSTQ)  88 
Bnstol-Myers  Squibb  (BMY)  45 
Bntish  Aerospace  107 
BT  Alex  Brown  (BT)  40 
BugNet  60,69 
BuildNET  45 

Burger  King  (DEO)  84,88 


Callaway  Golf  (ELY)  8 
Cambndge  Group  112 
Camden  Financial  126 
Carnival  (CCD  154 
Cendant  (CD)  92 
Chevron  (CHV)  35 
China  Telecom  48 
Chipotie  Mexican  Gnll  88 
Cisco  Systems  (CSCO)  45 
Citibank  (C)  45 
CKE  Restaurants  (CKR)  84 
Clinical  Laboratories  45 
CNET  (CNWK)  45 
Coca-Cola  (KO)  154 
Commerzbank  56 
Compaq  Computer  (CPQ)  19,38, 
76 

Continental  Airlines  (CALA)  40 
CooperTire&  Rubber  (CTB)  138 
Credit  Suisse  First  Boston  108, 
112,120 
Crestpointe  36 
Cyberlnvest  120 
Cytyc(CYTC)  138 


Dataquest  60 
Davis  Selected  Advisers  84 
Dell  Computer  (DELL)  38, 76 
Deutsche  Bank  (DBK)  56.112, 
118 

Diversrfied  Pharmaceuticals  45 


DUdirect(DU)  120 
Domini  Social  Equity  Fund  126 
Dow  Jones  (DJ)  126 
Dresdner  Bank  (DRSOY)  56, 96, 
108 

Durst  Organization  96 


Earthlink  60 
Eastman  Kodak  (EK)  45 
eBay (EBAY)  30 
Egghead (EGGS)  60 
Electrolux  52 
emachines  45 
EntreMed  45 
Ericsson  (ERICY)  52 
Ernst  &  Young  69, 134 
E*Trade  (EGRP)  111112, 118, 
120,126 

Evensky  Brown  &  Katz  134 
Everen  Secunties  84 
Express  Scripts  (ESRX)  45 
Exxon  (XON)  35 


Lehman  Brothers  (LEH)  108,126 
Lens  36,  92 
Linux  60,  69 
Livent  92 
Lycos  (LCDS)  42 

M 


Fannie  Mae  96 
Farallon  Communications  19 
Federated  Department  Stores 
(FD)  60 

Fidelity  Investments  126, 162 
Financial  Research  126 
Ford(F)  52,107 
Freddie  Mac  96 
FreePCcom  45 
Frontier  Corp.  (FRO)  30 


Gartner  Group  60 
Gateway  (GTW)  60 
General  Electric  (GE)  84,111 
General  Motors  (GM)  27, 30 
Glaxo  Wellcome  (GLX)  45 
Goldman  Sachs  47 
Gomez  Advisors  120 
GTE (GTE)  139 


Hambrecht&QulsKHQ)  60,112, 
120 

Hershey  Foods  (HSY)  18 
Hewlett-Packard  (HWP)  19,45, 
60,  76 

Honda  (HMO  107 
Hyatt  Hotels  &  Resorts  47 
Hyundai  Group  48 

i 


Ibbotson  Associates  134 
I.C  Imports  36 
ILX  Systems  112 
ING  Baring  Furman  Selz  107 
Institutional  Shareholder 
Services  92 
Intel  (INTO  38,45,60 
International  Data  12, 38 
Investor  52 


Kaiser  Permanente  12, 142 
Keefe  Bruyette  &  Woods  45 
Korbel  Champagne  154 
Kroll-O'Gara  (KROG)  138 


LabCorp  142 
La  Salsa  88 


Maior  League  Baseball  150 
M&M/Mars  154 
Mars  18 
MasterCard  45 
Maxim  Pharmaceuticals 
(MMP)  147 

McDonald  Investments  (KEY)  138 
McDonald's  (MCD)  84,88,154 
McGraw-Hill  (MHP)  159 
MCI  WorldCom  (WCOM)  6 
Merrill  Lynch  (MER)  42, 60,  69, 

107,111,112,126,154 
Meyer  (Fred)  126 
Microsoft  (MSrn  12,60,89,76, 

112,126 

Millennium  Steakhouse  154 
Miller  Brewing  154 
Miramar  Systems  19 
Mobil  (MOB)  35 
Morgan  Grenfell  (DMGL)  138 
Morgan  O  PXJPM)  52,112 
Morgan  Stanley  Dean  Witter 
(MWD)  60, 112, 120, 126, 132 
Morningstar  134 
Motorola  (MOT)  45 

N 


National  Commercial  Bank  35 
NationsBanc  Montgomery 
Secunties  (BAG)  42 
NBC  (GE)  42 

Netscape  Communications 
(NSCP)  60,76 

Network  Associates  (NETA)  60 
Networ1(  by  Design  12 
Nextel  Communications  (N)G"L)  6 
Nielsen  (A  C.)  (ART)  118 
Nike  (NKE)  45 
Nikko  Secunties  96 
Northern  Telecom  (NT)  45 
Nonfl/est  Investment 
Management  134 
Novell  (NOVL)  60 


Oracle  (ORCL)  60 
Ositis  Software  19 


PaineWebber  (PWJ)  40,60,112, 
120 

Panbas  96 

PE  Biosystems  142 

PetroMoly  147 

Pfizer  (PFE)  48 

Phillips-Van  Heusen  (PVA)  6 

Piper  Jaffray  38 

Pirelli  138 

Polo  Ralph  Lauren  (RL)  118 
Procter  &  Gamble  (PG)  48 
ProFunds  126 
Prudential  Secunties  112 


Quest  Diagnostics  (OCX)  45 
Quokka  Sports  38 


SAP  60 
SAS  52 

Saudi  American  Bank  35 
SBC  Communications  (SBC 
139 

Scania  52 

Schwab  (Charles)  (SCK)  V 
112,118,120 
Seagram  (VO)  42 
Sears (S)  45 
Securities  Data  30 
Siemens  48 
SKF  52 

SmithKline  Beecham  (SBHl 
Softbank  118 
Sotheby's  (BID)  150 
Southwest  Airlines  (LLW)  k 
Specialty  Labs  142 
SpectraSite  Communicatio 
Sprnt  (FON)  48 
Standard  &  Poor's 

159, 162 
Star  TV  (NWS)  6 
Stora  52 
Sun  Microsystems  (SUNW) 

69 

Swedbank  52 
Symantec  (SYMC)  19 


Salomon  Smith  Barney  (C)  26, 
107,112 


m 

(taip 

EKltO 


(it  seij 
,11ielloii 


Taco  Bell  (YUM)  84 
Tele-Communications 

aCOMA)  139 
Texaco  (TX)  35 
3Com  (COMS)  60 
Thyssen  108 
Total  35 
Transamerica  Premier  Smi 

Company  Fund  126 
Travelers  (0  45 
Tut  Systems  19 

U 


Unicom  (UCM)  48 
United  Airlines  (UAL)  40 
US  Airways  (U)  40 
USA  Networks  (USAI)  42 
USFilter  (USF)  47 

V 


iic?5.1 


mm 


Vanguard  Group  126,13 
162 

Vector  Secunties  138 
Virco  142 
ViroLogic  142 
Visa  45 

Visible  Genehcs  142 
Volkswageii  107 
Volvo  (VOLVY)  52,107 

W 


Red  Hat  Software  60 

Regional  Financial  Associates  32 

Renault  52 

Rite  Aid  (RAD)  36 

Rover  Group  107 


Warburg  Dillon  Read  45 
Warner  Bros.  (TWX)  154 
WebGear  19 
Wendy's  International  Wi 
Williams  (WMB)  45 
Wilshire  Associates  126 
Wit  Capital  112 

Y 


Yahoo!  (YHOO)  30, 60 


Zeneca  Group  (ZEN)  52 
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vestment  Figures  of  the  Week 


P  500 

Aug.    Feb.  Feb.  4-10 


1223.55 


eek  change  1 -week  change 
0°'o  -3.8% 


(  MENTARY 

F 


ig  bond  prices  gave  equi- 
/estors  a  tough  week.  The 
on  the  30-year  U.S.  Trea- 
bond  rose  to  5.36%,  the 
;st  level  in  five  months, 
put  selling  pressure  on 
i.  The  Dow  industrials  lost 
a  t  2%,  the  S&P  500 
n  led  3.8%,  and  both  are 
r  slightly  below  their  1998 
c  ig  prices.  The  tech-driven 
N  >Q  Composite  gave  up 
over  the  week,  but  still 
4ter  than  a  5%  gain  for 
r  Internet  stocks  took 
.  ,its:  Yahoo!  fell  20.5%, 
k  in.com,  22.5%,  and  eBay, 


t 


REST  RATES 


ASURY  BOND  INDEX 

Aug.    Feb.  Feb.  4-10 


[St     change       1 -week  change 
%  -0.8% 

oomberg  Financial  Markets 


AL FUNDS 


I U  S  Diversified  ■■  All  Equity 


eturn  52-week  lolal  return 
  1 


U.S.  MARKETS 


Latest 


%  change 
Week  Year 


BEST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Dow  Jones  Industrials 

9177.3 

-2.0 

10.4 

NASDAQ  Combined  Composite 

2309.5 

-7.4 

35.2 

Ooir  lYIIOtap  4UU 

-5.3 

4.7 

S&P  SmallCap  600 

162.7 

-5.8 

-13.6 

ottr  oupci  UUIIipUolLC  1  JUU 

256  6 

-4.0 

17.2 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

501.6 

-6.5 

56.1 

S&P  Financials 

124.8 

-3.9 

2.3 

S&P  Utilities 

240.9 

-0.5 

5.1 

PSE  Technology 

469.8 

-8.3 

44.2 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

Cosmetics 

Shoes 

Toys 

Alcoholic  Beverages 
Housewares 


16.4  Communications  Equip.  88.3 

12.2  Specialty  Appar.  Retailers  85.9 

11.6  Computer  Systems  73.4 

9.9  Genl.  Merchandise  Chains  64.9 

7.4  Long-Dist.Telecomms.  63.5 


WORST-PERFORMING  Last 
GROUPS  month*/. 


Last  12 
months  % 


Tobacco 

Hospital  Management 
Oil  &  Gas  Drillling 
Metals 


-22.9 
-17.2 
-16.3 
-15.9 


Furnishings  &  Appliances  -15.5 


Oil  &  Gas  Drilling 
Oil  Exploration  &  Prod. 
Leisure  Time 
Hospital  Management 
Oil-Weil  Equip.  &  Svcs. 


-57.4 
-37.3 
-35.6 
-35.6 
-34.8 


London  (FT-SE  100) 

5770.2 

-2.9 

2.9 

Frankfurt  (DAX) 

4796.8 

-5.7 

4.5 

Tokyo  (NIKKEI  225) 

13,952.4 

-1.5 

-18.9 

Hong  Kong  (Hang  Seng) 

9076.3 

-3.6 

-15.9 

Toronto (TSE  300) 

6400.7 

^.8 

-7.8 

Mexico  City  (IPC) 

3941.5 

-2.9 

-16.7 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.30% 

1 .25  % 

1.49% 

S&P  500  P/E  Ratio  (Last  12  mos. 

32,2 

33.6 

25.8 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  23.2 

24.1 

20.0 

First  Call  Earnings  Revision* 

-1.18% 

-1.23% 

-9.21% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

1123.2 

1120.2 

Positive 

Stocks  above  200-day  average 

31.0% 

34.0% 

Positive 

Options:  Put/call  ratio 

NA 

0.45 

NA 

Insiders:  Vickers  Sell/buy  ratio 

1.35 

1.39 

Positive 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


Data;  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Slocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

America  Online 

147 'Vl  6 

-17^16 

IBM 

162^^4 

-26  V2 

Vodafone  Group-ADR 

171  '74 

-3^'4 

Lucent  Technologies 

96 

-16 '^16 

Ascend  Communications 

71  ^^8 

-5^16 

Micron  Technology 

65 '^16 

-1  7l6 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

I6OV16 

12^16 

Dell  Computer 

97  "/1 6 

15 '^16 

MCI  WorldCom 

76  ^-4 

1^4 

Sun  Microsystems 

97^8 

35/8 

Oracle 

54^8 

7 '/1 6 

Schering-Plough 

52  7/8 

V8 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.60 

4.63 

5.16 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.47 

4.48 

5.18 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

B-MONTH  BANK  CDS 

4.33 

4.36 

5.09 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.63 

4.59 

5.26 

GENERAL  OBLIGATIONS 

4.05% 

4.07% 

4.84% 

4.84% 

10-YEAR  TREASURY  NOTES 

4.93 

4.83 

5.48 

PERCENT  OF  TREASURIES 

82.14 

84.37 

90.15 

92.15 

30-YEAR  TREASURY  BONDS 

5.36 

5.25 

5.83 

TAXABLE  EQUIVALENT 

5.87 

5.90 

7.01 

7.01 

LONG-TERM  AA  INDUSTRIALS 

6.29 

6.20 

6.46 

INSURED  REVENUE  BONDS 

4.20 

4.23 

5.11 

5.10 

LONG-TERM  BBB  INDUSTRIALS  6.98 

6.94 

6.91 

PERCENT  OF  TREASURIES 

85.19 

87.69 

95.18 

97.10 

LONG-TERM  AA  TELEPHONES 

6.57 

6.43 

6.74 

TAXABLE  EQUIVALENT 

6.09 

6.13 

7.41 

7.39 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


% 


irningstar,  Inc. 


Laggards 

Four-week  total  return  % 

Montgomery  Emerg.  Asia  R  -22.0 

Amerindo  Technology  0  -20.0 

Apex  Mid  Cap  Growth  -1 9.4 

Guinness  Flight  Main  China  -1 8.2 

State  St.  Res.  Glob  Res.  C  -17.2 

Laggards 

52-week  total  return  % 

Internet  253.8  Lexington  Troika  Russia  -80.0 

ProFunds  UltraOTC  Investor  140.8  American  Heritage  -63.4 

Munder  NetNet  A  120.2  State  St.  Res.  Glob.  Res.  C  -54.3 

Grand  Prix  119.9  Off itbank  Latin  AmerSel.  -53.3 

Amerindo  Technology  0       116.5  Excelsior  Latin  America  -52.0 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


lAI  Value  25.8 

BT  Invmnt  Latin  Am.  Eq.  18.7 

lAI  Emerging  Growth  16.4 

Wright  EquiFund-MexIco  9.9 

Warburg  Adv.  Japan  Sm.  Co.  7.9 

Leaders 

S2-week  total  return  % 


Japan 

Latin  America 
Communications 
Large-cap  Growth 
Health 

Leaders 

S2-week  total  return 


1 .4  Pacific/Asia  ex-Japan 

0.3  Precious  Metals 

-0.2  Natural  Resources 

-0.7  Financial 

-1.0  Small-cap  Blend 


Laggards 

S2-week  total  return 


-11.5 
-6.7 
-6.3 
-5.9 
-5.3 

% 


Technology  46.7  Latin  America  -41.6 

Communications  42.9  Diversified  Emerging  Mkts.  -28.5 

Large-cap  Growth  29.0  Natural  Resources  -26.1 

Large-cap  Blend  15.6  Pacific/Asia  ex-Japan  -18.5 

Utilities  14.1  Precious  Metals  -18.4 


!  as  of  market  close  Wednesday,  Feb.  10,  1999.  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Feb,  9.  For  a  more  detailed  explanation,  write 
ude  S&P  500  companies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figure5@busine5sweek.com.  NA=Not  available  **Vanguard  Index  500  Fund 
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Editorials 
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PRODUCTIVITY:  HOW 
TO  READ  THE  NUMBERS 

It  is  now  clear  that  productivity  growth  for  the  U.  S.  econ- 
omy in  the  fourth  quarter  of  last  year  rose  3.7%.  This  is 
extraordinaiy,  especially  so  late  in  a  business  cycle  that  is  now 
officially  the  longest  peacetime  expansion  in  U.  S.  history. 
For  the  past  three  yeai's,  productivity  gi'owth  has  averaged 
2%,  almost  double  the  rate  of  the  '70s  and  '80s.  The  big 
question  is  whether  the  U.  S.  is  returning  to,  or  even  ex- 
ceeding, its  historic  trend  of  2%  annual  increases  in  produc- 
tivity. The  stakes  are  high.  As  any  observer  of  the  American 
economy  can  see,  big  productivity  gains  deliver  terrific 
growth,  low  inflation,  rising  real  wages,  and  low  unemploy- 
ment— the  best  of  all  possible  worlds. 

But  the  number's  aren't  conclusive.  There  have  been  four 
three-year  periods  in  the  past  30  years  when  pi-oductivity 
growth  averaged  2%  only  to  dip  back  below  that.  Is  the 
1996-98  period  one  of  these  bumps,  oi"  is  it  pait  of  a  sustained 
era  of  high  productivity  growth?  We  can't  be  sure  just  yet. 

Two  tests  ahead  could  possibly  answer  the  question.  The 
fii'st  is  the  most  obvious.  The  strongest  evidence  that  pro- 
ductivity has  hit  a  higher  level  is  the  length  and  strength  of 
the  economic  expansion  itself.  If  it  continues  for  another 
year — and  so  far,  it  looks  Uke  it  will — the  economy  will  set  the 
record  for  the  longest  expansion  ever.  Big  increases  in  capital 
spending,  housing,  and  autos  coupled  with  low  inflation  so  late 
in  the  business  cycle  ah-ea<:ly  prove  that  this  expansion  is  very 
unusual.  A  fourth  yeai-  of  productivity  at  2%-plus  will  strong- 
ly suggest  that  the  transition  to  a  new  high-tech  economy  has 
boosted  the  trend  rate  of  productivity  gi-owth. 

A  second  test  would  be  to  see  if  the  higher  productivity 
level  can  sustain  itself  through  an  economic  slowdown.  Pro- 
ductivity has  done  well  in  the  past  three  years,  in  part,  be- 
cause of  the  extraordinary  strength  of  the  economy.  If  it 
can  remain  relatively  high  duiing  a  downturn  in  the  business 
cycle,  we  would  know  something  has  really  changed. 

Either  way,  1999  is  a  key  yeai'  for  the  productivity  debate. 
Boom  or  bust,  the  answer  will  become  much  clear-er  Oiu'  best 
guess?  The  surge  in  U.  S.  productivity  is  no  fluke. 

IT'S  WORSE  THAN  YOU 
THINK  IN  CHINA 

Tliis  is  China's  year  of  living  dangerously  (page  48).  It  is  in 
a  deflationary  spiral  that  is  choking  economic  growth 
and  raising  the  political  temperatui'e.  Unemployment  is  rising. 
Consumers  ai'e  hoarding  cash.  Refoirn  is  on  hold.  Efforts  to 
clamp  down  on  corruption  are  discouraging  investment.  For- 
eign investors  are  being  squeezed.  Imports  of  Boeing  jets  are 
on  hold,  deepening  the  U.  S.  trade  deficit  with  China.  Premier 
Zhu  Rongji's  attempt  to  keep  the  economy  growing  as  he 


shuts  down  state  factories,  curbs  the  bm-eaucracy,  and  attaj 
comiption  is  in  trouble.  What  comes  next  is  hard  to  say 

U.S.,  European,  and  Japanese  investment  is  already  j 
ginning  to  fall,  deipriving  China  of  needed  capital,  technoldj 
and  management  expertise.  In  an  attempt  to  help  state! 
teipi-ises,  Beijing  is  going  protectionist.  The  operations  of  j 
eign  telecoms  ai-e  being  cui'bed,  and  a  "buy  local"  campaig 
under  way.  Distribution  channels  are  drying  up  for  for^ 
companies,  and  profits,  never  hefty,  are  disappearing. 

The  worst  of  it  is  the  return  of  heavy-handed  centrj 
control.  In  a  lauded  attempt  to  stop  the  smuggling  of  fori 
exchange  abroad,  Beijing  reinstituted  the  old  tools  of  cer 
planning.  When  state  authorities  discovered  that  the  doJ 
of  "iTics,"  provincial  investment  coi-porations,  were  expose|! 
billions  of  dollars  in  foreign  loans  v/hich  could  not  be 
back,  they  cracked  down  hard.  But  now  papei-work  needejl 
buy  dollars  or  yen  takes  weeks,  discouraging  investr 
And  foreign  banks,  who  thought  the  government  would 
the  lender  of  last  resort  to  the  iTics,  are  left  holding  the  I 

Zhu  is  making  progi'ess  in  turning  China  into  a  market 
ven  economy.  He's  reforming  the  banks,  passing  securities) 
islation,  privatizing  property,  and  getting  the  military  ov 
business.  But  the  problems  are  enonnous,  and  the  rem^ 
often  harmful.  Many  foreign  companies  ai'e  asking  whe 
they  should  pass  China  by  for  the  next  five  or  10 
while  things  get  sorted  out.  Only  Beijing  can  answer  th 

OLD-LINE  VS.  ONLINE:! 
INVESTORS  WIN 


The  spread  of  Internet  trading  and  rise  of  index  fundi 
traditional  brokers  and  money  managers  on  the 
Caught  between  the  lower  prices  available  on  the  Net 
dex  funds'  better  performance,  old-line  Wall  Street  mui 
tool.  Thanks  to  technology,  people  have  all  kinds  of 
ways  to  invest  their  money.  The  wing-tip  crowd  has  a 
futui'e  only  if  it  can  iind  a  way  to  handhold  baby  boome: 
their  retirement  and  gain  the  trust  of  twentysomethinj 
The  task  is  foi-midable.  Technology  now  allows  onlim 
kers  to  do  trades  at  a  fi-action  of  the  cost  of  old-line 
Plus  they  supply  enormous  amounts  of  investment  infc] 
tion.  Wall  Street  firms  can  offer  their  own  sophistiJ 
views  on  the  market,  but  their  analysts  increasingly  a 
from  a  credibility  problem.  Many  have  moiphed  into  ci> 
leaders  and  investment-banking  rainmakers. 

The  performance  gap  is  widening  as  well.  Over  the| 
decade,  84%  of  all  large-cap  managers  ti'ailed  the  benchj 
Standai'd  &  Poor's  500-stocl»  index.  And  it's  not  only  eqij 
Last  year  the  Vanguard  Total  Bond  Market  Index 
beat  87%  of  all  actively  managed  bond  funds  (page  IW 
In  the  end,  the  battle  between  online  and  old-line  v| 
fought  on  cost  and  performance.  The  outcome  is  far  frc 
evitable.  After  all,  the  giant  Fidelity  Magellan  Fund  ma 
to  beat  the  S&P-500  index's  stunning  28.6%  performanc 
year  But  either  way,  the  investor  will  be  the  big  winr 
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Imagine  what  happens 

when  they  trade 
their  bicycles  for  cars. 


We're  making  the  products  that  cities  will  need  to  handle  all  kinds  of  pollution  in  the  future  —  now. 
Fuel  cells  that  have  powered  space  missions  for  30  years  now  generate  electricity  for  hospitals,  offices 
partments. 

They're  also  part  of  the  new  hybrid  engines  that  will  power  tomorrow's  cleaner  running  cars. 
And  that's  just  for  starters. 

We  make  the  broadest  line  of  chlorine-free  air  conditioners  in  the  world.  People  movers  that  squeeze 
y  and  reduce  traffic.  Aircraft  engines  that  save  fuel  and  reduce  noise. 
Because,  right  now,  the  environment  is  where  the  need  is. 
In  the  future,  it's  where  the  money  is.  ^*^^|||{5J^J[j[fJsJH 
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